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Arion Bank

® Arion Bank provides services to households, corporates,
institutions and investors. The Bank has three business segments:
Retail Banking, Corporate & Investment Banking, and Markets.
The service offering is further augmented by the subsidiaries
Stefnir and Vordur. Stefnir is an Icelandic fund management
company, and Vordur is an insurance company providing non-life
and life insurance.

® Arion Bank plays an important role in the community through
financing of progressive and sustainable initiatives in the
community and sustainability is an integral part of the Bank's day-
to-day activities, its decision-making and processes

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

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

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

® At year-end 2021 Arion Bank has ISK 21bn in excess capital and
expects to pay dividend and/or buy-back own shares in addittion to
already foreseeable dividend and buy-back of ISK 26.7bn included
in equity calculation to reach the 17% CET1 target
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Key figures 2021 2020
(ISK million)
Net earnings 28,615 12,469
ROE 14.7% 6.5%
Net interest margin 2.8% 2.9%
Cost to income ratio 44.4% 48.1%
Operating income / REA 7.6% 7.0%
31.12.2021 31.12.2020
Total assets 1,313,864 1,172,706
Loans to customers 936,237 822,941
Deposits 655,476 568,424
Borrowings 356,637 298,947
Stage 3 gross 1.9% 2.6%
Leverage ratio 12.6% 15.1%
Number of employees 751 776
EUR/ISK 147.60 156.10
Net earnings (ISK billion)
78 8.2
5.8 6.0 6.5
Q420 Q121 Q221 Q321 Q421
Cost-to-income ratio (%)
51.6
449 46.2 425
’ 375
Q420 Q121 Q221 Q321 Q421
LCR ratio (%)
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Endorsement and statement ) 14
by the Board of Directors and the CEO

The Consolidated Financial Statements of Arion Bank for the year ended 31 December 2021 include the Consolidated Financial Statements of
Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

About Arion Bank

Arion Bank and its subsidiaries provide comprehensive financial services to the Icelandic society. The Bank’s strategy is to excel by offering smart
and reliable financial solutions which create future value for our customers, shareholders and society as a whole. Arion Bank places great
importance on developing long-term relationships with its clients and is a market leader as a provider of cutting-edge and modern banking
services. In partnership with our customers the Bank stimulates shared growth and progress in Icelandic society.

Arion Bank provides services to households, corporates, institutes and investors in three business segments: Retail Banking, Corporate &
Investment Banking, and Markets. The service offering is further augmented by the subsidiaries Stefnir and Vordur. Stefnir is one of the largest
fund management companies in Iceland, and Vérdur is the fastest growing insurance company in Iceland, providing non-life and life insurance.
The diverse service offering at Arion Bank means that the revenue base is broad and the loan portfolio is well diversified between retail and
corporate customers. The high percentage of mortgage loans and the healthy distribution of loans across different sectors reduces credit risk.

The Bank is a market leader in terms of digital solutions and innovation. Numerous new digital solutions have been launched in the past few years,
enhancing service to customers and making the Bank's operations more efficient, which in the long term reduces operating expenses across the
Bank. The Bank’s structure has been simplified and the branch network and business premises have been streamlined.

Arion Bank is a financially robust bank which places great importance on operating responsibly in harmony with society and the environment. The
Bank places importance on paying competitive dividends to shareholders. The Bank is listed on the main lists of Nasdaq Iceland and Nasdaq
Stockholm.

Arion Bank is an Icelandic bank which operates in Iceland and also provides services to companies in the seafood and seafood related sectors in
Europe and North America.

Operations during the year

Income Statement

Net earnings amounted to ISK 28,615 million and return on equity was 14.7%. Earnings per share was ISK 17.96. Core revenues, defined as net
interest income, net commission income and net insurance income, increased by 9.4% YoY, which indicates that the strategic changes introduced
in the autumn of 2019 have largely proven successful despite the challenging conditions posed by the global pandemic over the last two years. The
solid performance of the securities markets, the reversal of loan impairments on the back of a better performing economy and the positive impact
of assets held for sale have helped to deliver strong and better than expected annual financial results. However, operating expenses have
increased somewhat, particularly salary expenses, mainly due to the expected incentive scheme due to the strong financial results in 2021.

Balance Sheet

The Bank's balance sheet grew by 12.0% from year-end 2020. Loans to customers increased by 13.8%, primarily mortgage lending, whereas
loans to corporates increased slightly. The majority of loans are now to individuals, 50% in the form of mortgages and 6% other loans. Liquid
assets increased despite share buybacks and dividend payments during the year, a total of ISK 31.5 billion. On the liability side deposits increased
by 13.6%, and deposits play an increasingly significant role in the Bank’s funding mix, which is reflected by the fact that the ratio of loans to
deposits has decreased from 145% to 143% between years. The Bank issued two international bonds for a total of €600 million during the year.
The first issue was under the Green Financing Framework in July, and the second in September was a covered bond issue in euros, the first such
transaction by an Icelandic issuer. Total equity amounted to ISK 194,598 billion at the end of the year. The Group's capital ratio, as calculated
under the Financial Undertakings Act No. 161/2002, was 23.8% at year-end and the CET1 ratio was 19.6%, assuming ISK 22.5 billion dividend
payment and ISK 4.3 billion buyback of own shares, which is the remainder of the current buyback program that had received permission from the
Financial Supervisory Authority of the Central Bank of Iceland (FSA). These ratios comfortably exceed the requirements made by the FSA and
Icelandic law. The liquidity position was also strong at year-end and well above the regulatory minimum.

Assets held for sale and discontinued operations

The operating results of the subsidiaries Valitor hf., Stakksberg ehf. and Soélbjarg ehf. are presented as discontinued operations as they are all
classified as held for sale.

Valitor hf. is a market leader in Iceland in acquiring services and payment solutions and also operates in the United Kingdom. The operating
results of Valitor had a positive effect of ISK 0.9 billion on the consolidated financial results of Arion Bank in 2021. At year-end the net book value
of Valitor was I1SK 8.6 billion.

On 1 July 2021 Arion Bank and Rapyd entered into a definitive agreement regarding the sale of Valitor hf. for a purchase price of USD 100 million.
The transaction is subject to regulatory approval and the parties have agreed on a deadline for obtaining this approval of 1 May 2022. Should the
sale not be finalized due to failure to obtain regulatory approval, the risk shall be borne by the buyer, valid for two years. The sale agreement for
Valitor hf. does not affect the Consolidated Financial Statements for the period, in accordance with IFRS. Arion Bank expects to recognize a net
profit of approximately ISK 3.5 billion from the sale when all conditions precedent have been met.

Stakksberg ehf. manages all the assets of the silicon plant in Helguvik. Stakksberg has been working to reduce uncertainty regarding the
recommissioning of the plant, but the sale of the company has fallen behind the original schedule for a number of external reasons. In January
2022 a letter of intent was signed with a potential buyer for this asset, and due diligence is in progress which is expected to be completed by mid-
year. The result of the due diligence is as yet unknown. Stakksberg had a negative impact of ISK 0.2 billion in 2021 due to the impairment of the
silicon plant. At year-end the book value of Stakksberg was ISK 1.5 billion.

Arion Bank Consolidated Financial Statements 2021
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Sélbjarg ehf. administered the Bank’s shareholding in travel companies in Scandinavia and Iceland which previously belonged to TravelCo. The
company sold Bravo Tours in Denmark during the year and the sale of Heimsferdir is awaiting the approval of the Icelandic Competition Authority.
Sélbjarg had a positive impact of ISK 0.7 billion in 2021 and the main reason for this is the sale of the company’s underlying assets. At year-end
the net book value of Sélbjarg was ISK 0.3 billion.

Medium term targets

In December Arion Bank announced new financial targets following the updating of its 5-year business plan. The main changes were that the ROE
target has been increased from 10% to 13% and the ratio of operating income to risk-weighted assets was increased from 6.7% to 7.3%. A new
target was added which is that premiums earned will outgrow the growth rate on the Icelandic insurance market by 3 percentage points. The other
targets remain largely unchanged.

2021 FY Previous target New target
Return on equity 14.7% Exceed 10% Exceed 13%
Operating income / REA 7.6% Exceed 6.7% Exceed 7.3%
Premium growth (net of reinsurance)
Insurance premium growth 12.4% to exceed the growth of the domestic

market by more than 3 percentage
points

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

Loan growth 13.8% o In line with nominal economic growth
mortgage lending expected to outpace
corporate lending
Cost-to-income ratio 44.4% Below 45% Below 45%
CET1 ratio 19.6% ~17% ~17%
Dividend payout ratio 79% 50% 50%

Economic outlook

The Icelandic economy is quickly recovering from one of the biggest economic contractions in its history. After a difficult start to 2021, the economy
turned over a new leaf and GDP grew by 6% YoY in the third quarter. Economic growth in 2021 is expected to be around 4%, a much stronger
recovery than was forecast at the beginning of the year.

After the vaccination programme had been rolled out, all domestic public health measures were temporarily lifted and travel restrictions eased,
measures that acted as a booster shot for the economy. Tourists began to flock to the country, leading to almost 700,000 tourists visiting the
country in 2021. With tourism gaining momentum and the government establishing measures to support the labour market, e.g. employment
subsidies, unemployment began to fall sharply and halved in just a few months. By the end of the third quarter, jobs had increased by more than
10,000 across all sectors, and unemployment had reached pre-pandemic levels. Unemployment is expected to continue to fall, reaching
equilibrium unemployment much earlier than previously thought.

Better employment prospects, high consumer confidence and rapid asset growth in the housing market laid the foundations for strong private
consumption, especially in the second half of the year. Thus, total payment card turnover in Iceland increased by 18% YoY in the fourth quarter,
reaching record breaking heights in December. Due to soaring private consumption, as well as growing business investment, imports rapidly
increased. Despite flourishing exports of goods and the recovery of tourism, the contribution of foreign trade to GDP was negative. Most analysts
expect the opposite to hold true this year, thanks to a bright outlook for the country’s main export sectors, especially tourism and the seafood
industry.

Even though the economy is recovering, uncertainty remains. Covid-19 still has a strong hold over the global economy, inflation in Iceland and
around the world remains well above inflation targets and productions chains are in disrepair. At the same time as social distancing measures are
in place, negatively affecting public finances, central banks around the world are forced to raise interest rates and tighten their monetary policy.
The Central Bank of Iceland has raised its key interest rates by 1.25 percentage points since May, with most expecting further rate hikes in the
near future. Although the long-term economic outlook is bright, and Iceland in an ideal position to emerge successfully through this turbulent
period, short-term economic uncertainty has increased.

Outlook for the Bank

The past year has been a successful milestone in the strategic journey of the Group. The operational results are a testament to this positive
momentum and the Bank has exceeded all operational targets during the year.

This progress is firstly supported by the robust foundations of the Group, built over decades of experience of the Bank and its predecessors. This
is characterized by a solid infrastructure, diverse and mature business units, best in class digital offering, and an excellent talent pool.

Building on this strong foundation, over the past couple of years, the Group’s strategy has been renewed to reinforce this further and align the
direction with the evolving operational environment and building on our core competitive strengths. A key project has been the realignment of our
Corporate and Investment Bank (CIB), which is now an important contributor to the Group’s earnings. Importantly, all key business areas of the
Group are now delivering above target returns which supports strategic flexibility going forward. Another key initiative was the alignment of the
employee incentive scheme with the operational performance and shareholder returns. The scheme was incorporated during the year where every
employee of the Bank is incentivized with the same overall targets and for key employees’ payments, which are capped at 25% of salaries, are in
the form of shares which vest over three years. The overarching KPI is for the Group to deliver ROE in excess of key competitors. This was an
important step to relieve pressure on fixed pay and to focus employees on enhancing longer term shareholder value.
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The key aim for the new year is to utilize the strong operational position to strengthen the longer term competitive position of the Group. A revised
business plan therefore aims to invest in two key strategic initiatives during 2022: IT infrastructure and customer experience. These investments
will impact operating expenses during the year but strengthen efficiencies and sustainable returns over the medium-term. The Bank’s ambitious
business plan, supported by a positive view of the market outlook, is reflected in the updated operational targets of the Group presented in the
fourth quarter.

Strengthened by these investments, the next phase of the Group’s progression focuses on holistic customer journey optimization. With a broad
offering of mature products and services combined with a competitive edge in our digital distribution channels, there are considerable strategic
opportunities in this area. A key part of this vision is bringing Vordur insurance company closer to the Bank for a more focused bancassurance
offering. Bringing together Arion Bank’s digital distribution channels and infrastructure with Vordur’s growth potential and earnings strength is a key
opportunity for the Group. The Group also sees opportunities to utilize this strong position to actively participate in the emergence of the growth
and importance of the Arctic in the global economy. This is a longer-term vision which will be a driver for medium-term strategic plans.

Capital optimization continues to be a focus for the Group and significant milestones are being achieved in this area. Shareholder distributions
since the start of 2021 have amounted to ISK 31.5 billion through buybacks and dividend payment. The proposed dividend for the year 2021, which
will be subject to the approval of the annual general meeting on 16 March, corresponds to ISK 15 per share or around ISK 22.5 billion, net of own
shares. Additionally, it is anticipated that the approximate ISK 12 billion proceeds from the sale of Valitor, expected to be completed later in the
year, will also be distributed as an extraordinary dividend. Share buy-backs will also continue to be explored later in the year. The medium-term
target remains to bring CET1 ratio to the optimized 17% area.

Banks play a key part in the community through financing of progressive and sustainable initiatives. Arion Bank has reached key milestones this
year through the establishment of a green financing framework, followed by successful green bond issues in EUR and ISK. In 2022, we will
continue to focus on sustainability with our customers and will set a policy for sectors that have the most impact on our lending in terms of climate
and environmental considerations. We will also start estimating the carbon footprint of the Bank's overall loan portfolio according to the
methodology of the Partnership for Carbon Accounting Financials (PCAF). See further information about Arion Bank's sustainability journey in the
chapter “Sustainability and non-financial reporting”.

The current position of the Group is enviable, and while there continue to be some headwinds in the external environment, there is strong overall
optimism. Operations have turned a corner and allowed for a focused investment plan which will strengthen the long-term position of the Group.
The lending and advisory pipeline is robust and allows for profitable growth plans in the near term, supporting the recovery of the economy. A key
focus for the year will be to manage these growth opportunities with the capital release plans to optimize shareholder returns.

Employees

The Group had 751 full-time equivalent positions at the end of the year, compared with 776 at the end of 2020. A total of 619 of these positions
were at Arion Bank, compared with 648 at the end of 2020.

In December 2020 the Board of Directors of Arion Bank and Vérdur approved a revised incentive scheme which came into effect in 2021 for
employees of Arion Bank and Vordur. The scheme is in compliance with the FSA’s rules on incentive schemes to employees of financial
institutions. The scheme is split into two parts. Firstly, employees can receive up to 10% of their fixed salary for 2021 in the form of a cash
payment. Secondly, a limited group can receive up to 25% of their fixed salary as a payment in the form of shares in the Bank which will be subject
to three-year lock-up period. The criterion used to determine whether something will be paid for 2021, in part or in full, is whether the Bank’s return
on equity in 2021 is higher than the weighted ROE of the Bank’s main competitors. The Board of Directors of Arion Bank also approved a new
share option plan for all employees of the Bank, which is important for aligning the interests of employees with the long-term interests of the Bank.
The share option plan is for five years and employees are entitled to buy shares for up to ISK 600,000 each year. The purchase price is
determined by the Bank’s average share price 10 days before the share option agreement was signed, which was 3 February 2021.

Funding and liquidity

In terms of funding and liquidity management the year was characterized by the Bank’s strong liquidity position and strong deposit growth. The
Bank’s liquidity position was well above the regulatory minimum of 100% all year, with a liquidity coverage ratio of 203% at the end of 2021. The
strong liquidity position is due to successful bond transactions and the growth of customer deposits, increasing 15% from ISK 568 billion to ISK
655 billion, while lending growth was similar to deposit growth.

The Bank did not have any significant bond or long-term funding maturities in 2021. The €500 million issue maturing in December 2021 had to a
large extent been refinanced at year-end 2020.

In September 2021 Arion Bank became the first Icelandic financial institution to issue covered bonds in euros, issuing €300 million. The bonds
were sold at rates corresponding to a 0.27% margin over interbank rates, which are the best rates which an Icelandic issuer, including the
Icelandic government, has obtained on the international credit markets since Arion Bank was founded 13 years ago.

Arion Bank also held its inaugural green bond issues. In July the Bank issued its first green bond to international investors for a total of €300
million. The bonds were sold at rates corresponding to a 0.80% margin over interbank rates. In December 2021 Arion Bank held its inaugural
green bond in ISK. The new series amounting to ISK 3.6 billion was Arion Bank’s first unsecured issue in ISK. The bonds were issued under the
Bank’s Green Financing Framework. The Framework sets out clearly and transparently the conditions which the Bank’s loans need to meet in
order to be considered green.
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Group ownership

The main venue at which the Board and the Bank report information to the shareholders and propose decisions is at legally convened
shareholders’ meetings. The Bank provides an effective and accessible arrangement for communications between shareholders and the Board of
Directors between those meetings. Any information sensitive to the market will be released through a MAR press release. Arion Bank also
arranges quarterly meetings where the CEO, CFO and Investor Relations present the interim financial results. The Bank has also held its capital
markets day on two occasions, in November 2019 and 2021, where the management team discussed the progress in the Banks operations and
key focus areas going forward. The next capital markets day is scheduled to be held in 2023.

At the end of 2021 Lifeyrissjoédur starfsmanna rikisins was the largest shareholder in Arion Bank with a shareholding of 9.10%. Arion Bank owned
8.54% of its own shares at the end of 2021. The AGM on 16 March 2021 approved the cancellation of 70 million of the Bank's own shares, totalling
ISK 70 million at nominal value. The reduction took place in April 2021. The float of the Bank’s shares has been substantial during 2021. Icelandic
pension funds, insurance and fund management companies along with numerous private investors have added to their shareholdings, while at the
same time international ownership has decreased. The number of shareholders has grown from around 7,400 at the beginning of the year to
11,300 at the end of the year, and it is encouraging for the Bank to see the increased interest from retail investors. Further information on Arion
Bank's shareholders can be found in Note 36.

Capital adequacy and dividends

Arion Bank’s dividend policy states that the Bank shall pay 50% of net earnings in dividends and that additional dividends or share buybacks can
be considered when the Bank’s capital levels exceed the minimum regulatory requirements together with the Bank’s management buffer. The
Bank has the objective to maintain a 17% Common Equity Tier 1 ratio. The corresponding capital requirement is 13.5% of total risk-weighted
exposure amount. The Bank has released equity through dividend payments and purchase of own shares to meet this objective. In March 2021,
the Bank paid dividend of ISK 2.9 billion and in 2021 the Bank has purchased a total of ISK 28.6 billion of own shares.

The Board of Directors proposes that the Bank pay dividends of ISK 22.5 billion in 2022, net of own shares. This dividend calculates as ISK 15 per
share. The Board of Directors has the authority to propose that the Bank pay dividends or other disbursement of equity and may convene a special
shareholders' meeting later in the year to propose a payment.

The Group’s capital adequacy ratio on 31 December 2021 was 23.8% and the CET1 ratio 19.6%. The ratios account for a deduction due to
foreseeable dividend that represents an expected dividend payment of ISK 22.5 billion in the first quarter of 2022 and ISK 4.3 billion in share
buyback due to the completion of the programme announced in October 2021. The capital position of Arion Bank will remain very strong and the
planned equity release to shareholders will not impact the Bank’s ability to support its customers and the Icelandic economy.

The Bank’s total risk-weighted exposure amount (REA) increased by ISK 67 billion in 2021, primarily due to an increase to loans to customers of
ISK 113 billion. In June 2021, changes to the European capital requirements (CRD V / CRR Il) were adopted in Iceland which resulted in further
capital relief for SME exposures, a lower threshold for large exposures and a new methodology for calculating capital requirements for
counterparty credit risk.

As part of the Icelandic government’'s economic measures in response to Covid-19, the Financial Stability Committee decided to vacate the 2%
countercyclical capital buffer in March 2020, thereby reducing the Group’s total requirement from 20.3% to 18.4%. In September 2021, the
Committee announced that the countercyclical capital buffer would again be set at 2% as of 29 September 2022. Both of these measures had a
limited impact on Arion Bank, however, given its strong capital position throughout the pandemic.

Risk management

The Group faces various risks arising from its day-to-day operations as a financial institution. 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 manage and price risk factors is critical to the Group's
continuing profitability as well as ensuring that the Group's exposure to risk remains within acceptable levels. The Board of Directors is ultimately
responsible for the Bank’s risk management framework and ensuring that satisfactory risk policies and governance structure for controlling the
Bank’s risk exposure are in place. The Group’s risk management, its structure and main risk factors are described in the notes and in the Bank’s
unaudited Pillar 3 Risk Disclosures.

Governance

At the Bank’s AGM on 16 March 2021, five members were elected to serve on the Board of Directors until the next AGM, two women and three
men. Additionally, two Alternate Directors (one woman and one man) were elected. The five Directors and two Alternates are independent of Arion
Bank, its management and major shareholders. The Board’s composition as regards gender representation complies with statutory requirements,
which stipulate that companies employing more than 50 people must ensure that the gender ratio of the board of directors and alternate board is
no less than 40%.

The Board of Directors of Arion Bank places great importance on good corporate governance and a corporate culture which fosters open and
honest relations between the Bank, its shareholders, and other stakeholders. The Board of Directors is the supreme authority in the affairs of the
Bank between shareholders’ meetings and tends to those operations of the Bank which are not considered part of the day-to-day business, i.e.,
taking decisions on issues which are unusual or of a significant nature. The Board of Directors appoints a Chief Executive Officer who is
responsible for the day-to-day operations in accordance with a strategy set out by the Board. The CEO hires the Executive Management.

There are four Board sub-committees: The Board Audit Committee, the Board Risk Committee, the Board Credit Committee and the Board
Remuneration Committee. One of the committee members on the Board Audit Committee is not a Board member and is independent of the Bank
and its shareholders. In late 2020 the Board set up a temporary sub-committee, the Board Tech Committee, to advise the Board and senior
management on the Bank's near to medium-term development of the Bank’s IT enterprise architecture.
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The main roles of the Board, as further specified in the rules of procedure of the Board, include approving the Bank's strategy, supervising financial
affairs and accounting, and ensuring that appropriate internal controls are in place. The Board ensures that the Bank has active Internal Audit,
Compliance and Risk Management departments. The Internal Auditor is appointed by the Board of Directors and works independently of other
departments of the Bank in accordance with a charter from the Board. The Internal Auditor provides independent and objective assurance and
advice designed to add value and improve the Bank's operations. The Compliance Officer, who reports directly to the CEO, works independently
within the Bank in accordance with a charter from the Board. The main role of Compliance is to ensure that the Bank has in place proactive
measures to reduce the risk of rules being breached in the course of its activities. Compliance is also responsible for coordinating the Bank’s
measures against money laundering and terrorist financing. The duties of Compliance are carried out under a risk-based compliance plan
approved by the Board of Directors, including a monitoring and training schedule for employees which addresses the laws and rules under which
the Bank operates.

Corporate governance at Arion Bank is described in more detail in the Bank's Corporate Governance Statement which is contained in the
unaudited appendix to the Financial Statement and on the website www.arionbanki.is. The Corporate Governance Statement is based on
legislation, regulations, and recognised guidelines in force when the Bank's annual financial statements are adopted by Board of Directors,
prepared in accordance with the Guidelines on Corporate Governance, 6th edition, issued by the Icelandic Chamber of Commerce, SA — Business
Iceland and Nasdagq Iceland in February 2021. Corporate governance at Arion Bank complies with the guidelines with two exceptions, which are
explained in more detail in the Corporate Governance Statement.

Sustainability and non-financial reporting

Arion Bank places great importance on environmental and social issues and good corporate governance in its operations. Arion Bank’s
sustainability policy bears the title Together we make good things happen and signifies that the Bank wants to act as a role model in responsible
and profitable business practices, taking into account the environment, the economy and society. At Arion Bank we aim to ensure that
sustainability is an integral part of the Bank's day-to-day activities, its decision-making and processes.

We refer to Arion Bank’s values as cornerstones and they are designed to provide guidance when making decisions and in everything the
employees do. The cornerstones address our role, mentality and conduct and they are: we make a difference, we get things done, we say what we
mean, and we fin solutions. The Bank’s code of conduct has been approved by the Board of Directors and is designed as a guideline for
employees and to support responsible decision making. Arion Bank has selected six UN Sustainable Development Goals which the Bank which it
intends to focus on: goal number 5 on gender equality; number 7 on affordable and clean energy; number 8 on decent work and economic growth;
number 9 on industry, innovation and infrastructure; number 12 on responsible consumption and production; and number 13 on climate action.

Arion Bank is involved in extensive partnerships in the field of sustainability and social responsibility, both in Iceland and abroad, and is a signatory
to numerous treaties and declarations, such as the UN Global Compact, the UN Principles for Responsible Investment, the UN Principles for
Responsible Banking and UN Women.

In November 2021 Arion Bank became a signatory to Partnership for Carbon Accounting Financials (PCAF), a global partnership of financial
institutions that work together to develop and implement a harmonized approach to assess and disclose the greenhouse gas (GHG) emissions
associated with their loans and investments. Arion Bank will apply this methodology in 2022 to estimate the carbon footprint from its loan portfolio.
In order to gain a better overview of the risk related to climate change the Bank has made use of the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD). The section on sustainability risk in the Bank’s 2021 Pillar 3 Risk Disclosures is partly based on
these guidelines and it also contains an analysis of the Bank’s loan portfolio from the point of view of climate risk. The Bank formally became a
signatory to TCFD in February 2022.

At home the Bank is a member of Festa — Center for Sustainability and is one of the founding members of IcelandSIF, the Iceland Sustainable
Investment Forum. The Bank is also one the founding members of Green by Iceland, a joint business and government forum on climate issues and
green solutions. The Bank has also been a signatory to the City of Reykjavik and Festa’s Declaration on Climate Change since 2015, and signed a
declaration of intent on investment for a sustainable recovery devised by the Prime Minister's Office, Festa — Center for Sustainability, the
Icelandic Financial Services Association (SFF) and the National Association of Pension Funds (LL) in 2020.

The Human Resources Policy at Arion Bank is designed to create a positive and motivational work environment and to support our employees in
their work and private lives. There is a strong emphasis on attracting and retaining outstanding employees and helping them develop
professionally and personally. The Bank has adopted a clear equality and human rights policy, which was reviewed in 2021, and a 3-year action
plan. The objective of the policy and action plan is to create an environment where people of similar education, work experience and responsibility
have equal opportunities and terms, irrespective of gender, gender identity, sexual orientation, origin, nationality, skin colour, age, disability or
religion or other factor. The Bank’s new action plan place greater emphasis on balancing gender ratios at the Bank, not just at management level
but throughout different job families, committees and business units. Since 2015 the Bank has had an equal pay system and equal pay
certification.

In 2018 became the first Icelandic bank to get the Ministry of Welfare’s equal pay symbol, and a pay equity analysis indicated that the unexplained
gender pay gap was 2.4%. In 2021 the Bank underwent an audit which indicated that the difference for total compensation was 0.1%, and the
Bank’s target is to be below 1%. The Bank’s target is for median total compensation for men compared with the median total compensation for
women to be reduced to below 1.3 over the next three years. This figure was 1.43 in 2021. The main opportunity to balance the median total
compensation is to improve gender equality in different job families.

Arion Bank has adopted an environment and climate policy and targets connected to the policy. The policy spells out the importance of the Bank
minimizing the negative environmental impact of its activities and greenhouse gas emissions. The policy also states that the Bank will turn its focus
onto financing projects which relate to sustainable development and green infrastructure. The Bank issued its first comprehensive green financing
framework during the year and held two green bond issues based on the framework. Green deposits continued to grow in 2021, and there was an
increase in loans to buy vehicles which run on 100% renewables.
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The Bank’s credit policy places special emphasis on sustainability and increasing the percentage of green loans and quantifiable targets have
been set. The Bank’s credit rules also stipulate that environmental, social and governance factors must be considered when assessing loans. At
the end of 2021, 11% of the Bank’s total loans came under the definition of the green financing framework, and the Bank aims to increase this
figure to at least 20% by 2030. This target on the ratio of green loans will be reviewed annually, taking into consideration the opportunities over the
next few years for green financing and introducing the EU taxonomy in Iceland. The Bank hopes that it might grow even more quickly.

Arion Bank will issue its first impact and allocation report for the Bank’s green financing framework for 2021 at the same time as the 2021 annual
and sustainability report. The report specifies the allocation of funds which have been raised through green bond issues and green deposits in
2021, and there is also a section on the positive environment and climate impact of green loans from Arion Bank. Deloitte is providing confirmation
with limited assurance of the allocation of funds to green projects which have been raised through green bond issues and green deposits. The
Bank’s targets in environment and climate issues include reducing carbon emissions and other greenhouse gases from own activities by 55% by
2030, i.e. emissions from the Bank’s business premises and vehicles. At the end of 2021 the Bank had reduced these emissions by 37.6%
compared with the reference year 2015. The Bank has entered into an agreement with the Iceland Carbon Fund on carbon fixation to offset
emissions from the Bank’s activities and other emissions such as flights, taxi journeys, waste and employee journeys to and from work.

In 2021 a sustainability committee was set up and sustainability risk was defined as part of the Bank’s risk management system. The new
committee replaced the Bank’s steering committee on social responsibility. The CEO is the chairman of the sustainability committee, whose role is
to monitor the Bank’s performance in connection with the policy and commitments on sustainability and to ensure that ESG factors are considered
in decisions and plans made by the Bank. A green financing committee and equality committee are sub-committees of this committee. In addition
to the CEO, the sustainability committee comprises the managing director of Retail Banking, Corporate & Investment Banking, Markets, Customer
Experience and Finance. The Chief Risk Officer and Sustainability Officer attend committee meetings but do not have the right to vote. The Bank’s
new sustainability risk policy was approved by the board of directors during the year and will be reviewed annually. This policy states that the Bank
seeks to ensure that its operations and services do not have a negative impact on people or the environment. It also states that the Bank supports
Iceland’s climate action plan whose goal is to meet the obligations of the Paris Climate Agreement and to achieve the ambitious goal of carbon
neutrality by 2040.

At the beginning of 2022 a special risk assessment was performed in connection with ESG factors at the Bank. The main social risks relate to
employee equality and diversity, disclosure and relations with stakeholders. The main environmental risks were insufficient action in environmental
and climate issues in connection with goods and services, employees’ compliance with the Bank’s environment and climate policy and the risk of
greenwashing. The assessment also revealed that the main governance risks were anti-money laundering measures and know-your-customer,
data protection and ESG reporting. The management of these risks at the Bank were rated as adequate or strong.

The Bank has introduced a policy on actions against financial crime, such as money laundering, terrorist financing, bribery and corruption or
market abuse. On the basis of this policy the Bank places great importance on knowing all customers and understanding their business so that the
Bank is able to identify any suspicious transactions. Suspicious transactions are immediately reported to the authorities. Employees are given
regular training on measures against financial crime and how to respond if they have any suspicions. The Bank also re-evaluates its measures
regularly to respond to the main threats at any given time. Further information on actions against financial crime are contained in the Bank’s 2021
Pillar 3 Risk Disclosures.

In recent years Arion Bank has been recognized as a company which has achieved excellence in corporate governance, following a formal
assessment based on guidelines on corporate governance issued by the Icelandic Chamber of Commerce, the Confederation of Icelandic
Employers, and Nasdagq Iceland. Further information on corporate governance can be found in the corporate governance statement.

Arion Bank’s activities are governed by the provisions of the Annual Accounts Act on non-financial reporting, Article 66 d. Information in the annual
and sustainability report has been prepared and published in accordance with the Global Reporting Initiative standard, GRI Core, which helps
companies and institutions share information on sustainability in a transparent and comparable way. When sharing information on non-financial
factors of the business the ESG reporting guide for the Nasdaq Nordic exchange, the 10 Principles of the UN Global Compact, and UN
Sustainable Development Goals are referred to. For the second time the progress made in implementing the UN Principles for Responsible
Banking is reported on. Deloitte is providing an opinion with limited assurance on non-financial reporting by Arion Bank in 2021 which is presented
in accordance with the Global Reporting Initiative (GRI Core) and the Nasdaq ESG Reporting Guide.

Further information on sustainability and non-financial information can be found in the Annual and Sustainability Report which will be available on
the Bank’s website on 16 February 2022: arsskyrsla2021.arionbanki.is/english
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Endorsement of the Board of Directors and the Chief Executive Officer

The Consolidated Financial Statements of Arion Bank for the year ended 31 December 2021 have been prepared in accordance with International
Financial Reporting Standards as adopted by the European Union and additional requirements in the Icelandic Financial Statements Act, Financial
Undertakings Act and Rules on Accounting for Credit Institutions.

It is our opinion that the Consolidated Financial Statements give a true and fair view of the financial performance and cash flow of the Group for
the year ended 31 December 2021 and its financial position as at 31 December 2021. Furthermore, 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 describe the principal risks and uncertainties faced by the Group.

In our opinion, the Consolidated Financial Statements of Arion Bank hf. for the year 2021 with the file name RIL4VBPDBOM7Z3KXSF19-2021-12-
31-en.zip is prepared, in all material respects, in compliance with the ESEF Regulation.

The Board of Directors and the CEO have today discussed the Consolidated Financial Statements of Arion Bank for the year ended 31 December
2021 and confirm them by means of their signatures. The Board of Directors and the CEO recommend that the Consolidated Financial Statements
be approved at the Annual General Meeting of Arion Bank.

Reykjavik, 9 February 2022

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

Chief Executive Officer

Benedikt Gislason
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Independent Auditor's report

To the Board of Directors and shareholders of Arion Bank.

Opinion
We have audited the Consolidated Financial Statements of Arion Bank hf. for the year ended December 31 2021 which comprise the
Consolidated Income Statement, Consolidated Statement of Comprehensive Income, Consolidated Statement of Financial Position,

Consolidated Statement of Changes in Equity, Consolidated Statement of Cash Flows for the year then ended and the notes to the Consolidated
Financial Statements, including a summary of significant accounting policies.

In our opinion, the accompanying Consolidated Financial Statements give a true and fair view of the consolidated financial position of Arion Bank
hf. as at December 31, 2021, its consolidated financial performance and its consolidated cash flows for the year then ended in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements in the Icelandic Financial Statement Act.

Our opinion in this report on the consolidated financial statements is consistent with the content of the additional report that has been submitted
to the parent company’s audit committee in accordance with the EU Audit Regulation 537/2014 Article 11.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We are independent of
Arion Bank hf. in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA
Code) together with the ethical requirements that are relevant to our audit of the financial statements in Iceland, and we have fulfilled our other
ethical responsibilities in accordance with these requirements and the IESBA Code. This includes that, based on the best of our knowledge and
belief, no prohibited services referred to in the EU Audit Regulation 537/2014 Article 5.1 has been provided to the audited company or, where
applicable, its parent company or its controlled companies within the EU. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the Consolidated Financial
Statements of the current period. These matters were addressed in the context of our audit of the Consolidated Financial Statements as a whole,
and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Key Audit Matters How the matter was addressed in the audit

Impairment charges for loans and provisions for guarantees

Loans for the Group amounted to ISK 943,837 million at 31 Based on our risk assessment and industry knowledge, we have
December 2021, and the total allowance account for the Group examined the impairment charges for loans and provisions for
amounted to ISK 8,341 million (including off-balance positions) at 31 guarantees and evaluated the methodology applied as well as the
December 2021. assumptions made according to the description of the key audit
matter.

The Group valuate it’s impairment on loans based of IFRS 9 resulting
in impairment charges are recognised when losses are expected As part of our audit, we have examined the Group’s implementation of
based on forecasting models. IFRS 9. As part of our review of the implementation we performed
substantive procedures on the Group’s impairment models and
Management has provided further information about the accounting reviewed the methodology implemented for expected credit loss
policies for expected credit losses in note 56 and about loan calculations. We used risk modelling specialists as well as IFRS
impairment charges and provisions for guarantees in notes 15 and specialists as part of our audit.

42.
Our examination included the following elements:

Measurement of loan impairment charges for loans and provisions for  Testing of key controls over key assumptions used in the expected
guarantees is deemed a key audit matter as the determination of credit loss models to assess the credit risk related to the exposure
assumptions for expected credit losses is subjective due to the level and the expected future cash flows of the customer.

of judgement applied by Management. « Substantively testing evidence to support the assumptions used in
the expected credit loss models applied in stage allocation,
The most significant judgements are: assumptions applied to derive lifetime possibility of default and

» Assumptions used in the expected credit loss models to assess the methods applied to derive loss given default.
credit risk related to the exposure and the expected future cash flows « Testing of key controls and substantive testing of timely identification

of the customer. of exposures with significant increase in credit risk and timely
« Timely identification of exposures with significant increase in credit identification of credit impaired exposures.

risk and credit impaired exposures. » Testing of key controls over models and manual processes for
« Valuation of collateral and assumptions used for manually assessed valuation of collateral used in the expected credit loss calculations.
credit-impaired exposures. « Substantively testing evidence to support appropriate determination

of assumptions for loan impairment charges and provisions for
guarantees including valuation of collateral and assumptions of future
cash flows on manually assessed credit impaired exposures.
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Key Audit Matters How the matter was addressed in the audit

Revenue recognition

Interest income is a key element to the core business of the Bank. We reviewed the policies, processes and controls surrounding the
This is the single largest item of the Consolidated Income Statement. revenue recognition. We have tested relevant controls related to
accounting for interest income. We have tested the appropriateness
Interest income is subject to contractual terms and highly reliant on IT of the interest calculation in accordance with IFRS.

controls and other controls within the Bank’s control environment.
Therefore, we consider the interest income as key audit matter. We tested interest income by select sample of loans and compare the
underlying data to the loans system. In addition, we performed
The basis for revenue recognition and accounting policies are analytical procedures on interest income. The Banks applications
presented in note 51 to the consolidated financial statements. controls for the IT systems were tested for interest calculation.

Furthermore, we selected sample of loans to ensure that interest is
being accrued correctly.

Other information

The Board of Directors and CEO are responsible for the other information. The other information comprises the unaudited appendix to the
Financial Statements, 5-year overview, key figures, unaudited quarterly statements in note 6 and Endorsement and statements by the Board of
Directors and the CEO.

Our opinion on the Consolidated Financial Statements does not cover the other information and we do not and will not express any form of
assurance conclusion thereon, except the confirmation regarding the Endorsement and the statement by the Board of Directors and the CEO as
stated below.

In connection with our audit of the Consolidated Financial Statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the Consolidated Financial Statements or our knowledge obtained in the
audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information; we are required to report that fact. We have nothing to report in this regard.

In accordance with Paragraph 2 article 104 of the Icelandic Financial Statement Act no. 3/2006, we confirm to the best of our knowledge that the
accompanying the Endorsement and statements by the Board of Directors and the CEO includes all information required by the Icelandic
Financial Statement Act that is not disclosed elsewhere in the Consolidated Financial Statements.

Responsibilities of the Board of Directors and the CEO for the Consolidated Financial Statements

The Board of Directors and the CEO are responsible for the preparation and fair presentation of the Consolidated Financial Statements in
accordance with International Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements in the Icelandic
Financial Statement Act, and for such internal control as the Board of Directors and the CEO determines is necessary to enable the preparation
of Consolidated Financial Statements that are free from material misstatement, whether due to fraud or error.

In preparing the Consolidated Financial Statements, the Board of Directors and the CEO are responsible for assessing Arion Bank hf.’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless
management either intends to liquidate the company or to cease operations, or has no realistic alternative but to do so.

Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the Consolidated Financial Statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these Consolidated Financial Statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional skepticism throughout the audit. We
also:

« Indentify and assess the risks of material misstatement of the Consolidated Financial Statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis
for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud
may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

» Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of Arion Bank hf.'s internal control.

« Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.

Arion Bank Consolidated Financial Statements 2021
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+ Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Company’s ability to
continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report to
the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’'s report. However, future events or conditions may
cause the Company to cease to continue as a going concern.

» Evaluate the overall presentation, structure and content of the Consolidated Financial Statements, including the disclosures, and
whether the Consolidated Financial Statements represent the underlying transactions and events in a manner that achieves fair
presentation.

« Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the Group to
express an opinion on the consolidated and separate financial statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with the Board of Directors and the Board Audit Committee regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide the Board of Directors and the Board Audit Committee with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear
on our independence, and where applicable, related safeguards.

From the matters communicated with the Board of Directors and the Board Audit Committee, we determine those matters that were of most
significance in the audit of the Consolidated Financial Statements of the current period and are therefore the key audit matters. We describe
these matters in our auditor's report unless law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the adverse consequences of doing so would
reasonably be expected to outweigh the public interest benefits of such communication.

In addition to our work as the auditors of Arion Bank hf., Deloitte has provided the Bank with permitted additional services such as review of
interim financial statements and other assurance engagement,. Deloitte has in place internal procedures in order to ensure its independence
before acceptance of additional services. Arion Bank hf. audit committee also has in place internal procedures to approve additional services
before they commence. The audit committee also evaluates the independence of the company’s auditors on yearly basis in order to ensure their
independence and objectivity.

Report on other legal and regulatory requirements

Report on European single electronic format (ESEF Regulation)

As part of our audit of the Consolidated Financial Statements of Arion Bank hf. we performed procedures to be able to issue an opinion on
whether the Consolidated Financial Statements of Arion Bank hf. for the year 2021 with the file name arionbank-2021-12-31.zip is prepared, in all
material respects, in compliance with laws no. 20/2021 disclosure obligation of issuers of securities and the obligation to flag relating to
requirements regarding European single electronic format regulation EU 2019/815 which include requirements related to the preparation of the
Consolidated Financial Statements in XHTML format and iXBRL markup.

Management is responsible for preparing the consolidated financial statements in compliance with laws no. 20/2021 disclosure obligation of
issuers of securities and the obligation to flag. This responsibility includes preparing the consolidated financial statements in a XHTML format in
accordance to EU regulation 2019/815 on the European single electronic format (ESEF regulation).

Our responsibility is to obtain reasonable assurance, based on evidence that we have obtained, on whether the consolidated financial
statements is prepared in all material respects, in compliance with the ESEF Regulation, and to issue a report that includes our opinion. The
nature, timing and extent of procedures selected depend on the auditor's judgement, including the assessment of the risks of material
departures from the requirement set out in the ESEF regulation, whether due to fraud or error.

In our opinion, the Consolidated Financial Statements of Arion Bank hf. for the year 2021 with the file name RIL4VBPDBOM7Z3KXSF19-2021-12-
31-en.zip is prepared, in all material respects, in compliance with the ESEF Regulation.

Deloitte was appointed auditor of Arion Bank hf. By the general meeting of shareholders on 16 March 2021. Deloitte have been elected as
auditor of the Group since the general meeting 2015.

Képavogur, 9 February 2022

Deloitte ehf.

Gunnar Thorvardarson
State Authorized Public Accountant
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Consolidated Income Statement
Notes 2021 2020
[T E=I g Teo ] 1 0 [T TR 53,958 51,730
LaL=T (S A=Y o 1T T PO PP PPPPPPN (21,895) (20,572)
NEL INTEIEST INCOME L..oiiiiiii et e st e ettt nt e e ner e e e s e e e e e e enneeesenees 7 32,063 31,158
Fee and COMMISSION INCOMIE .......uuiiieiiiie et e e et e e e e e e e e et s e e e e e e et e e seeeseaataeseeesesetanres 16,706 13,225
Fee and COMMISSION EXPENSE .....uuiiiieiiiiiiiee ettt e e ettt e e e sttt e e e s et e e e e ettt e e e s asbb et e e e e s an bbb e e e e e e s nnnnneeeeaan (2,033) (1,583)
Net fee and COMMISSION INCOIME ......viiiiiiiiiii e e sttt e e e e sne e e e 8 14,673 11,642
NSRS 0 =Y (ol I T (e 1 [T TR 9 3,442 3,071
Net financial income ......... 10 6,220 2,745
Share of Profit Of @SSOCIALES .......cc.eiiiiiiiii et 26 22 -
[©11q =T o] oT=T = Uil o I TaToTo] 1 L= ISP PP PUTOTPPPPPRN 11 1,805 2,148
Other Net OPErating INCOMIE ....ccoiiiiiiiie ittt e et e e e s ettt e e e et st b et e e e e e ssbbe e e e e e enabbeeeeessanbbreeeens 11,489 7,964
OPEIALING INCOIME ...ttt ettt e st e e e s bt e s e e e s b e e e e e et e e s e e eaeesbeeesn e e neesreeseeeanneanns 58,225 50,764
Salaries and related EXPENSES ......ccciiiuuiiiiei ittt e ettt e e e sttt e e s st b e e e e e asbbteeeesaa bbb e teeesabbbeeeesannbbeeeeessnnbbees 12 (14,638) (12,332)
Other OPErating EXPENSES .......ccueiiiiiiiiiie ettt ettt et e et e st e et et e e st e e ste e es b e et e e saeesae e s e e saeeeaeesreesreeseneeanas 13 (11,237) (12,109)
(@] L= = AT o I =N o 1= [T PRSP RPUPPTPRN (25,875) (24,441)
22 T (1Y PP RP S OPPPPPTN 14 (1,516) (1,301)
Net impairment ................. 15 3,169 (5,044)
Earnings Defore INCOME TAX ....oiiiiiiiiiiii ettt et e et e e st e e sbeeesbeeeeneee 34,003 19,978
INCOIME TAX EXPEIISE .eeiiiiiiitiiiee e ettt e e e ettt e e e s e bbbttt e e s s ahbbb e e e e e e assbe e e e e e e s bbbt e eeeeaabbb e e e e e e aanbb b e e e e e e ansbbeeeeeennnbneeeas 16 (6,782) (3,231)
Net earnings from CONtINUING OPEIratiONS ......ccoiiiiiiiiieiiiiiiiee et e ettt e s st e e e s st e e e e s s nbbeeeeeeenanaeeeas 27,221 16,747
Discontinued operations held for sale, net 0f INCOME TAX .......cc.covuiiiiiiiiiic e 17 1,394 (4,278)
NEBE BAIMINGS ...ttt ettt e e e e h e e st e e e e s e e s b e e see e s ae e et e e reenre e st e e an e e rneenneenaeas 28,615 12,469
Attributable to
Shareholders of Arion BanK Nf. ......iiiiiii e e et e e e e e e et s e e e s e e et e e e e eeaaans 28,605 12,476
NON-CONEFOIING INEEFESE ...ttt s e e e ee e e e e e 10 @)
[N LTV a1 o T PSPPSRt 28,615 12,469
Earnings per share 18
Basic earnings per share attributable to the shareholders of Arion Bank (ISK) ........cccccovviiiiiiieiiiiiiiieeeens 17.96 7.24
Diluted earnings per share attributable to the shareholders of Arion Bank (ISK) .........cccccoviiiieiiciiininenn. 16.93 7.24

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Consolidated Statement of Comprehensive Income
Notes 2021 2020
N = T a1 o 1 PP UPRPPPRPNt 28,615 12,469
Net change in fair value of debt investments carried at fair value through OCI, net of tax .........cccccovvvvveeennn. (2,131) (164)
Realized net loss (gain) on debt investments carried at fair value through OCI, ..
net of tax, transferred to the INCOME STAtEMENT .........ccuuiiiii i 10 335 (112)
Changes to reserve for financial instruments at fair value through OCI ..........ccccooiiiiiieiiiii e, (1,796) (276)
Exchange difference on translating foreign SUDSIdIArES ..........c..ooiiuiiiiiiieiiiie e 21 212
Other comprehensive loss that is or may be reclassified
subsequently to the INCOME STAtEMENT .........uiiiiiiiiiei e e e s e e e e e e e (1,775) (64)
Total COMPIrENENSIVE INCOME .....iivieiiiiicieceee ettt ettt ettt ettt e e te et et este e st et e eteeaeere et e sseeaeareenns 26,840 12,405
Attributable to
Shareholders of AON BanK ..........ooooiiiiiiiiiiieiee ettt e e e e e e e e e e e e e e e e e e e e e e ea e e e e e e e e e e e e e e e e eeaaaaaans 26,830 12,412
N\ o] g Rt ote alu o] | 1aTo W1 a1 (=T q=1) PRSP PPPR PPN 10 (@)
26,840 12,405

Total COMPrENENSIVE INCOIME ....iiiiiiiiiiiiiiie et e ettt e e e s bbbt e e e s st bbbt e e e e anbbeeeeesansbbeeeeesnns

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Consolidated Statement of Financial Position

Assets

Cash and balances with Central Bank

LO@NS t0 Credit INSHIULIONS ....uiiiiiiiiiiiiie et e e et e e e e e e e e e e s stbaeeeeessasnbaeeeeesansnaeaeeennnnns

Loans to customers

Financial instruments ..

Investment property

INVESTMENES IN @SSOCIALES .....viiiieiiiiiiiiie e ittt e e e e ettt e e e e ettt e e e e s st e e e e e e s sssbaaeeeeassssaeaeeeaassbaeeaeesastbeeeaeenanes

Intangible assets ....

Tax assets ..............

Assets and disposal

Other assets ...........

Total Assets ..........

Liabilities

Groups Neld fOr SAIE .....oouvviiiiii i

Due to credit institutions and Central BANK ..............oiiiiiiiiiiiieeeeiiiieee e eeiiie e e e s st e e e e s esiaaeeaeessnsaaeeeeannnnns

Deposits .................

Financial [iabilities @t failr VAIUE ..........c.uviiiieiiiiiie et e et e e e e e e e e s et e e e e e s anaaaeeeeas

Tax liabilities ...........

Liabilities associated with disposal groups held for sale ..o

Other liabilities ........

Borrowings ...

SUDOIAINALE HADIITIES ....eiiiiiiiiiiie ettt e e s e e e e bbbt e e s s e bbb et e e e e snbneeeeaannnaes

Total Liabilities .....

Equity

Share capital and Share PremMitMm ..........ccoiiiiii e

Other reserves .......
Retained earnings ..

Total Shareholders' EQUILY .......c.oooiiiiieieiee et

Non-controlling interest ..

Total Equity ...........

Total LiabilitieS AN EQUITY ...uuuviiiiiiiiiiiieeeiiiitee ettt e e e e st e e e s e tbb e e e e e s snbb b e e e e e s s nnsbbeeeeeas

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Notes 2021 2020
19 69,057 42,136
20 30,272 28,235
21 936,237 822,941
22-24 225,657 227,251
24 6,560 6,132
26 668 891
27 9,463 9,689
28 2 2
29 16,047 16,811
30 19,901 18,618
1,313,864 1,172,706
23 5,000 13,031
23 655,476 568,424
23 5,877 5,240
28 7,102 4,262
29 16,935 16,183
31 37,151 32,714
23.32 356,637 298,947
23.33 35,088 36,060
1,119,266 974,861

35
22,684 51,331
12,838 11,320
158,403 135,021
193,925 197,672
673 173
194,598 197,845
1,313,864 1,172,706

Amounts are in ISK millions
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Consolidated Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gainin Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCI, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
Equity 1 January 2021 .........c..ce...e. 1,718 49,613 - - 7,421 694 1,054 (141) 1,637 655 135,021 197,672 173 197,845
Net earnings .........ccceeveeeeneeeinneenninn. 28,605 28,605 10 28,615
Net change in fair value ..................... (2,131) (2,131) (2,131)
Realized net loss transferred to P/L ... 335 335 335
Translation difference ...........ccccoceeene 21 21 21
Total comprehensive income ......... - - - - - - - (1,796) - 21 28,605 26,830 10 26,840
Transactions with owners
Dividend paid .........ccccocvverieeeniieeenns (2,857) (2,857) (2,857)
Purchase of treasury stock (200) (28,447) (28,647) (28,647)
Share option charge for the year ..... 929 99 99
Warrants sold ........c.cccceevveeriiiennnnnn. 828 828 828
Increase in non-controlling interest .. - 490 490
Changes in reserves ...........ccc.ce..... (176) 2,472 70 (2,365) 1 1
Equity 31 December 2021 ............... 1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 158,403 193,925 673 194,598

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Consolidated Statement of Changes in Equity

Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gainin Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCI, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
Equity 1 January 2020 ........cccceueee. 1,773 53,942 - - 6,127 692 459 135 1,637 443 124,436 189,644 181 189,825
Net earnings .......ccoevvvvveeeeeiiiiiieeeennns 12,476 12,476 (@) 12,469
Net change in fair value ..................... (164) (164) (164)
Realized net gain transferred to P/L .. (112) (112) (112)
Translation difference ..........cccccoeeene 212 212 212
Total comprehensive income ......... - - - - - - - (276) - 212 12,476 12,412 (0} 12,405
Transactions with owners

Purchase of treasury stock .............. (54) (4,325) (4,379) (4,379)
Changes in treasury stock ............... - 4 4 4)
Changes in reserves .........cccccveuuuees 1,294 2 595 (1,891) - -
Equity 31 December 2020 ............... 1,718 49,613 - - 7,421 694 1,054 (141) 1,637 655 135,021 197,672 173 197,845

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Consolidated Statement of Cash flows

Operating activities 2021 2020
N (=T =T= T ] o TP PRTPPPPI 28,615 12,469
Non-cash items INCIUAEd IN NEE EAIMINGS ......coiuiiiiiiie ettt e e e et e e st e e st e e sbne e e (32,006) (11,888)

Changes in operating assets and liabilities

Loans to credit institutions, excluding bank accounts 3,163 (3,843)
(0T T KR (o o0 L] 1o 14 1=T £ S TP PP PP (105,988) (29,810)
Financial instruments and financial liabilities at fair VAIUE .............oeiiiiiiiiiiii e 4,783 (108,835)
[DT=T oo L] (T TSP UPRPRPOPI 90,642 69,631
2 To T o g To L PSPPSR OPPPRUPROOY 54,566 (26,036)
Other changes in operating assets and liabilities ..............ccoooiiiiiiii e (1,440) 20,000
LY (T (ST A C=Te =1 V7o U 41,866 47,268
INEEIEST PAI ...ttt b e b e s he e e et e st e e Rt e e h e e ek e e e e e e e e bt e e he e e ee e e et e e h e s re e e e e neenneens (15,883) (20,271)
DIVIAENG FECEIVEA ...ttt ettt ettt oo h e e e a et oo st e e e et e e sttt e e ettt e ee et e ea b et e et et e e bn e e e nneeenneeenn 95 68
INCOME TAX PAIA ...ttt e e a e e et e e bt e s h e e s b e e et e R e e s h e e sb e e e ae e e e e et e e beeseeesbeeeneenreeneeeeanas (3,942) (3,361)
Net cash from (t0) OPerating ACTIVITIES ......cc.oiiiiiiiiiie et 64,471 (54,608)
Investing activities
ACQUISITION OF BSSOCIALES ...ttt ettt s st e e sr e e sh e ee e e e e e e e e s se e s e e e e e esaeesbeestesseneenee e (111) (39)
Proceeds from SalIE Of @SSOCIALES ..........uiiiiiiiiiii ittt sttt e ekt e et e e et e e e e e st eeaeineeenen 356 96
AcQUISItIoN O INTANGIDIE @SSELS ......ociieiiee e e (1,005) (2,164)
Proceeds from sale of property and EQUIPMENT ........oiiuuiiiiieiiiiiiie ettt e et e e e s st e e e e s sabseeeesasnabeeeeessannnees 1,045 1,442
Acquisition of Property and QUIPMENT ......c.cuuiiiiiieiiiee ettt e et e e e e et e e st e st e e sbeeeeteeeasaeeanneeesnbeeesbeeeanbneeens (581) (1,115)
Net cash t0 INVESTING ACTIVITIES .....cc.eiiiiiiiii ettt s see e (296) (1,780)
Financing activities
(U T=Te IS U] o To] o [TaFoNT=To M TT=T o1 1A - 12,805
Proceeds from ISSUBH WAITANTS .........ueiiiiiiiiiie ettt ettt e et e et e et e e ettt e nb et e ssn e e e aan e e e an e e e enneeenineeens 828 -
PUIChase Of trEASUNY SEOCK ........ccuiiiiieiiiiii ettt sttt e e e e e sae e b e e sae e sen e e e e sreeneee s (28,647) (4,381)
Dividend paid to shareholders of Arion Bank . (2,857) -
Net cash (t0) from in fINANCING ACTIVITIES ...uvviiiiiiiiiiiie e et e e st e e e e e snbeeees (30,676) 8,424
Net increase (decrease) in cash and Cash EQUIVAIENTS ...........coiiiiiiiiiiiiiiiii e e s bbeeea e aes 33,499 (47,964)
Cash and cash equivalents at beginning of the YEar .............cooi i 58,284 102,186
Effect of exchange rate changes on cash and cash equIVaAIENTS ..o (1,105) 4,062
(0F= 1] g I T [o o= 1] I =To [ U LA 2= 1L=T o] PP T T PPPPT PP 90,678 58,284
Cash and cash equivalents
Cash and balances With CENLIAI BANK ............uuuuiiiiiiiiie ettt e e e e et e e e e e e saaa e e e eesseaba s eeeseeerens 69,057 42,136
L2 T T QT oo 11 £ PRURRR 28,156 22,354
Mandatory reserve deposit With Central BANK ..............cooiiiiiiiiiiiiieiii ettt e e (6,535) (6,206)
Cash and CASN EQUIVAIENTS .......iiiiiiiitii ettt ettt e e bt e eabb et e se et e sat et e s te e e e e e e nanreenane 90,678 58,284
* Interest paid includes interest credited to deposit accounts at the end of the year.
The accompanying Notes are an integral part of these Consolidated Financial Statements
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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Notes to the Consolidated Financial Statements

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgartin 19, Reykjavik. The Consolidated Financial Statements for the year ended 31 December
2021 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

The Consolidated Financial Statements were approved and authorized for publication by the Board of Directors of Arion Bank on 9
February 2022.

In preparing the Consolidated Financial Statements, the Group has applied the concept of materiality to the presentation and level of
disclosure. Only essential and mandatory information is disclosed which is relevant to an understanding by the reader of the Consolidated
Financial Statements.

Statement of compliance

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

The same accounting policies, presentation and methods of computation are followed in these Consolidated Financial Statements as were
applied in the Consolidated Financial Statements for the year ended 31 December 2020.

Basis of measurement

The Consolidated Financial Statements have been prepared on a historical cost basis except for the following:

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

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

Functional and presentation currency

The 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 year the exchange rate of the ISK against USD was 129.75 and 147.60 for
EUR (31.12.2020: USD 127.64 and EUR 156.09).

2. Changes in accounting policies

The Bank has not early adopted any standards, interpretations or amendments that have been issued but are not effective.

3. Significant accounting estimates and judgments in applying accounting policies

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

Estimates and assumptions

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

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions

21



Notes to the Consolidated Financial Statements

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

Impairment of financial assets

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

Macroeconomic outlook

The Covid-19 public health crisis has reached a new phase with the emergence of the omicron variant. Case numbers in Iceland have
reached unprecedented levels and restrictions have been toughened to promote social distancing. However, there are several encouraging
signs that the era of stringent public health measures which impact public life and the economy may soon be behind us. The uptake of the
vaccination booster program in Iceland has been exceptionally good. While this may have a limited impact on case numbers, it significantly
reduces the number of severe cases requiring hospital treatment. The Icelandic healthcare system has also mounted an effective response
for treating patients with Covid-19 and new anti-viral medications are being introduced to the market. As regards the economy, the
government has launched economic measures to counteract the effects of the public health measures.

The year 2021 was a year of recovery. For the reasons outlined above and despite the setback caused by the omicron variant, it can be
expected that the recovery will continue strongly in 2022. The unemployment rate is the key macro factor that drives the forward-looking
expectation of defaults. All scenarios forecast that the current unemployment rate will decrease but the speed of the recovery varies
between them.

Assets and disposal groups held for sale

Legal entities acquired exclusively with a view to resale, and discontinued operations held for sale are measured at the lower of carrying
amount and fair value, less cost to sell. For the most part, fair value at the date of classification of these legal entities and discontinued
operations was calculated using valuation models based on discontinued future cash flows that incorporated significant non-market
observable inputs and assumptions. The use of reasonably possible alternative inputs and assumptions to these models, in particular
changes to the discount rate employed (representing the required rate of return on equity), could have an impact on the value of these
disposal groups. For further information on assets and disposal groups held for sale, see Note 29.

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

Impairment of intangible assets

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

Revaluation of investment properties

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

4. The Group
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity ~ Currency 2021 2020
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland .............ccccccovvviinniicnniecnnne. Holding company ISK 100.0% 100.0%
Leiguskjol ehf., Bjargargata 1, Reykjavik, Iceland ... .. Rental guarantee ISK 51.0% 51.0%
SRL slhf., Borgartin 19, Reykjavik, Iceland ...........cccccooiiiiiiiiiiiiiiiieccs Real estate ISK 100.0% 100.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland ............ccccoveriniiiiieiicncnce Asset management ISK 100.0% 100.0%
Valitor hf., Dalshraun 3, Hafnarfjordur, Iceland .............ccccoovveniiiiniiccniiccnee Payment solutions ISK 100.0% 100.0%
VISA island ehf., Borgartin 19, Reykjavik, ICeland .............ccccoervrvririririririrnnnans Holding company ISK 100.0% 100.0%
Vordur tryggingar hf., Borgartin 19, Reykjavik, Iceland ............ccccocvvvevieennnen. Insurance ISK 100.0% 100.0%

The subsidiaries Eignabjarg ehf. (holding company of Stakksberg ehf. and Sélbjarg ehf.) and Valitor hf. are classified as held for sale in
accordance with IFRS 5, see Note 29 for further information.

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

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

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

5. Operating segments

Markets & Stefnir

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

Corporate & Investment Banking

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

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

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

Retail Banking

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

Treasury

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

Vordur
The subsidiary Vordur is the fourth largest insurance company in Iceland, providing non-life and life insurance.

Other subsidiaries

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

Supporting units

Supporting units include the Bank's headquarters which carry out support functions such as the CEO office, Risk Management, Finance
(excluding Treasury), IT and Customer Experience. The information presented relating to the supporting units does not represent an
operating segment. A significant proportion of expenses from support functions is allocated to operating segments in a separate line in the
operating segment overview.
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Notes to the Consolidated Financial Statements
5. Operating segments, continued
Supporting
2021 Corporate & Other units
Markets Investment Retail sub- and elimi-
Income Statement and Stefnir Banking Banking  Treasury Voérdur sidiaries nations Total
Net interest iNCOMe ..........ccceeeeuveeenne.. 965 12,854 15,658 2,653 84 (120) (32) 32,063
Net fee and commission income .......... 5,642 5,027 4,061 614 (179) (791) 299 14,673
Net insurance inCOMe .........cccceeeeevveneen. - - - - 3,504 - (62) 3,442
Net financial income ...........cccccoeevvienen. 326 1,246 - 2,948 2,125 (436) 11 6,220
Share of (loss) profit of associates ...... - 8) - - - - 30 22
Other operating inCOMe ...........cccccoue.... 4 14 507 43 33 397 807 1,805
Operating inCome ..........cccceevvveennnnn. 6,937 19,133 20,226 6,258 5,567 (950) 1,054 58,225
Operating eXpPENSES .........ccovvvveeeeennnns (1,966) (1,792) (5,147) (605) (2,591) (222) (13,552) (25,875)
Allocated eXpenses .........cccceeeeecvvveenen. (1,982) (2,743) (6,873) (1,036) (15) (5) 12,654 -
Bank [8VY ...ccoeveiiieieeeeceee e (68) (436) (709) (303) - - - (1,516)
Net impairment ............ccoocveieeiiennene - 2,267 1,874 2 - (443) (531) 3,169
Earnings (loss) before income tax .... 2,921 16,429 9,371 4,316 2,961 (1,620) (375) 34,003
Net seg. rev. from ext. customers ........ 4,570 23,190 33,227 (9,029) 5,435 118 714 58,225
Net seg. rev. from other segments ...... 2,367 (4,057) (13,001) 15,287 132 (1,068) 340 -
Operating inCome ..........cocceeevveeennnnen. 6,937 19,133 20,226 6,258 5,567 (950) 1,054 58,225
Balance Sheet
Loans to customers .... 15 364,925 572,117 - - 4 (824) 936,237
Financial instruments . 47,474 171 - 151,445 26,099 2,796 (2,328) 225,657
Other external assets .... 5,500 7,056 2,732 74,141 8,180 35,992 18,369 151,970
Internal assets ........cccoeeveeevvvviiiieeeeeeninns 27,845 - - 273,762 - - (301,607) -
Total aSSetS ...oovvveeiieieiiieeeee e 80,834 372,152 574,849 499,348 34,279 38,792 (286,390) 1,313,864
Deposits ..... 68,124 235,378 303,719 61,112 - - (12,857) 655,476
Other external liabilities . 4,997 5,733 1,366 390,526 21,205 11,889 28,074 463,790
Internal liabilities .........cccveeviveieineeenn, - 69,756 222,567 - 993 8,291 (301,607) -
Total liabilities ........ccccovevveeiiiennnn, 73,121 310,867 527,652 451,638 22,198 20,180 (286,390) 1,119,266
Allocated equity ....ccccccvveevvieeniiieenne, 7,713 61,285 47,197 47,710 12,081 18,612 - 194,598
Income taxes and discontinued operations held for sale are excluded from the profit and loss segment information.
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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Notes to the Consolidated Financial Statements
5. Operating segments, continued
Supporting
2020 Corporate & Other units
Markets Investment Retail sub- and elimi-
Income Statement and Stefnir Banking Banking  Treasury Vordur  sidiaries nations Total
Net interest iNCOMe .........cccceeeverieninnne 976 10,518 15,414 4,631 172 (389) (164) 31,158
Net fee and commission income 3,962 3,110 4,575 550 (171) (647) 263 11,642
Net insurance inCOMe ..........ccceeeevvvvnnn. - - - - 3,145 - (74) 3,071
Net financial income 142 (144) - 964 1,735 38 10 2,745
Share of profit (loss) of associates 1 (48) - - - (1) 48 -
Other operating inCOMe ...........ccccceuee... 13 102 237 - (12) 1,599 209 2,148
Operating inCoOMe ........cccocvevvenieeninne 5,094 13,538 20,226 6,145 4,869 600 292 50,764
Operating eXPeNSES ........cccvverveeenenen. (1,828) (1,301) (5,423) (608) (2,449) (A79) (12,653) (24,441)
Allocated expenses ...........ccccceeeeeeuenne. (1,780) (2,634) (5,880) (1,127) (21) (6) 11,448 -
Bank levy .......ccccviiiiiiieiieeeeen (35) (387) (579) (300) - - - (1,301)
Net impairment ..........cccoovveeeiieeenneenns - (6,043) (1,114) (4) - 4,546 (2,429) (5,044)
Earnings (loss) before income tax .... 1,451 3,173 7,230 4,106 2,399 4,961 (3,342) 19,978
Net seg. rev. from ext. customers ........ 3,261 19,642 32,209 (10,850) 2,135 4,218 149 50,764
Net seg. rev. from other segments ...... 1,833 (6,104)  (11,983) 16,995 2,734 (3,618) 143 -
Operating inCoOMe ........cccocvevvenieeninne 5,094 13,538 20,226 6,145 4,869 600 292 50,764
Balance Sheet
Loans to customers ...........cccoeeeeeeeeen. 41 308,657 515,115 66 - 4 (942) 822,941
Financial instruments ..........c.cccccveveene 43,809 434 - 159,825 22,450 2,869 (2,136) 227,251
Other external assets .........ccccoccueeenen. 3,298 6,640 3,197 69,380 5,889 38,290 (4,180) 122,514
Internal assets ........coccovveeiieenieenienienns 32,045 - - 238,218 1,894 1,322 (273,479) -
Total aSSetS ...ooviveeeieeeeiieeiee e 79,193 315,731 518,312 467,489 30,233 42,485 (280,737) 1,172,706
Deposits 64,657 103,648 346,224 64,565 - - (10,670) 568,424
Other external liabilities ..............c.c...... 6,698 2,790 4,778 349,329 19,694 19,736 3,412 406,437
Internal liabilities ............coovvveeiiiiiiiinnnn, - 149,973 123,506 - - - (273,479) -
Total liabilities .......ccccccvveeeviciiineeens 71,355 256,411 474,508 413,894 19,694 19,736  (280,737) 974,861
Allocated equity .....ccoovveriveeeniieeen, 7,838 59,320 43,804 53,595 10,539 22,749 - 197,845
Income taxes and discontinued operations held for sale are excluded from the profit and loss segment information.
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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Quarterly statements
6. Operations by quarters, unaudited

2021 Q1 Q2 Q3 Q4 Total
NEt INtErEST INCOME ...viiiiiiiiiee et e e e e e e s 7,342 8,016 7,937 8,768 32,063
Net fee and commission income 3,277 3,562 3,755 4,079 14,673
Net insurance income ... . 671 914 992 865 3,442
Net financial income ..................... . 1,500 2,203 1,366 1,151 6,220
Share of profit (I10SS) Of ASSOCIALES ......cceviuviviiiiiiiiiii e 1 25 7 (11) 22
Other 0perating iINCOME ........coiiuiiiiiii e 306 284 833 382 1,805
Operating income 13,097 15,004 14,890 15,234 58,225
Salaries and related EXPENSE .......cccuuviiieeiiiiiiiie et (3,271) (3,575) (2,899) (4,893) (14,638)
Other Operating EXPENSE .........c.cccuiiiiiereiiie e (2,777) (2,797) (2,689) (2,974) (11,237)
Operating expenses . . (6,048) (6,372) (5,588) (7,867) (25,875)
BANK IEVY .ttt (330) (355) (486) (345) (1,516)
NEt IMPAINMENT ... ee e e e e 1,080 812 718 559 3,169
Earnings before income tax 7,799 9,089 9,534 7,581 34,003
INCOME tAX EXPENSE ..ooiiiiiiiiieeiiiiiiite ettt e e et e e et e e e e s snbbaeeeeas (1,866) (1,408) (1,920) (1,588) (6,782)
Net earnings from continuing OPerations .........ccccceevveeeriieeniiee e 5,933 7,681 7,614 5,993 27,221
Discontinued operations, Net Of taX .........cocvveiiiiiiiiiieiiie e 106 135 624 529 1,394
NEL EANMINGS ..ttt sttt ettt re e 6,039 7,816 8,238 6,522 28,615
2020
Net interest income ................... 7,253 7,857 7,989 8,059 31,158
Net fee and commission income . 3,076 2,688 2,762 3,116 11,642
Net insurance income ............ . 501 761 1,043 766 3,071
Net financial income .................... . (2,000) 2,691 692 1,362 2,745
Share of profit (I0SS) Of ASSOCIALES .....ccceviiviiiiiiiiiiiiiee e (24) (5) 51 (22) -
Other 0perating iINCOME ........ciiiuiiiiiiie et e e 170 71 475 1,432 2,148
Operating income 8,976 14,063 13,012 14,713 50,764
Salaries and related EXPENSE .......cccuviiieeiiiiiiiie e (3,130) (3,577) (2,504) (3,121) (12,332)
Other Operating EXPENSE .........c.cccuieiiieriiiieeie e (3,077) (2,818) (2,728) (3,486) (12,109)
Operating expenses .... . (6,207) (6,395) (5,232) (6,607) (24,441)
BANK IBVY ..ttt bbbt (331) (324) (383) (263) (1,301)
NEt IMPAITMENT ... (2,860) (918) (1,340) 74 (5,044)
Earnings before income tax (422) 6,426 6,057 7,917 19,978
INCOME tAX EXPENSE ..oeiiiiiiiiieei ettt ettt e et e e e et e e e e s snbbeeeeeas (860) (1,468) (1,096) 193 (3,231)
Net earnings from continuing Operations ..........ccccceecvevicriinieesic e (1,282) 4,958 4,961 8,110 16,747
Discontinued operations, Net Of taX .........ccocvririiieiierie e (889) (45) (995) (2,349) (4,278)
NEet €arNiNGS (I0SS) wuvviieiiiiiiiiie ettt e e e e e e snaeeeas (2,171) 4,913 3,966 5,761 12,469

The half-year results were reviewed by the Bank's auditors. Other quarterly statements and the split between quarters were not audited or
reviewed by the Bank's auditors.
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Notes to the Consolidated Income Statement
7. Net interest income

2021 Amortized Fair value Fair value
Interest income cost thr. P/L  thr. OCI Total
Cash and balances with Central BanK ..............cuieiiiiiiiiieeiiiiiiee e 573 - - 573
Loans to Credit INSHIULIONS .........oivuiiiieiiiiiii e e e e 73 49 - 122
(o= T g IS (o I o1 £ (0] 1 1 =T £SO PTPRN 49,044 - - 49,044
SEBCUITIES . iieitiiie e ettt ettt et e e ettt e e e e e e et et e e e e e e e e st s e e e e e s s ba e eeeesssaaaaeeaeessassranaaans - 1,387 2,642 4,029
Other .... 190 - - 190
INEEIEST INCOIME L.t e e e e e e e e e e e e et e e e e e e ea b e e e e eeeaaanaaaaeas 49,880 1,436 2,642 53,958
Interest expense
DIEPOSIES ...ttt ettt ettt st r e e e et ae e sen e nre e (6,820) - - (6,820)
Borrowings ....... . (13,065) - - (13,065)
Subordinated liabilities ............cccoiiiiiii s (1,891) - - (1,891)
(@131 OO OR RSO RRROUPPOUPRPOt (119) - - (119)
INEEIEST EXPENSE oottt ettt e et e e e e s bbb e e e e e bbbt e e e e e abb bt e e e e s nntbeeeee s (21,895) - - (21,895)
NEt INTErESt INCOME .oooeeeeiieieeeeeeeeeeeeeeeeeeee e 27,985 1,436 2,642 32,063
2020
Interest income
Cash and balances with Central Bank ..............cooovvviiiiiiiiiiiii, 1,435 - - 1,435
Loans to Credit INSHIULIONS ..........ccviiiiee e e st e e e s saaaeeeeennnns 188 - - 188
LOANS 10 CUSIOMEIS ... .ottt e e e e e et e e e e e e e e st e e e e e e eeaaaeaeeeeeeansanns 46,804 - - 46,804
YYo= RN - 1,249 1,889 3,138
[ 11 =T PRSPPI 165 - - 165
INEEI ST INMCOIME L.ttt e e e e e et e e e e e e e et b s e e e s e s et b e e e e e saaaaateaaees 48,592 1,249 1,889 51,730
Interest expense
(DT o To 1Y | (PO PPPPR PP (6,644) - - (6,644)
Borrowings ....... . (12,030) - - (12,030)
Subordinated HADIITIES .......cc.uviiiiiiiiiii e (1,780) - - (1,780)
(13T PSSRSOt (118) - - (118)
INTErESE EXPENSE . .oiiiiiii it (20,572) - - (20,572)
NEL INTEIEST INCOME .oviiiii ettt e et e e e e e et e e e e e reaabn s 28,020 1,249 1,889 31,158

Net interest income calculated using the effective interest rate method were ISK 49,739 million during the year (2020: ISK 48,427 million).

Interest spread

Interest spread (the ratio of net interest income to the average carrying amount of interest bearing assets)

Arion Bank Consolidated Financial Statements 2021
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8. Net fee and commission income
2021 2020
Net Net
Income  Expense income Income  Expense income
ASSEt MANAGEMENT ..ottt 5,430 (552) 4,878 4,095 (426) 3,669
Capital markets and corporate finance ... . 2,565 (40) 2,525 1,437 27) 1,410
4,686 - 4,686 4,084 - 4,084
1,461 (113) 1,348 1,308 (109) 1,199
1,777 (520) 1,257 1,666 (304) 1,362
787 (808) (21) 635 (717) (82)

16,706 (2,033) 14,673 13,225 (1,583) 11,642

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

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

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

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

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

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

9. Net insurance income

2021 2020
Earned premiums, net of reinsurers' share
LT LT ERT Y (=] TR 14,032 12,456
Premiums WIttEN, FEINSUIEIS' SNAIES ......iiiiiiiiiiiee ittt s e e e e e s bt e e e e s et bbbt e e e s s anbbbeeeeessnnsbeeeesennnnes (486) (478)
Change in provision for UNEArNEd PrEMIUMS ........cuuuiiieeiiiiiiee e ettt e e st e e e s st e e e e e s st e eeesassbbeeeeessabbbeeeeeesnnnbrees (644) (497)
Earned premiums, Net of reiNSUIErS' SNArE .......ooiiiiiiiiii e e 12,902 11,481
Claims incurred, net of reinsurers' share
CIAIMS PRI ...ttt sttt e et e e b e s b e e s e et e e st e bt e s b e e s ee e e st e e e Re e sE e e een e e e et e e sseeeneesaeeeanean (8,186) (7,595)
Claims Paid, FEINSUIEIS' SNAIE .......uiiiiiiieiiie ettt e et e e te e e e te e e ettt e e sa bt e e snbe e e snteeeenteeesnneeeanneeeas 157 208
Change in ProVision fOr CIAIMS ..ottt e e re e e s e e eans (1,374) (951)
Changes in provision for claims, reiNSUrers' SNAre ... (57) (72)
Claims incurred, Net Of FEINSUIEIS' SNAIE .....cc.uviiiiiiiiii e e e e s sbbreee s (9,460) (8,410)
NEL INSUTANCE INCOIME ..ttt e et e e e e et e e e e e ettt eeeeesee et s eees s e e baa e eee e e e e ssaaa e eeeesseabaseeesessbbaseeseesreaes 3,442 3,071
Combined ratio
(@] 1 41 0] 0 T= o N = 11 [ TSP 93.2% 94.4%
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10. Net financial income
2021 2020
Net gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss ......... 6,589 4,033
LOSS 0N prepaymMeENnts Of DOITOWINGS ......coiiiiiiiiieeiiiiiiet ettt e e ettt e e s sttt e e e s st bt e e e e eanabb e e e e s essbbbeeeeesnnnbnes - (700)
Net loss on fair value hedge Of INTEreSt FAte SWAP .......eiiueiiiiieiiiie ettt e et e s e e (216) (178)
Realized (loss) gain on financial assets carried at fair value through OCI ............ccoooiiiiiiiiiiiie e (453) 151
Net foreign eXChange gaiN (JOSS) ......coiuiiiiiiieii ettt e et e et e st e e et e st e e st e e atneas 300 (561)
NI {1 = Vg TeT = U T Lol o] [ URPRRTPP 6,220 2,745
Net gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss
EQUILY INSTIUMENTS ..iiiiiiee ettt ettt ettt e e e ettt e e e 4 s bbbt e e e e e s bbbt e e e e aasbb et e e e e aas bbb e e e e e s anbbbeeeeeesnnbneeeeannnnns 5,126 2,613
(D1 oL AT FS (U] 0= 0| £ PPN 1,246 885
DIBIIVALIVES ...ttt ettt a e e st o4kt e e bt e et e et e et e e e R e e e e R et e R et et et e n e e e e e 217 535
Net gain on financial assets and financial liabilities
mandatorily measured at fair value through profit Or 0SS .....ccociiiiiiiii e 6,589 4,033
Net loss on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging iNStrUMENtS .............ccocvieiieriiii e (2,262) 221
Fair value change on bonds issued by the Group attributable to interest rate risk ...........cccoooeiiiiiiniiiiiin, 2,046 (399)
Net loss on fair value hedge Of INTEreSt FAte SWAP .....ciiiiiiiiiiie ittt e e e s e e e st baee e e e s e (216) (178)
11. Other operating income
Fair value changes on investment property .. 545 580
Realised gain on investment property .......... 28 327
Net gain on disposal of assets ... 542 722
Net gain 0N aSSELS eI FOr SAIE .....cooiuiiiiiii ittt e e e et e e e s e e bbb et e e e s s bbb e eeeeeanes 227 312
(@1 g T=T ot ] 1 TS O PO TSRO P PP OPPPPPPRPPP 463 207
Other OPEIAtING INCOME ...ueiiiiiiie ittt ettt ettt ettt e ettt e ettt e eabe e e ea bt e e ettt e e bbe e e abbeeeanbeeeanteeeaneeeennneeennneas 1,805 2,148
Net gain on assets held for sale
Income from real estates and OthEer @SSELS .........c.cccuiiiiiiiiiii e 259 413
Expense related to real estates and Other @SSEtS ...........cccioiiiiiiiiiii e (32) (101)
Net gain 0N aSSetS NEld FOr SAIE ......uiiiiiiiiiii ettt e e e st e e e e e e e e s s s bbb e e e e e s snbbees 227 312

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

12. Personnel and salaries

2021 2020
Number of employees
Average number of full-time equivalent positions during the Year ..............ccociiiiiiiiii e 758 789
Full-time equivalent positions at the end of the YEar .............cccciiiiiii e 751 776
Number of employees at the parent company
Average number of full-time equivalent positions during the Year ..............ccccciiiiiiii e 627 661
Full-time equivalent positions at the end of the YEar .............ccccooiiiiii e 619 648
Salaries and related expenses
Salaries .................. 10,216 10,064
Incentive scheme .......cccccvvvveen. 1,215 54
Share-based payment expenses ..... 99 -
Defined contribution PENSION PIANS .......viiiiiiiei ettt et e e 1,692 1,498
SAIArY-TEIAIEA EXPENSES .....eeiieiiie ittt ettt ettt oo et e et et oo bt e okt e e ket e e bttt e he et e bt e ea e e na et et n 1,577 1,310
Capitalization of salaries due to implementation of COre SYStEMS ..........oiiiiiiiiiiiiiiie e (161) (594)
Salaries and related EXPENSES ......uuiiii ittt e et e e e ettt e e e e ettt e e e s et e e e e e e e e s 14,638 12,332
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12. Personnel and salaries, continued
2021 2020
Salaries and related expenses for the parent company
STz 1= =TT 8,528 8,327
INCENLIVE SCREME ... e ettt e ettt e e e e e et et e e e e e eeaaaa e e e e s eetbaa e eseeeaaban e eseesssnsanaaees 1,000 -
Share-based PAYMENT EXPENSES ......ccuuiiiiiiiiiiiiie ettt e ettt e e e et e e e e e bbb et e e e s s bbb et e e e aa et e eeessnsbbbeeaeesnnnnrees 99 -
Defined contribution PENSION PIANS ......uiiiiiiiiiiiie et e e e e st b et e e s s et b b e e e e e s snbbeeeeeeannaes 1,410 1,233
SalArY-TElAtEA EXPENSES .......iiiiiieeeiiiee ettt ettt e e et e e e e ettt e e s ok bbbt e e e e oo bbbttt e e e b b et e e e e e bbb et e e e e an b e e e e e annbrees 1,343 1,066
Capitalization of salaries due to implementation 0f COre SYStEMS ..........eiiiiiiiiiiiiiiie e (161) (594)

Salaries and related expenses for the parent company 12,219 10,032

Remuneration to the Board of Directors

2021 2020
Fixed Additional Fixed Additional
remuner-  remuner- Pension remuner-  remuner- Pension

ation* ation** contribution Total ation* ation** contribution Total
Brynjélfur Bjarnason, Chairman ................. 11.8 6.8 1.7 20.3 11.7 6.1 2.1 19.9
Paul Richard Horner, Vice Chairman ......... 10.9 7.0 - 17.9 11.7 4.5 - 16.2
Gunnar Sturluson, Director .........cccccccvevenes 5.9 7.0 1.0 13.9 5.9 4.3 1.3 11.5
Liv Fiksdahl, DIrector ............ccoovvvvivnivnnnnnns 8.1 7.7 - 15.8 11.7 2.6 - 14.3
Steinunn Kristin Thérdardottir, Director ...... 8.1 7.0 1.3 16.3 11.7 4.9 1.4 18.0
Renier Lemmens, Director until 16.3.2021 . 25 1.5 0.3 4.3 11.7 5.0 0.3 17.0
Herdis Fjeldsted, Director until 26.3.2020 .. - - - - 2.2 1.3 1.3 4.8
Alternate directors of the Board .................. 0.7 1.4 0.1 2.3 2.7 3.3 0.8 6.8
Total remuneration .........ccccccvveeeininns 48.0 38.5 4.4 90.9 69.3 32.1 7.2 108.6

* Fixed remuneration represents Board Member compensation for their attendance at meetings of the Board of Directors.
** Additional remuneration represents Board Member compensation for their participation in Board Committees.

Remuneration to key management personnel

2021 2020
Performance- Performance-
based Pension based Pension

Salaries payments contribution Total Salaries payments contribution Total

Benedikt Gislason, CEO .........ccccccecveeenneenn. 61.0 - 8.8 69.8 57.1 - 8.4 65.5
Eight members of the -
Executive Committee (7 until 6.9.2021) 279.8 35 36.8 320.1 222.4 4.8 39.2 266.4
Former members of the Executive Comm. 32.0 2.0 4.6 38.7 20.6 - 5.3 25.9
Total remuneration ..........cccccveeeeeennnes 372.8 55 50.2 428.5 300.1 4.8 52.8 357.8

Performance based payments in 2021 are deferred payments based on the Group's performance in 2017 (2020: performance in 2016).

Board Members receive remuneration for their involvement in board committees. In addition to 14 Board meetings (2020: 12) during the
year 11 Board Credit Committee meetings (2020: 13), 5 Board Audit Committee meetings (2020: 7), 8 Board Risk Committee meetings
(2020: 12), 4 Board Remuneration Committee meetings (2020: 5) and 6 Board Tech committee meetings (2020: 1) were held.

The 2021 Annual General Meeting of the Bank held on 16 March 2021 approved the monthly salaries for 2021 for the Chairman, Vice
Chairman and for other Board Members of amounts ISK 981,400, ISK 736,200 and ISK 490,900 (2020: ISK 981,400; 736,200; 490,900)
respectively. It was also approved that the salary of Alternate Board Members would be ISK 248,600 (2020: ISK 248,600) per meeting, up
to a maximum of ISK 490,900 (2020: ISK 490,900) per month. Board members residing outside of Iceland receive ISK 300,000 for each
Board meeting they attend in person. In addition, it was approved to pay Board Members who serve on board committees of the Bank a
maximum of ISK 196,300 (2020: ISK 196,300) per month for each committee they serve on and the Chairman of the board committees
ISK 255,000 (2020: ISK 255,000).
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12. Personnel and salaries, continued

Incentive schemes

In 2021 the Group made a provision of ISK 1,580 million (2020: ISK 70 million) for the incentive scheme, including salary-related
expenses, for which the Bank made provision of ISK 1,300 million (2020: nil). Forty percent of the payment is deferred for three years if it
exceeds 10% of the employee's annual salary without any incentive schemes payments, in accordance with FME rules on remuneration
policy for financial undertakings. At the end of the year the Group's accrual for the incentive scheme payments amounted to ISK 1,638
million (31.12.2020: ISK 143 million), of which the Bank's accrual was ISK 1,300 million (31.12.2020: nil).

Revised incentive scheme for Arion Bank hf. and Vérdur came into effect in 2021. The scheme is in compliance with the FSA’s rules on
remuneration policy for financial institutions. The scheme is split into two parts. Firstly, employees can receive up to 10% of their fixed
salary for 2021 in the form of a cash payment. Secondly, a limited group can receive up to 25% of their fixed salary as a payment in the
form of shares in the Bank which will be subject to a three-year lock-up period. The key metric used to determine whether incentive
scheme payments will be paid by the Bank for 2021, in part or in full, is whether the Bank’s return on equity in 2021 is higher than the
weighted ROE of the Bank’s main competitors. Other supporting metrics are for example ROE and cost-to-income ratio vs target,
compliance, staff NPS etc. Corresponding metrics are for incentive scheme payment at Vordur, i.e. higher ROE than the Icelandic
competitors and other internal measures. Stefnir hf. has a special incentive scheme where other criteria are used as a basis.

Share-based payment expense

In 2020 the Board of Directors approved a share option plan for all employees of the Bank. The share option plan is for five years and
employees are entitled to buy shares for up to ISK 600,000 each year. The purchase price of ISK 95.5 per share was determined by the
Bank’s average share price 10 days before the share option agreement was signed, which was 3 February 2021. The employee must
remain continuously employed with Arion Bank until the expiring date. The options carry neither rights to dividends nor voting rights and
are valued using the Black-Scholes pricing model. A total of 628 employees entered into option agreements on up to 3,945,550 shares per
year based on 100% exercise of share options. A total expense of ISK 99 million is recognised in the Consolidated Income Statement
during the year (2020: nil). Estimated remaining expenses due the share option contracts are ISK 161 million and will be expensed over
the next four years.

The Board of Directors approved an amendment to the Bank’s share option program in January 2022, based on authorization of the 2021
AGM. The amendment pertains to the increase of employee annual maximum purchase price from ISK 600 thousand to ISK 1.5 million
from 2023 to 2026 in line with changes to Article 10 of the Income Tax Act no. 90/2003. As the updated option agreements have not been
finalized the final total cost of the addition is not available.

13. Other operating expenses 2021 2020
IT BXPEINSES ...ttt ettt ettt e e et e e e e e e e e a e e e aaaaaaes 4,686 5,241
(o) (TS o] Fo T Yot TP PRSPPSO 937 970
HOUSING EXPEINSES ...ttt ettt sttt ettt s e e e e h e s h e e e ae e et e e bt e s he e et e e e s e et e e s e e s se e s aeesaneesneeneenneenren s 718 1,142
Other adMINISIFAION EXPENSES ......uviiiitiieiiie ettt ettt e et e st et e sttt e e sttt e e teee e st eeeteeeeabeee e sttt e e anbeeeanteeesnneeeenneeeanneeeas 2,414 2,595
Depositors' and INVestors' GUAraNtee FUNG ...........c.ooiiiiiiiiiiiiei e 558 569
Depreciation of property and @QUIPMENT ..........cuiiiiiiiiiieee ettt ne e 565 617
Depreciation of right of use asset .... 128 133
AMOrtization Of INTANGIDIE ASSELS ......eiiiiiiiiiie ettt et ettt e et e e st e et eeenneeeenneas 1,231 842
OthEr OPEIALING EXPENSES ...uitiiiieiiiiiiiete e ettt e e e ettt e e s s bbb et te e s s aba et e e e e s sbaeeeeeaassbbeeeeeeaasbbbeeeeesasbbeeeeeeannseeeeeaanrnes 11,237 12,109
Auditor's fee
Audit and review of the Consolidated Financial Statements for the relevant fiscal year ............ccccoovveiiiiiiniicennenn. 151 135
Other audit related services for the relevant fiSCal YEAr ..........cuuvviiiiiiiiiii e 9 15
Other SErviCes frOM AUAITOIS ......c.c.uiiiiiii ittt ettt e et e et e e ettt se e e e s e e aanee s 15 -
AUTITON'S TEE ittt e oottt e oottt e e ettt e e e e e a e bt e e e e a e bt e e e e e et e e e e e s 175 150

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions

31



Notes to the Consolidated Financial Statements

14. Bank levy

The Bank levy is 0.145% on total debts excluding tax liabilities, in excess of ISK 50 billion (2020: 0.145%). The tax is assessed on
Financial Undertakings but non-financial subsidiaries are exempt from this tax.

15. Net impairment

2021 2020
Net impairment on financial instruments and value changes on loans
Net impairment on loans to customers and financial INSHULIONS ............oooiiiiiiiiei e 2,538 (5,741)
Net impairment on other financial instruments at FVOCI ... - (6)
Other value changes of loans - corporates .................... . 71 67
Other value changes of loans - individuals .. 560 636
N LT a 0] o = UL 1 1= oL S PP PP PP 3,169 (5,044)
Net impairment by customer type
FINANCIAL INSHEULIONS ...ttt e s bt e et r e e s et e s e e e s s e e e e et e et e e s aeesseeseneenneennee e 101 (85)
| LaTe TAV o U= ST TP PPPN 917 (262)
LOfo] o ToT 2=\ =TSO PP P PP PP RPPRRPRR 2,151 (4,697)
NEE IMPAITIMENT ...t et e e s b e e e e e e et e e b e e s e e e ses e e n e e nreenee e s eneene et e e seeeeaes 3,169 (5,044)

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

16. Income tax expense 2021 2020
CUITENT TAX EXPENSE ....eetieeeeeeiiiee et e ettt e ettt e e e ettt e e e e sk bttt e e e oo bttt e e o4 oa ke e et e e e e s st e et e e e e et be et e e e e anetbe et e e e s nabtnneeeeennns 6,607 3,632
Deferred tax expense (income) 175 (401)
INCOME TAX EXPEINSE ..ttt e oo oo oo oo oo oo oo oo oo oo 44444444 oo oo e e e oo ook b bbbt bbbt b bbb et e e e nnes 6,782 3,231
Reconciliation of effective tax rate 2021 2020
Earnings before iNCOME TaX ........c.uiiiiiiiiiiie et 34,003 19,978
Income tax using the Icelandic corporate tax rate ..........c.cccoceeriieiieinciiiie e 20.0% 6,801 20.0% 3,996
Additional 6% tax on Financial Undertakings ... 4.1% 1,411 3.3% 669
NON-AEdUCHIDIE EXPENSES ...ttt e e st e e e e s eeeeeas 0.1% 24 0.2% 43
Tax eXempPt rEVENUES (IOSS) ..uuuriiiieiiiiiiieee et e e ettt e e st e e e e e e e e s e eeeessaabbeeeeas (4.3%) (1,455) (7.4%) (1,484)
Non-deductible taxes (BanK IEVY) ........uuiiiiiiiiiiiiieiiiiiiiee et siareee e 0.9% 303 1.3% 260
Tax incentives not recognized in the Income Statement .........ccccoovvviiiiiiiiiiiiee e (1.0%) (350) (0.4%) (78)
Other Changes ..........ccoeiiiiiiiiieeee e . 0.1% 48 (0.9%) (175)
Effective tax rate 19.9% 6,782 16.2% 3,231
Financial undertakings pay 6% additional tax on taxable profit exceeding ISK 1 billion.

Tax exempt revenues / loss consist mainly of profit / loss from equity positions.
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17. Discontinued operations held for sale, net of income tax 2021 2020
Net gain (loss) from discontinued operations held fOr SAIE ............coiiiiiiiiiiiii e 1,415 (4,275)
INCOIME TAX EXPEIISE ...eiieiiiitiiiee e ittt e ettt e e e ettt e e s 4 h bbbt e e e e e aab et e e e e e abb e et e e e e aabb b et e e e 44 s b b et e e e e e nbb et e e e e ensabb e e e e e snnbbbeeeeas (21) 3)
Discontinued operations held for sale, net Of INCOME tAX ....cocuiiiiiiiiiiiiie e 1,394 (4,278)
RV U1 (oLl 1| PR T TSRO PP TP VRTUPUPN 903 (1,298)
SEAKKSDEIG ENF. .ot b et h btttk R e eh ettt e e e e e (211) (1,425)
Soélbjarg ehf. .....oooviieeiie 702 (1,555)
Discontinued operations held for sale, net Of INCOME tAX ....cocuviiiiiiiiiiiie e 1,394 (4,278)

The net profit from Valitor's operation was ISK 320 million during the year whereas Valitor's positive contribution to the Group, after taking
into account the Group's eliminations, was ISK 903 million. Operating income of Valitor was ISK 5,285 million, or ISK 6,023 million after
taking into account the Group's eliminations.

Operating effects of Sélbjarg are mainly due to a binding offer of sale of assets held by the company.

For further information about Valitor hf., Stakksberg ehf. and Sélbjarg ehf., see Note 29.
18. Earnings per share
Basic earnings per share is based on net earnings attritutable to the shareholders of Arion Bank and the weighted average number of

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

effects.

Continued Discontinued

operations operations Net Earnings

2021 2020 2021 2020 2021 2020
Net earnings attributable to the shareholders of Arion Bank ....... 27,211 16,754 1,394 (4,278) 28,605 12,476
Weighted average number of outstanding shares (millions) ....... 1,593 1,723 1,593 1,723 1,593 1,723
Weighted average number of outstanding shares

including warrants and options (MillioNs) ..........ccccevivveeeriiins 1,690 1,723 1,690 1,723 1,690 1,723
Basic earnings per share (ISK) .......cccoceeiiiiiiiiieiicieneeeeee 17.08 9.72 0.88 (2.48) 17.96 7.24
Diluted earnings per share ISK) ......ccccoovviiiiiiiiiiiiiiiee i, 16.10 9.72 0.82 (2.48) 16.93 7.24
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19. Cash and balances with Central Bank 2021 2020
(OF=1] 4 1o a1 4 T= U g T PSSR 3,556 3,342
Cash with Central Bank ............cccooevvveeieeeriennne. 58,966 32,588
Mandatory reserve deposit With Central BANK ..............oooiiiiiiiiiii et 6,535 6,206
Cash and balances With CeNEral BANK .........viiiiiiiiiiiee et e e e e et s e e e e e e st e e e e e eeeaaas 69,057 42,136

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

20. Loans to credit institutions 2021 2020
[ F2 10 G ToTelo 10| £ 28,156 22,354
(@)1 LT (o F= Y3 F PPN 2,116 5,982
Allowance for impairment . - (101)
LOANS t0 Credit INSTITULIONS ..ovviiieiiieeeeeeeeeeeeee et aaaeees 30,272 28,235

21. Loans to customers Individuals Corporates Total

Gross Gross Gross

carrying Book carrying Book carrying Book
2021 amount value amount value amount value
OVEIAIaftS ...oociiiiiiiiie et e e e e 14,255 13,691 18,301 17,785 32,556 31,476
Credit Cards ....oooiviiiee et 13,192 13,037 1,449 1,409 14,641 14,446
MOrtgage 0ANS ......cceeiiiiiiiiiiee s 463,895 463,457 41,588 41,420 505,483 504,877
CONSEIUCLION 10ANS ....cvvveeeeiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e, - - 17,798 17,775 17,798 17,775
Capital [EASE ......veviiiiieiie e 4,471 4,451 3,882 3,843 8,353 8,294
[ 1 L= gl (o = g 1RSSR 32,573 31,862 332,433 327,507 365,006 359,369
LOANS t0 CUSTOMEIS ..uviiiiiiieiiiie e et eeite et siee e stne e ine e 528,386 526,498 415,451 409,739 943,837 936,237
2020
OVEIAIaftS ..ooieiiiiiiiiie e e e e e 12,875 12,176 15,471 14,208 28,346 26,384
Credit Cards ....ooovviiie et 12,260 12,062 1,086 1,019 13,346 13,081
MOItGAgE [0@NS .....eeeeiiiieiiiee ettt 378,554 377,873 32,175 31,768 410,729 409,641
CONSEIUCHION [0ANS ....eviiieieeiiiiie e - - 39,160 39,514 39,160 39,514
Capital [EASE ......veviiiiie it 3,713 3,700 4,192 4,112 7,905 7,812
Other loans ................ . 28,409 27,525 307,103 298,984 335,512 326,509
LOANS t0 CUSTOMEIS ..uiiiiiiiieiiiie it et e eite et esieeestee e sire e 435,811 433,336 399,187 389,605 834,998 822,941

The total book value of pledged loans that were pledged against amounts borrowed was ISK 267 billion at the end of the year (31.12.2020:
ISK 219 billion). Pledged loans comprised mortgage loans to individuals.

Further analysis of loans is provided in Risk management disclosures.

22. Financial instruments 2021 2020
(2 ToTalo EgR=TaTo o [<Y o) AT ES] (U 1 4[] 01 £ TR 151,852 157,744
Shares and equity instruments with variable INCOME ..o 25,063 18,641
Derivatives .......ccoooveevivviiiieeeeeeeinn, 2,905 7,284
Securities used for @CONOMIC NEAGING .......viiiriiiitiie ettt e et e e e e s e e st e e s tne e 45,837 43,582
[ T = U 1o F= U T 1= €0 =T 0 PRI 225,657 227,251
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23. Financial assets and financial liabilities
2021 Manda-
Fair value torily at

Financial assets through  fair value
Loans (e]¢]] thr. P/L Total
Cash and balances with Central Bank ...............coiiiiiiiiiiiiiiieei e - - 69,057
Loans to Credit INSHIULIONS ........ovvviiiiiee e e et e e e e e e e e e eraaaaens - 2,116 30,272
LOANS T0 CUSLOMEIS ....ooiiiiiiiiiiiiiiiiiii e - - 936,237
LO@INS ittt eit ettt ettt et e e et e e b e e et e e e bae e e tae e e ehae e e eabeeeaaaa e et e e eeareeearreeeaareas - 2,116 1,035,566
Bonds and debt instruments
[T =T [ PSSP PR 133,825 17,344 151,169
L8] 11S] =T SRR PRPRPIN - 683 683
Bonds and debt iNSITUMENTS ......ooouiiiiiiiiieeece e eeaeas 133,825 18,027 151,852
Shares and equity instruments with variable income
1] 1= RPN - 7,707 7,707
Unlisted ... - 13,079 13,079
Bond funds with variable income, UNNSE .............oouviiiiiiiiiiiiiieee e - 4,277 4,277
Shares and equity instruments with variable income ............cccoccoooiiiiiiincii, - 25,063 25,063
Derivatives
OTC derivatives ..........cccceeeene - 1,805 1,805
Derivatives used for hedge aCCOUNTING ......c.vvieiiieeiiieeiee ettt seee e - 1,100 1,100
DEIIVALIVES ..ottt ettt e e e et e e e e e e e et e e e e et e et seeeeees b e e eeeeeaaaas - 2,905 2,905
Securities used for economic hedging
Bonds and debt inStruments, lIStEd ..........ouuuieiiiiiiiiee e - 14,044 14,044
Shares and equity instruments with variable income, listed ...........ccccccoviiiiiiiiiiiiiinee - 31,793 31,793
Securities used for econNOMIC NEAGING ...uvvviiiiiiiiiiiiee e - 45,837 45,837
Other financial assets
ACCOUNES FECEIVADIE ..ot - - 5,104
Other financial assets - - 7,617
Other fINANCIAI ASSEES ...ovvviiiiiii it e e e e e e e e eeeeeeaaaes - - 12,721
= L (o F= = oY =) £ RPN 133,825 93,948 1,273,944
Financial liabilities
Due to credit institutions and Central Bank ...........cccceeeeiiiuuerurinirriiiiiieeereeereeeeeeeereereeeeeeeeees - - 5,000
DEPOSIES .ooveveeeieieeeiiee st - - 655,476
Borrowings - - 356,637
Subordinated labIlItIES ...........uuiiiiiiiiiiii e - - 35,088
Short PoSItioN N DONAS ........oooiiiii e - - -
[0 1= T Y= 1A V2= - 4,974 4,974
Derivatives used for hedge aCCOUNING ..........coovuiiiiiiiiiieeiiee e - 903 903
Other financial labIlItIeS .........covviiiiiiiee e - - 8,685
FINANCIAl [HADTTITIES ..vvueiiiiiiiiiee et e e s e e e e e e e e eaees - 5,877 1,066,763
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23. Financial assets and financial liabilities, continued

2020 Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost oCl thr. P/L Total
Cash and balances with Central BanK ...............uoiiiiiiiiiiiie e 42,136 - - 42,136
Loans to credit institutions 28,235 - - 28,235
(o F= L g IS (o N o1 1) (] 1 1 1=T £ TN 822,941 - - 822,941
[0 T Uy L USSR 893,312 - - 893,312
Bonds and debt instruments
1] 1= RPN - 136,145 19,075 155,220
L0311y C=To USRS P PP - 1,510 1,014 2,524
Bonds and debt iNSTIUMENTS ......uvuuiiiiiiiiiieiiiiieieeeeeeeeeee ettt e e e e e e e e e e - 137,655 20,089 157,744
Shares and equity instruments with variable income
[T =T [ PSS PUPRRRRPPRY - - 8,816 8,816
L8] 11S] =T SRR RSPPRPROIN - - 6,393 6,393
Bond funds with variable iNCoOmMe, UNNSEA ..............uvuurriiviiiriiiiiiiiieeeeieeeeeeeeeeeeee e eeeeeeeaees - - 3,432 3,432
Shares and equity instruments with variable income - - 18,641 18,641
Derivatives
OTC AEINVALIVES ..uuieiiiiiiiiie ettt e e e e e e et e e e e e e aa it e e e e e s aabba e seeeseesbaans - - 5,002 5,002
Derivatives used for hedge aCCOoUNtING ........cocuuviiiiiiiiiiiiiiee e - - 2,282 2,282
(DT R V2= (A VA= PSPPSR - - 7,284 7,284
Securities used for economic hedging
Bonds and debt inStruments, lIStEA .........cccoeeiiieiiiii e e e aaeaaes - - 27,215 27,215
Shares and equity instruments with variable income, listed ...............cccocoeiiiiiiiiiincnnne - - 16,335 16,335
Shares and equity instruments with variable income, unlisted ..............cccccooiiiiiiiiiiens - - 32 32
Securities used for econNOMIC NEAGING ...uvvviiiiiiiiiiiie e - - 43,582 43,582
Other financial assets
ACCOUNES TECEIVADIE ..o 3,740 - - 3,740
Other financial assets ... 5,927 - - 5,927
Other financial assets 9,667 - - 9,667
= L (o F= = oY =) £ RPN 902,979 137,655 89,596 1,130,230
Financial liabilities
Due to credit institutions and Central BanK ..............ceeeiiiuriieeeiiiiiiiree e siiieeeeeeesnreeee e e 13,031 - - 13,031
D T=T 0L (OSSP PRPPRNE 568,424 - - 568,424
Borrowings ....... 298,947 - - 298,947
Subordinated abilitIES ...........uuiiiiiiiiiiiii e 36,060 - - 36,060
Short PoSItioN IN DONAS ........ooiiiiii s - - 40 40
Short POSItION N QUILY .....ooueiiiiiieiiie e s - - 63 63
Short position in equity, used for economic hedging ...........ccceveiiiiiieiiiie e - - 666 666
[0 1= T Y= 1A V2= - - 4,471 4,471
Other financial liabIlItIeS .........covviiiiiiiie e 8,011 - - 8,011
FINANCIAl [HADTTITIES L.vvviiiiiiiiiiee et e e e e e e e e e eeees 924,473 - 5,240 929,713
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23. Financial assets and financial liabilities, continued
Manda-
Fair value torily at
Bonds and debt instruments measured at fair value, specified by issuer through  fair value
2021 (e]¢]] thr. P/L Total
Financial and INSUFANCE ACHIVILIES ........ciiiiiiiiiiiiiee it e et e e e e e et e e e e e e e ab e e e e e e eeaaaaaaees 21,001 7,561 28,562
[0 o] [T T 1 (o | (U 112,824 8,325 121,149
Corporates - 2,141 2,141
Bonds and debt inStruments at fair VAIUE .........iiiiiiieiee et e e 133,825 18,027 151,852
2020
Financial and INSUIANCE ACHVILIES ............uuuurriiiriririiiieeieeeeeeeeeeeeeeeeeeeeeeeeeee e e et e e e e eeeeeaeeeaeaeeaeeaaaaaaaaaaaaaaaaens 13,840 7,298 21,138
U o] ol Y =To1 (o] SRR PRRRSTI 122,743 11,097 133,840
(o] 70 o] £=1 =T PP O PP TP PPPPPPPON 1,072 1,694 2,766
Bonds and debt inStruments at fair VAIUE ........ooiiiiiiiiiiiiee e 137,655 20,089 157,744

The total amount of pledged bonds was ISK 8.6 billion at the end of the period (31.12.2020: ISK 8.2 billion). Pledged bonds comprised
Icelandic Government Bonds and Financial Institutions Bonds that were pledged against funding received and included in Due to credit
institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

24. Fair value hierarchy

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

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

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

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

2021

Assets at fair value Level 1 Level 2 Level 3 Total
Loans to Credit INSHIULIONS ..........cuuuiiiiiiiiiei e et e e e e e e e e e e esaaaaens - 2,116 - 2,116
Bonds and debt instruments 150,723 1,032 97 151,852
Shares and equity instruments with variable INCOMe ............cccooeiiiiiiiiii s 5,519 15,736 3,808 25,063
(D1 A V2= 1) V7T PO TRPRRY - 1,805 - 1,805
Derivatives used for hedge aCCOUNTING ........oocuviiiiiiiiiiiiii e - 1,100 - 1,100
Securities used for eConNOMIC NEAGING ......vvvviiiiiiiiiiiie e 45,829 8 - 45,837
INVESTMENT PIOPEITY ...oeieiiiieiee e - - 6,560 6,560
ASSEES At FAIN VAIUE ...ttt e e e e e e e e e e e e e e e e e e eeeeeeeaeaaaaaeaaaaaaens 202,071 21,797 10,465 234,333
Liabilities at fair value

(D1 A V2= 1\ V7T TR - 4,974 - 4,974
Derivatives used for hedge aCCOUNTING ........uviiiiiiiiiiieeiieeie et - 903 - 903
Liabilities at fair VAU ..o e eaees - 5,877 - 5,877
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24. Fair value hierarchy, continued
2020
Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt INSITUMENTES .......uuniiiiieiee e e et e e e e e e e es 155,061 2,325 358 157,744
Shares and equity instruments with variable income ...........ccccccooiiiiii 6,097 10,859 1,685 18,641
(DL AV Z= A\ V7T TR - 5,002 - 5,002
Derivatives used for hedge aCCOUNTING .........vieiiiiiiiie et - 2,282 - 2,282
Securities used for ecoNOMIC NEAGING ......vvviiiiiiiiiiei e 43,551 31 - 43,582
Investment property ... . - - 6,132 6,132
ASSEES AL TAIT VAIUE ...t et e e e e e e e e e e e e e ea e e e e eeaans 204,709 20,499 8,175 233,383
Liabilities at fair value
Short POSItION INDONAS ... e e e 40 - - 40
Short position in bonds used for economic hedging ..........ccccveeiiiiiiiiieeeie e 666 - - 666
Short position in equity 63 - - 63
Derivatives - 4,471 - 4,471
Liabilities at fair VAIUE .......ooooieeiiieeeeeeee e 769 4,471 - 5,240

Transfers from Level 1 to Level 2 amounted to ISK 172 million during the year and from Level 2 to Level 1 ISK 122 million (2020:
Transfers from Level 2 to Level 1 ISK 82 million).

Fair value of assets and liabilities

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

Methods for establishing fair value

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

In some cases, the carrying value of an asset in Note 23 is used as an approximation for the fair value of the asset. This is straight
forward for cash and cash equivalents but is also used for short term investments and borrowings to highly rated counterparties, such as
credit institutions, on contracts that feature interest close to or equal to market rates and expose the Group to little or no credit risk.

Level 1: Fair value established from quoted market prices

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

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

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

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

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

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

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

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

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

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

Movements in Level 3 assets measured at fair value

Investment Financial assets

2021 property Bonds Shares Total
Balance at the beginning Of the Year ... 6,132 358 1,685 8,175
Net fair ValUE ChANGES ... .uueiiiiiiiiiiie e e e e e e e e snabees 545 12 664 1,221
Additions 15 301 1,655 1,971
Disposals (132) (574) (196) (902)
Balance at the end of the Period ... 6,560 97 3,808 10,465
2020

Balance at the beginning of the year .. 7,119 28 1,555 8,702
Net fair value changes 580 9 (59) 530
Additions 17 762 196 975
Disposal .......cccecvveriiieiiiien, . (1,584) (441) ()] (2,032)
Balance at the end of the period 6,132 358 1,685 8,175
Line items where effects of Level 3 assets are recognized in the Income Statement

2021

Net fINANCIAL INCOME .....eiiiiiiie ettt et e e et e e eneeeenne - 12 664 676
Other operating iNCoOME .........cccvvvveeeiiiiiieeeeeiins 573 - - 573
Effects recognized in the Income Statement ..........cccoooiiiiiiiiiic i 573 12 664 1,249
2020

Net fINANCIAL INCOME .......oiiiiiii ettt e e - 9 (59) (50)
Other operating INCOME ..........ociuiiiiiie e 912 - - 912
Effects recognized in the Income Statement ..........cocviiiiiiiiiiiciiie e 912 9 (59) 862
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24. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities not carried at fair value

2021

Financial assets not carried at fair value

Cash and balances wWith Central BANK ..............ciiiiiiiiiiiieiiiiieee ettt e e eaeeeeas
LOANS tO Credit INSHIULIONS ......coiiiiiiiieei ittt et e e e e e e e e e e e e s e anbbbeeeeesanes
(0T T E3 (o I o U 1) (o] 4 1= £ USSP
Other fINANCIAL @SSELS .......viiiiiiiiiiiii ettt e e et e e e e st e e e e e e e bbb et e e e s annbbbeeeeesanes
Financial assets not carried at fair VAIUE ...........eoiiiiiiiiiiie e e e

Financial liabilities not carried at fair value

Due to credit institutions and CeNtral BanK .............cceeiiiuiiieeeiiiiiiie e e e eiee e e e s s e e e e eaeeeee e s sssbaeeaeesanes
DEPOSILS ..ot

Borrowings
Y0 ool e [T Pt (o = Vo1 LTSRS PRR
Other financial liabilities
Financial liabilities not carried at fair VAIUE ..........ccueiiiiiiiiiiii e

2020

Financial assets not carried at fair value
Cash and balances With CeNtral BANK ...............icoiiiiiiiiieeiiiiie e e et e e e eeeee e e s s st e e e e s snsaaeeeeeenaneeens
L0oANS t0 Credit INSHIULIONS ........cccuiiiiii et e e e e e et e e e e s et e e e e e s st s e e e e e esnasaeeeeeeensbaeeaeesanns
[0 T2 T ES (o T o L] (] 4 1= =P PPRPPPPPRE
Other fINANCIAL ASSELS ......uvviiiieiiiiiiii et ee e e e e sttt e e e e ettt e e e e e s s abaeeeeeeasassaeeeeessssaeaeessassnsaaaeesanns
Financial assets not carried at fair value

Financial liabilities not carried at fair value

Due to credit institutions and CeNtral BanK .............ccooiiiiiiiiiiiiiiiiiie et e e e ee e e e s sbbree e e e nnes
[D1=T o To ]| (PP PP OP PP PRIt
Borrowings
SUDOrdiNAtEd HADIIIES ....ceiiiiiiiie et e et e e s s bbb e e e e s nbb e e e e s snbbbeeaeeeanes
Other financial liabilities ................cccveeeenn. .
Financial liabilities not carried at fair VAIUE .........cccueiiiiiiiiiiiie e

e’

x

Carrying Fair Unrealized
value value gain (loss)
69,057 69,057 -
30,272 30,272 -
936,237 937,179 942
12,721 12,721 -
1,048,287 1,049,229 942
5,000 5,000 -
655,476 655,476 -
356,637 367,470 (10,833)
35,088 35,590 (502)
8,685 8,685 -
1,060,886 1,072,221 (11,335)
42,136 42,136 -
28,235 28,235 -
822,941 827,252 4,311
9,667 9,667 -
902,979 907,290 4,311
13,031 13,031 -
568,424 568,424 -
298,947 316,643 (17,696)
36,060 34,762 1,298
8,011 8,011 -
924,473 940,871 (16,398)

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

potential recovery value.

Derivatives
2021

Forward exchange rate agreements ....
Fair value hedge Of INTEreSt FAtE SWAP .......viiiiiiiiiiieiiii ettt e e
Interest rate and exchange rate agreemMENtS ............ccouiiiiiiiiiii i
BONd SWAP AOFEEMENLS .....c.oeiiiiiiiiiii bbb
Share SWap agrEeIMENLS .........ciiiiiiiiiiiii e bbb
Options - purchased agreements, UNSTEA ...........occuviiiiiiiiiiieie e
DEIIVALIVES ..ottt ettt h et

2020

Forward exchange rate agrEEmMENLS ...........ccioiiiiiiiiiiiie e
Fair value hedge Of INtErest rate SWAP ........coocviiiiiiiiii e
Interest rate and exchange rate agreemMENLS ............ocoviiiiiiiiiiie e
BONA SWAP AOTEEMENTS .....cuiiiiiieieeiie sttt nt sttt ettt e s te e s et et e sr e e sbe e s s n e e sne e s e e sbeesanessneeneenree e
Share swap agreements ...........occcvveeeeenne

Options - purchased agreements, UNSTE .............ccoiiiiiiiiiiii e
Options - purchased agreements, ISTEA .........c..uviiiiiiiiiiiii e
DEIIVALIVES ..viiiviiiiiiii e
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Notional Fair value
value Assets  Liabilities
59,089 229 444
190,095 1,100 903
51,426 692 874
10,947 359 20
31,029 348 3,530
22 177 106
342,608 2,905 5,877
72,804 1,140 267
137,636 2,282 -
55,838 3,339 1,022
28,617 100 275
13,445 400 2,885
826 11 22
16 12 -
309,182 7,284 4,471

Amounts are in ISK millions
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24. Fair value hierarchy, continued

Fair value hedge of interest rate swap

The Group applies fair value hedge accounting only with respect to interest rate swaps, whereby the Group pays floating rate interest and
receives fixed rate interest, with identical cash flows to the borrowings. The interest rate swaps are hedging the exposure of changes in the
fair value of certain fixed-rate euro bonds, see Note 32, arising from changes in interest rates. On 1 January 2018 the Group adopted
IFRS 9, but has elected to continue to apply the hedge accounting principles under IAS 39. For further information about the Group's
hedge accounting policy, see Note 57.

Gain (loss)
Notional Maturity Fair value on FV
2021 date Assets Liabilites ~ changes
Interest rates swaps - EUR ... 44,280 1-5 years 802 - (463)
Interest rates swaps - EUR ... - - - - (122)
Interest rates swaps - EUR ... 44,280 1-5 years - 151 (301)
Interest rates Swaps - USD ........cccocceiiiiiiiiiiiiiiicce e 12,975 1-5 years 298 - (526)
Interest rates swaps - EUR ........cccoviiiiiiiiiiicc e 44,280 1-5 years - 350 (388)
Interest rates swaps - EUR .. 44,280 1-5 years - 402 (462)
1,100 903 (2,262)

2020
Interest rates swaps - EUR .. . 93,654 1-5 years 1,327 - (304)
Interest rates swaps - EUR ........ooooiiiiiiiiii s 31,218 6-12 months 139 - (47)
Interest rates swaps - EUR ........ooooiiiiiiiiiiiiiicc e - - - - (45)
Interest rates SWaPS - USD .......cuiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeee s 12,764 1-5 years 815 - 618
2,281 - 221
Hedged borrowings and subordinated liabilities Accumulated Gain (loss)
Book fair value on FV
2021 value Assets Liabilites ~ changes
EUR 500 million - issued 2017/18 - 5 years .. - - - (106)
EUR 300 million - iSSUEd 2018 - 3 YEAI'S .....uvvviiieiiiiiiiiiieesiiiiieee e e sttt e e e s sibaeee e e s sniibaeeae e s e 41,491 119 - 461
EUR 300 million - iSSUEd 2020 - 4 YEAI'S ......uvvviieiiiiiiiiieesiiiieieeeesiiieeeeessibieeee e s sniibaeeeeeennes 44,021 293 - 306
USD 100 million - issued 2020 - PErpetual ..........cooouviiiiiiiiiiiiiee it siieeee e 13,224 - 82 526
EUR 300 million - iSSUEA 2021 - 4 YEAI'S ......uvvviieeiiiiiiiieesiiiiieeeeessiieeee e s siiieee e e s snnibaeeee e s e 43,681 455 - 468
EUR 300 million - issued 2021 - 5 years ... 43,624 382 - 391
Hedged borrowings and subordinated liabilities ..........cccoooiiiiiiiiniei e, 186,041 1,249 82 2,046

2020
EUR 500 million - issued 2016/18 - 5 YEAIS ......cevruvieiiiiieeiiieeiieeesieeesieeesieeesbeeesieeesnenees 31,071 113 - 48
EUR 300 million - isSUed 2017 - 3 YEAI'S ...cc.eoruuiiiieiieiiiieire et see e - - - (38)
EUR 300 million - issued 2018 - 3 years ... . 44,276 - 352 264
EUR 300 mMillion - iSSUEA 2020 = 4 YEAIS .....eeeeiuiieiiiieiiiieeesiieeesiieeeeeeeesiieeeseaeeesnbeeesieeeaene 46,655 - - -
USD 100 million - issued 2020 - Perpetual .............cccovuiiiieiiciiiiie e 13,498 - 601 (673)
Hedged borrowings and subordinated liabilities ...........cccociiiiiiiiiiiii e 135,500 113 953 (399)

The effectiveness of each hedge is measured regularly with linear regression. The relationship between fair value changes of an interest
rate swap on the one hand and a borrowing on the other hand is examined. In all cases the effectiveness is within limits, or between 87-
112%.

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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25. Offsetting financial assets and financial liabilities
Financial assets subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Assets subject to netting recognized in the
arrangements Balance Sheet Assets not
Assets Assets after  subjectto Total assets
Gross assets Nettings recognized consideration enforceable recognized
before  with gross on Balance  Financial Collateral of netting netting arr-  on Balance
2021 nettings liabilities  Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements ......... 8,560 (720) 7,840 720 - 8,560 - 7,840
DErivatiVeS .......cccovviiiieiiee e 1,689 - 1,689 (830) - 859 1,216 2,905
Total assets 10,249 (720) 9,529 (110) - 9,419 1,216 10,745
2020
Reverse repurchase agreements ......... 8,229 (433) 7,796 (7,074) - 722 - 7,796
DErVALIVES ....veveviiieiiieeiiee e 6,012 - 6,012 (1,167) - 4,845 1,272 7,284
Total assets 14,241 (433) 13,808 (8,241) - 5,567 1,272 15,080
Financial liabilities subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Liabilities subject to netting recognized in the
arrangements Balance Sheet Liabilities Liabilities not Total
Gross Liabilities after  subject to liabilities
liabilities Nettings recognized consideration enforceable recognized
before  with gross on Balance  Financial Collateral of netting netting arr-  on balance
2021 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements ..................... - (720) (720) 720 - - - (720)
Derivatives .... 2,000 - 2,000 (830) - 1,170 3,877 5,877
Total liabilities .........cccccevvveiiicnnnn. 2,000 (720) 1,280 (110) - 1,170 3,877 5,157
2020
Repurchase agreements ..................... 7,507 (433) 7,074 (7,074) - - - 7,074
Derivatives ........c.ccceceee 1,167 - 1,167 (1,167) - - 3,304 4,471
Total liabilities 8,674 (433) 8,241 (8,241) - - 3,304 11,545

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

26. Investments in associates

2021 2020
Carrying amount at the beginning Of tNE YEAI ........ccuiiiiiiii e 891 852
Acquisitions / increased Share CaPItaAl ............ooiiiiiiii e 111 39
DUSPOSAIS ...ttt h et e e h et e e b e oo Rt e 4R etk e e n b et et e e e e e e (356) -
Share of profit of associates and profit from sale ... 22 -
INVESTMENT IN @SSOCIALES ...oeiiiiiiiiiiii ittt e et e e 4ottt e e et et e e e e e et e e e sanb e et e e e s nbbbreeeens 668 891
The Group's interest in its principal associates
Audkenni hf., Borgartin 31, ReyKjavik, ICEIANG .........cccueiiiiiiiiiiiiii et 25.4% 25.4%
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, ICEIand ............c.cccooiiiiiiiiiiiiii e 23.0% 20.0%
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK ........cccueiiiiiiiiiiiiiiiie ettt 35.3% 35.3%
JCC ehf., Sundaborg 15, ReyKjavik, ICEIANG .............coiiiiiiiiieiie e - 33.3%
- 37.4%

220 Fjordur ehf., Fjardargata 13-15, Hafnarfjordur, Iceland ...

Arion Bank sold its entire shareholdings in the associates 220 Fjérdur ehf. and JCC ehf. with minor effects on the Consolidated Income
Statement.

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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27. Intangible assets

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

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

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

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

Policies applied to the Group's intangible assets Goodwill Customer relationship
and infrastructure  and related agreements Software

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

USEFUITIVES vttt Undefined Finite 3-10 years

Straight-line basis
over 3-10 years

Acquired and internally

Internally generated or acquired ...........ccccoeeviviieeniiiiiieeee s Acquired Acquired generated
Customer
relationship
Infra- and related
2021 Goodwill structure agreements  Software Total
Balance at the beginning of the year 669 2,383 667 5,970 9,689
Additions - - - 844 844
Additions, capitalized SAlaries ...........cccoreeeiiiieiii - - - 161 161
Amortization - - (60) (1,171) (1,231)
Intangible assets 669 2,383 607 5,804 9,463
2020
Balance at the beginning of the year .........ccccuvviiiiiiiiii e 669 2,383 727 4,588 8,367
Additions - - - 1,570 1,570
Additions, capitalized salaries . - - - 594 594
Amortization - - (60) (782) (842)
INTANGIDIE ASSELS ..iiiiiiiiiiiiie e 669 2,383 667 5,970 9,689
Goodwill is recognized among assets in the operating segment Vérdur, see Note 5.
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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27. Intangible assets, continued

Impairment testing

The methodology for impairment testing on the Infrastructure and Customer relationship, which is part of intangible assets, is based on
discounted cash flow model which uses inputs that consider features of the business and the environment.

The model used, to determine the recoverable amount, is most sensitive to changes in the forecast earnings available to shareholders
over a five-year period, the cost of equity and to changes in the growth rate. As a result of this analysis no impairment was recognized in
2020 (2019: nil).

2021 2020
Discount and growth rates Discount Growth  Discount Growth
rates rates rates rates
Asset Management OPEratioN ...........cccociieiiiiiiiiii i s 13.0% 2.5% 10.0% 2.5%
INSUFANCE OPETALION ...ttt sttt e e sre e e 13.0% 2.5% 11.0% 2.5%
28. Tax assets and tax liabilities 2021 2020
Assets Liabilities Assets  Liabilities
(O1V] ¢ (=10 ) = O PSR UPUPPPTRR - 6,543 - 3,799
(D7) (=T =T I oV SO PPOUPPPPPRNE 2 559 2 463
Tax assets and tax liabilities 2 7,102 2 4,262
Deferred tax assets and tax liabilities are attributable to the following:
Foreign currency denominated assets and labilities ...........cccccceviiiiiiiieeniiiiiee e 2 - 26 -
Investment property and property and eqUIPMENt ..........c.cocveiieriiieiiieniee s - (728) - (542)
FINANCIAL BSSELS .....eiiiiiiiiiiee ittt 562 - 613 -
Other assets and liabilities .......................... 57 (259) 205 (325)
Deferred tax related to foreign exchange gain .... - (191) - (438)
Tax 10SS CArrY fOMWAI .........occuiiiiiiieie e - - - -
621 (1,178) 844 (1,305)
Set-off of deferred tax assets together with tax liabilities of the same taxable entities ...... (619) 619 (842) 842
Deferred tax assets and tax liabilities ..o 2 (559) 2 (463)

Deferred tax assets are recognized for unused tax losses to the extent that it is probable that taxable profit will be available against which
the losses can be utilized. Significant management judgement is required to determine the amount of deferred tax assets that can be
recognized, based upon the likely timing and the level of future taxable profits, together with future tax planning strategies.

The Group has ISK 235 million (31.12.2020: ISK 672 million) of tax losses carried forward. These losses relate to subsidiaries that have a
history of losses, do not expire, and may not be used to offset taxable income elsewhere in the Group. The subsidiaries neither have any
taxable temporary difference nor any tax planning opportunities available that could partly support the recognition of these losses as
deferred tax assets. On this basis, the Group has determined that it cannot recognize deferred tax assets on the tax losses carried
forward. If the Group was able to recognize all unrecognized deferred tax assets, profit and equity would have increased by ISK 47 million
(2020: I1SK 134 million).

Recognized Recognized

Changes in deferred tax assets and tax liabilities through  in profit or

2021 At 1 Jan. equity loss At 31 Dec.
Foreign currency denominated assets and liabilities ............ccccccviiiiiiiiiiniiiiec e 26 - (24) 2
Investment property and property and eqUIPMENT ..........coovviiiiiiiiiieeniee e (542) - (186) (728)
Financial assets 613 - (51) 562
Other assets and liabilities (120) 350 (432) (202)
Deferred foreign exchange differeNCeS ........cocviiiiiiiiiiiii i (438) - 247 (191)
Change in deferred tax assets and tax liabilities ..........ccccoeeiiiiiiiiini e (461) 350 (446) (557)
2020

Foreign currency denominated assets and liabilities (270) - 206 26
Investment property and property and equipment ............cccovviiiiiiieeiiee e (261) - (281) (542)
FINANCIAL @SSELS ...t e et e et e e e e e e e e 248 - 365 613
Other assets and abilities ...........cccoiiiiiiii e (210) 78 12 (120)
Deferred foreign exchange differenCes ..o (449) - 11 (438)
Tax loss carry forward .........ccoooeveviieeeriieesiieeseeenns 1 - 1) -
Change in deferred tax assets and tax liabilitieS ........cccoeviiiiiiiiiiii s (941) 78 402 (461)
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29. Assets and disposal groups held for sale and associated liabilities
Assets and disposal groups held for sale 2021 2020
Valitor hf. .......... 12,294 11,885
SEAKKSDEIG ENF. oot e e ettt e et e e et e e e e et e e e e e r e e e e s nnbraee 1,548 1,580
o] o] F= Yo =13 USRS 1,671 2,323
DisSpOSal grouPs Neld fOr SAIE ....couiiiiiii ittt e et e et e e i e e st e e st e e anne 15,513 15,788
(R ST LI=TS] €= L (<IN 500 1,019
(@1 LT T =1 £ PP PPPPRT P 34 4

Assets and disposal groups held for sale 16,047 16,811

Liabilities associated with disposal groups held for sale

VAIIOT Nf. Lo ettt bbb 15,564 14,533
Sélbjarg ehf. 1,371 1,650
Liabilities associated with disposal groups held for Sale ... 16,935 16,183

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

Valitor hf.

Arion Bank's shareholding in the subsidiary Valitor hf. is 100%. In accordance with IFRS 5 Non-current assets and disposal groups held
for sale, Valitor is classified as asset held for sale in these Consolidated Financial Statements.

On 1 July 2021 Arion Bank and Rapyd entered into a definitive agreement regarding the sale of Valitor hf. for a purchase price of USD 100
million. The transaction is subject to regulatory approval and the parties have agreed on a deadline for obtaining this approval of 1 May
2022. Should the sale not be finalized due to failure to obtain regulatory approval, the risk shall be borne by the buyer, valid for two years.
The sale agreement for Valitor hf. does not affect the Consolidated Financial Statements for the period, in accordance with IFRS. Arion
Bank expects to recognize a net profit of approximately ISK 3.5 billion from the sale when all conditions precedent have been met.

2021 2020

Loans to credit institutions 14,842 14,127

(o= T g IS (o I o1 £ (0] 1 1 1=T £ P P R PPUPPPP 1,885 1,878
FINANCIAT INSITUMENES ...eeiiiiiiiiiiee ettt ettt e e e e ettt e e e o a bbbt e e e e s bbbt e e e e e asabb e e e e e s ansbbb e e e e s sanbbbeeeaeennnnneees 16 -
INVESTMENTS 1N ASSOCIALES .....eiiieiiiiiiiee ettt ee ettt e e s sttt e e e e ettt e e e e e bbb et e e e e s st b bt e e e e s aasb b e e e e e eansbbeeeeeeansbbeeeeesanbbreeeens - 70
[LaLe=Ta Lo 1o SR T Y=Y £ TSP RTPPRRN 4,261 4,534
TAX @SSELS .. eeeeeeeeeeet ettt ettt E b E bbb bbb bttt bttt et s s s e et e e et e e e e e e eeeeeen 407 422
(@] (LT T3] £ PR 2,805 2,104
NS = € PPN 24,216 23,135
Elimination within Arion Bank GrOUP ..........c.ooiiiiiiiii et (11,922) (11,250)
Valitor's CONribULION 10 the GrOUP ....uviiiiiiiiiiiiiie ittt e e e e st e e e e e bbb e e e e s e anbbbeaee e e e 12,294 11,885
LI LT Lo 1= PSP PP PPRPROON 21 163
Financial liabilities At fAIF VAIUE .......c..ueiiiiiiiiiiie ettt e e e e st et e e e e e bbb et e e e s snsbbbeeeeesannbnees 20 -
Other liabilities 15,528 14,369
BOTTOWINGS ..ottt etttk 4kt ekt e ettt et e 2 ket 4k bt e 4kt ee1H R et e ehE et e a et e e e e b et e e e e e e et e e b e e b e e - 96
(I E o 1] = PSPPSR 15,569 14,628
Elimination within Arion BanK GIOUP ..........c.coiiiiiiiiiieiiie et (5) (95)
Valitor's CONTrBULION tO the GIOUP ..cco.eiiiiiiiiiiit ittt ettt et e e e e e st e s bne e e 15,564 14,533
(2 To 0] Q2= 11U L= I} Y = 111 (oY PSPPI 8,647 8,507

Sélbjarg ehf., a subsidiary of Eignabjarg ehf.

Sélbjarg ehf. is a holding company of the former TravelCo hf. tour operator group which included Terra Nova Sél ehf., Heimsferdir ehf. and
TravelCo Nordic/Bravo Tours. In Q1 2020 Soélbjarg completed the sale of Terra Nova S6l ehf. A sales and purchase agreement was
signed with Ferdaskrifstofa Islands ehf. in December 2020 for the sale of all operations of Heimsferdir ehf. The sale is subject to the
approval of the Icelandic Competition Authorities. Pending the approval, Sélbjarg will be a minority shareholder in Ferdaskrifstofa islands
ehf. Sélbjarg ehf. completed the sale of its 59.4% share in the danish operator Bravo Tours 1998 A/S in Q4 2021.
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29. Assets and disposal groups held for sale and associated liabilities, continued

Stakksberg ehf., a subsidiary of Eignabjarg ehf.

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

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

In January 2022 a letter of intent was signed with a potential buyer for this asset and due diligence is in progress which is expected to be
completed by mid-year. What the result of the due diligence will be is as yet unknown.

30. Other assets

2021 2020

Property and EQUIPMENT ..ot ettt et e st e et e e b e s e s e e e et et e e s re e st e e e e nreeneeeeanes 4,298 4,792
RIGNT O USE @SS ...ttt ettt b e s ae e s e e e e e e e e st e e e e e et e e e e s eeesaeeseeeeaneas 823 754
ACCOUNES TECERIVADIE ...ttt ettt tessasannnnes 5,104 5,222
UNSEtHIed SECUIMIES trATING ......eeeiiiieiiii ettt et ettt e ettt e ettt e ettt e ebe e e e be e e ettt e e snbeeennbeeeaneeeas 5,113 3,888
Investment for life assurance policyholders where risk is held by policyholder ...............ccccooiiiiiiiiiiiie 1,281 1,141
10 gL [ VA= TET =] £ SRR ROTPROPPRN 3,282 2,821
(@] g T = 1YY= £ 19,901 18,618
Property and equipment Real Equip- Total Total
estate ment 2021 2020

Gross carrying amount at the beginning of the year .............cccoccoiiiiiiii s 4,608 7,464 12,072 12,324
AdItIONS ... . - 583 583 1,115
DiSPOSAIS .....ooouvieiiiiiieiie it . (641) (70) (711) (1,366)
Gross carrying amount at the end of the year .........cccuveviiiiiiiiii s 3,967 7,977 11,944 12,073
Accumulated depreciation at the beginning of the year ...........cccccvieiiiiic e (1,959) (5,322) (7,281) (7,081)
(DT o] (=Tl = (T PP PPPPR PP (97) (468) (565) (617)
DISPOSAIS ...ttt e bbbt e e e e bt e e e et bbreaeeaans 173 27 200 417
Accumulated depreciation at the end of the year ...........ccoccoiiiiiiiii e, (1,883) (5,763) (7,646) (7,281)
Property and @QUIPMENT ......oiiiiiiiiie ettt et a e e 2,084 2,214 4,298 4,792

Arion Bank Consolidated Financial Statements 2021

The official real estate value (Registers Iceland) amounted to ISK 4,097 million at the end of the year (2020: ISK 4,561 million) and the
insurance value amounts to ISK 7,489 million (2020: ISK 8,856 million).

Right-of-use asset 2021 2020
Balance at the beginning Of tNE YEAI .........c..oii i s 754 902
NEW [EASE AUIEEIMENES .....eiiiuiiieiiti ettt ettt ettt e st e e a bt e ettt et ettt e oa b et e 4a ket ook et e e e et e e e e e e ea et e aab et e e bbe e e nbbe e e nnteeennneeens 185 9
Lease agreements terMINALEM .............ooiiiiiiiiiiiii et e e e s e e e e e ene e - (42)
L1011 o PSPPI 18 18
[DL=T T =Tt =1 T o PP P RSP PPRO (134) (133)
RIGNT-OF-USE @SSEL ..eiiiiiiiiiiiie ettt oot e e e e et e e e e et b et e e e e e e aab bt e e e e e sbb bt e e e e aenbbbeeaeesssbbeeeeeesansbneaeeann 823 754

Right-of-use asset consists of real estates for own use.
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31. Other liabilities

2021 2020
ACCOUNTS PAYADIE ...ttt ekt e ket e kbt eea et e et e e et b e e eabe e e e et eebr e e aba e e 818 850
UNSettled SECUIIES trATING ......eeeiiiieiiiie ettt b ettt e ettt e e bt e e bt e e kbt e e sab e e e snbeeeaneeeas 1,259 272
Depositors' and INVESOrs' GUArant@e FUNG ..........c..eiiiiiiiiiie ettt ettt ettt e e e e s 138 131
LT a T TTor= T o T ( 0 1Y/ o o SO PUPR PRSPPI 18,170 16,152
Technical provision for life assurance policyholders were investment risk is held by policyholder ...............ccccceeouee 1,281 1,141
Withholding tax 810 790
BANK [BVY .ttt e b bR e Rt h bt e ah bt e h et e e hb e e e e a bt e e an b e e e anbe e bne s 1,516 1,301
P oo (0 =To =y o 1=T LY T O PP OP PSPPSRI 4,200 2,888
(T o o [T ToTo ] 131 PR PP RPN 1,476 1,516
Impairment Of Off-DAIANCE TEEMS ... ettt e et e et e e et e e eneeeennneeennee 711 1,062
LEASE NHADIILY ...t ettt ae e 878 787
10T [V 1= Lo 1111 PSPPI 5,894 5,824
(@ (gL T Lo TR A=Y PPN 37,151 32,714
Technical provision Technical Reinsurers' Total Technical Reinsurers' Total
provision share 2021 provision share 2020
Claims reported and loss adjustment expenses .............cccccece.e 9,473 (110) 9,363 8,428 (149) 8,279
Claims incurred but not reported .............cccocovviiiiiiinenceeeee 2,021 (64) 1,957 1,691 (82) 1,609
Claims oULSTANTING ..oveiviiiiiiiee e 11,494 (174) 11,320 10,119 (231) 9,888
Provision for unearned premiums . . 6,676 (12) 6,664 6,033 (©) 6,026
Own technical ProvisSion .........cccccoeiieiicniiinee e 18,170 (186) 17,984 16,152 (238) 15,914

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

Lease liability 2021 2020
Balance at the beginning Of the YA ..ot 787 914
New and amended [€aSE AgIrEEMENTS ...........cciiiiiiiiiii ettt ettt e e s e s e st e e e e sreeseeeseneesnas 183 9
Lease agreements terMINALEM ...........couiiiiiiiii ettt s e s e e e s ee e e e ne e e e e neesneesaee e - (43)
INAEXALION ...ttt h e et s et et e b e e s E e e e e e e e et e R e e et e e e e he e et e e e e he e e e e e e e nneeas 31 25
INEEIESE EXPEINSE ..ottt e e e e e e e e e e e e e e 20 42
LEASE PAYMENLS ...ttt h e e b e e e et e e e e e e s e s n e e e e e na e (143) (160)
Lease liability 878 787
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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32. Borrowings
First Maturity

Currency, original nominal value issued Maturity type Terms of interest 2021 2020
ARION CBI 21, ISK 10,220 million ....... 2014 2021 At maturity Fixed, CPI linked, 3.50% ............... - 10,576
ARION CB 22, ISK 46,720 million ........ 2015 2022 At maturity Fixed, 6.50%0 ........ccccovveriiieiiiienins 31,508 28,443
ARION CB 24 ISK 40,180 million ......... 2019 2024 At maturity Fixed, 6.00%0 ........ccccoveiiiieiiineennns 26,004 16,857
ARION CBI 25, ISK 37,940 million ....... 2017 2025 At maturity Fixed, CPI linked, 3.00% ............... 43,341 41,576
ARION CBI 26 ISK 15,460 million ........ 2019 2026 At maturity Fixed, CPI linked, 2.00% ............... 17,747 17,030
ARION CBI 29, ISK 25,220 million ....... 2014 2029 At maturity Fixed, CPI linked, 3.50% ............... 29,902 28,561
ARION CBI 48, ISK 11,680 million ....... 2018 2048 Amortizing Fixed, CPI linked, 2.50% .. 11,017 10,721
ARION CB EUR 300 million * .............. 2021 2026 At maturity Fixed, EUR 0.05% .........cccceevvrennns 43,624 -
S o (U] (o] YA oT o V=T =Yoo o T o K- SO URR PRSI 203,143 153,764
EUR 500 million * ......cccoovivieeiiieeiieeens 2016 2021 At maturity Fixed, 1.625% ........ccccveevvreeiiirennns - 31,071
EUR 13 million .....cccovvvviiiiieeiiie e 2019 2021 At maturity Floating, 3. EURIBOR +0.58% ....... - 2,030
NOK 750 million .....c.ceevvveeviieeiiieeenen. 2019 2022 At maturity Floating, NIBOR +1.82% ............... 11,096 11,207
SEK 150 million .......cccvvveeiiiiiiiiiiineennns 2019 2022 At maturity Floating, 3 month STIBOR +1.33% 2,159 2,338
NOK 250 million .....c.ceevvveeviieeiireeenen. 2017 2023 At maturity Fixed, 3.02% ........cccceeeiveviineennnnn. 3,757 3,798
EUR 300 million * 2018 2023 At maturity Fixed, 1.00% .... 41,491 44,276
EUR 300 million * 2020 2024 At maturity Fixed, 0.625 % 44,021 46,655
NOK 250 million .....c.coevvveeriieeciieenne. 2017 2027 At maturity Fixed, 3.40% ........cccevvvveiiiniennnnn. 3,766 3,808
EUR 300 million * 2021 2025 At maturity Fixed, 0.375% .....ccccovvveeiiiieeiiirennns 43,680 -
ARION 26 1222 GB, ISK 3,640 million . 2021 2026 At maturity Fixed, 4.70% 3,524 -
YT AT o VT Ty =Ted UL g =To I o Yo o -3, 153,494 145,183
0] {01V 7T o L OSSP OPPR PPN 356,637 298,947

* The Group applies fair value hedge accounting to these bond issuances and uses certain foreign currency denominated interest rate swaps as hedging
instruments, see Note 24.

The book value of listed bonds was ISK 357 billion at the end of the period (31.12.2020: ISK 299 billion). The market value of those bonds
was ISK 367 billion (31.12.2020: ISK 317 billion). The Group repurchased no own debts during the year (2020: ISK 54 billion).

33. Subordinated liabilities

First call
Currency, original nominal value Issued Maturity date Terms of interest 2021 2020
SEK 500 million ......ccoevienieniiiiieiiens 2018 2028 22 Nov ‘23 Floating, 3 month STIBOR +3.10% . 7,174 7,765
NOK 300 million ......c.ccevveeieeniciieninne 2019 2029 9Jul'24  Floating, NIBOR +3.65% ................ 4,461 4,508
SEK 225 million .......cccoovviiiiiiiiie 2019 2029 20 Dec 24 Floating, 3 month STIBOR +3.70% . 3,232 3,500
ARION T2I 30 ISK 4,800 million .......... 2019 2030 4Jan'25 Fixed, CPI linked, 3.875% .............. 5,337 5,088
ARION T2 30 ISK 880 million .............. 2019 2030 4Jan'25 Fixed, 6.75% 907 907
EUR 5 million .... . 2019 2031 6 Mar '26  Fixed, 3.24% . 752 794
Tier 2 subOrdiNAted [HADTTITIES ....uu.iiiiiiiiii ettt e e e e et e e e e e e e et e e e e e s e aab s e e e s e erbaans 21,863 22,562
ARION AT1 USD 100 million * ............ 2020 Perpetual 26 Mar '26 Fixed, 6.25% ........c.cccoovverviniieiineanns 13,225 13,498
Additional Tier 1 subordinated Habiliti€S ...........eeeiiiiiiiiiiiiiiieeee e, 13,225 13,498
ST o Lo o [T F= =T I 1= VoL o = SO OUPRY 35,088 36,060

* The Group applies fair value hedge accounting to these bond issuances and uses certain foreign currency denominated interest rate swaps as hedging
instruments, see Note 24.

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

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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34. Pledged assets
Pledged assets against liabilities 2021 2020
Assets, pledged as collateral againSt DOITOWINGS ........ciiiuiiiiiieiiiiiiie ettt e e e e e e s aiaaeeee s 287,449 228,358
Assets, pledged as collateral against loans from credit institutions and short poSitions ............ccccccvvviiiieeeeeiiiieeen. 8,560 8,150
Pledged assets against Habilities .........c..oiiiiiiiii ettt ettt 296,009 236,508
Thereof pledged assets against issued covered bonds held by the Bank ............cccccoeiiiiiiiiiiiiiiii s (43,182) (36,000)

35.

Arion Bank Consolidated Financial Statements 2021

Pledged assets against liabilities on balance 252,827 200,508

The Group has pledged assets against borrowings, both issued covered bonds and other issued bonds and loan agreements. Pledged
loans comprised mortgage loans to individuals. The book value of those borrowings was ISK 203 billion at the end of the year (31.12.2020:
ISK 154 billion).

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

The Group has issued covered bonds amounting to ISK 36 billion that can be used for repo borrowings at the Central Bank of Iceland or
sold if market conditions are favorable (31.12.2020: ISK 30 billion). Pledged assets against those covered bonds are ISK 43.2 billion
(31.12.2020: ISK 36.0 billion).

Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,660 million, with par value of ISK 1 per share. The
holders of ordinary shares are entitled to receive dividends as approved by the AGM and are entitled to one vote per share at

Share Own Share Total Share Own Share Total

capital shares  premium 2021 capital shares  premium 2020
Balance at the beginning of the year ... 1,730 (11) 49,612 51,331 1,814 (41) 53,942 55,715
Share capital reduction .............cceee... (70) 70 - - (84) 84 - -
Purchase of treasury stock .................. - (201) (28,446) (28,647) - (54) (4,326) (4,380)
Employees stock grant .............. . - - - - - - 4) 4)
Balance at the end of the year .......... 1,660 (142) 21,166 22,684 1,730 (11) 49,612 51,331
Own shares / issued share capital ....... 8.54% 0.69%

Based on three share buyback programs authorized by the Financial Supervisory Authority of the Central Bank of Iceland (FSA) in 2021,
Arion Bank bought back own shares for ISK 28,647 million in 2021. At year end ISK 4.3 billion was remaining of the ongoing buyback
program launched in October 2021, which will end no later than 16 March 2022. Buybacks in 2020 were based on authorisation from the
FSA from 2019 and 2020.

At the AGM in March 2021 a motion was passed to reduce the Bank’s share capital by ISK 70 million at nominal value, totalling 70 million
shares, by cancelling the company’s own shares. The reduction was effective 20 April 2021. The company’s share capital was reduced
from ISK 1,730 million to ISK 1,660 million at nominal value, divided into an equal number of shares and with one vote attached to each
share. At the AGM in March 2020 a motion was passed to reduce the Bank's share capital by ISK 84 million at nominal value, totalling 84
million shares, by cancelling the company's own shares.

According to a decision made by the Board of Directors, own shares were allocated to employees in connection with the Bank's IPO and
listing in 2018. In total, approximately 4 million shares were allocated to employees at ISK 75 per share, a total of ISK 295 million. In
accordance with the employees' stock grant programme, an employee who resigned within the vesting period of two years returned the
shares to the Bank. The vesting period ended in June 2020.

Warrants

The warrants reserve represents the consideration received for outstanding warrants. Arion Bank issued 54 million warrants on 9 March
2021. The purchase price of the warrants amounted to ISK 15.6 per warrant, resulting in a total sale price of ISK 842.4 million. The warrant
issuing represents approximately 3% of the Bank's total share capital and the Bank is obliged to issue new shares when the warrants are
exercised. Approximately 48.5% of the total issue was sold to around 150 employees of the Group and 51.5% to professional investors.
The exercise period runs from Q4 2023 to Q3 2024.
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36. Shareholders of Arion Bank 2021 2020
Lifeyrissjodur StarfSManN@ IKISINS ...........iiiiiieiiii ittt e et e st e e sb b e e st e e sbeeeaneee 9.10% 6.03%
(e 1To T 117151 oo (1 ST UP PSPPI 8.83% 9.92%
LifeyriSSjOAUr VEIZIUNAIMIENNA ... ..eiiiiieeiiie ettt ettt ekt e ettt e et e et e e bt e ekt e e sa bt e e sabe e e st e eesnbeeeenneeenane 8.81% 7.46%
ATON DANKI N Lo s 8.54% 0.69%
SHOTIN N, bbb b bt h ettt bttt 4.73% 4.99%
Birta lifeyrissjédur ......... 3.16% 2.83%
FrJAIST TFRYTISSJOUUITNI L.ttt e h e a bt e e ekt e ot et e et e e e b e e e et e eabeeesbeeeabnee s 2.88% 2.73%
Stefnir rekSrarfelag Nif. ... e e 2.88% 2.13%
SEAPT TTEYFISSJOUUF ...ttt e st e e e b e e she e et e e b e e nbe e se e s e e e e e e e enneas 2.71% 2.92%
BIU HFEYTISSJOUU ...ttt sttt et e e e b e e e e e ae e et e e b e e sheesbe e e s e e n e e ss e e s seessneeaneenneas 2.35% 0.63%
TSIANASDANKI NIf. ...ttt bbbttt s s s e s s sttt ettt ettt 2.22% 0.38%
HVAIUE N, et et b bttt h bt h bt b ekt et h ekt ekt e bRttt bttt nne s 2.22% 1.52%
Kvika banki hf. ................. 2.20% 0.63%
AIMENNi TIFEYIISSJOUUIINN ...t r e st e e e r e e s e e s be e s e e san e e e e nnee e 1.33% 0.67%
KVIKB @IGNASTYIING ...ttt sttt ettt e e s h e s he e e et e e b e e s a e e s he e e st e ee e se e e s beeeaeesae e e s e e sreesreeaeneenee e 1.31% 0.98%
BOKSAI €N, ...t a bbbttt bt nee s 1.26% 0.14%
FESta TEYTISSJOUUL ...t s et e e s e e s e e e e e e nr e e nr e e e e e s e e e e e e neeas 1.23% 0.72%
MAINFIISE BANK AG ...ttt sttt r e b e et e et e e b e e e b e e s ee e e as e e ne e s e e e st e e neenneesanesaeeaans 1.19% 1.14%
LIFSVEIK PENSION TUNM ...ttt ettt s ettt r e s e e e e n e e sneesaeesiee e 1.07% 1.37%
Lifeyrissjédur Vestmannaeyja 0.98% 1.13%
EALON VANCE FUNGS ...ttt et e e b s e e s e e e e sreeneeesaneeaneeaneeas 0.61% 2.11%
TaCONIC CAPILAl AUVISOTS ...ttt ettt r e st b e s e s e e e e e b e e seeesee e e e e reesreesseesaneaans 0.00% 23.22%
Sculptor Capital MANAGEMENL ........c.c.iiiiiiiieiii ittt s r e st e e sb e e e e st e e s e e beesaeesee e e reenreeneeeeanas 0.00% 6.12%
LaNSAOWNE PAMNETS ...ttt ettt sttt e e e e a e e e h e e s ae e e e e b e e s ee e see e e e e e n e e e e e sseesanesseeasneeneesree e 0.00% 1.12%
Other shareholders with less than 1% Shareholding .............ccooiiiiiiiii e 30.39% 18.43%

100.0% 100.0%

In 2021 the Bank’s largest shareholder, Taconic Capital Advisors, sold its entire 23.22% shareholding in the Bank to a diverse group of
investors, mainly Icelandic pension funds, fund managers and other domestic investors.

At the end of the year the Bank's employees held a shareholding of 0.51% in Arion Bank (31.12.2020: 0.53%). The Board of Directors and
the members of the Bank's Executive Committee shareholding is as follows:

2021 2020

Warrants / Number Number

options of shares Warrants  of shares

Steinunn Kristin ThOrdardOttir, DIFECLOT ...........uuuverrrrirreieerrieeeeereeeeereeeereeereeeerreeeeeeeeeeeeeaeaees - 12,000 - -

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

Benedikt GISIason, CEO .........iiiiiiiiiiiieeeeiiiee ettt e e e e e e s nbba e e e e e e 992,953 2,300,000 - 2,300,000

Seven members of the Executive Committee (2020: seven) 4,482,724 1,633,076 - 1,633,076
Other members of the Board of Directors do not hold shares or warrants in Arion Bank.

Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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37. Legal matters

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

Contingent liabilities
Legal proceedings regarding damages

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

Consumer Association’s class-action lawsuit

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

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

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

Administrative fine from Central Bank of Iceland

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

Other legal proceedings

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

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

38. Events after the reporting period

No event has arisen after the reporting period and up to the approval of these Consolidated Financial Statements that require additional
disclosures.
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39. Commitments
Financial guarantees, unused credit facilities and undrawn loan commitments 2021 2020
FINANCIAI QUATANTEES ....eiiiiiiiiiiie ettt e ettt e e e ettt e oo 4ot b et e e oo ab et e e e e e s b bt e e e e e s bbbt e ee e s anbbbeeeeeeannnrees 15,858 20,857
{8V Y= To W AVZ=T o =\ 1 £SO 63,108 49,164
Undrawn 10an COMMUIEMENES .....uueiiiiiiiiiiiiei et e e e e e eeeeaaaes 108,691 64,055
Financial guarantees, unused credit facilities and undrawn loan cOmmItMENtS .........ccccocvveiiiieniieenieeeneene 187,657 134,076
40. Assets under management and under custody
YT g To (=T g g Fo T aF= Vo T=T 44 1= o | SO RTPRPRPY 1,351,573 1,130,978
YT gl (=T oD 1] (o o | PP UPRPPR 1,148,203 934,967

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

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

Related party

41. Related party

At year end 2020 the Group defined a related party relationship with the largest shareholder of Arion Bank, Taconic Capital. In 2021
Taconic Capital sold its entire shareholding in Arion Bank to a diverse group of investors. At the end of December 2021 no shareholder
was defined as related party with an influence over the Group.

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

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

Balances with related parties Net
2021 Assets  Liabilities balance
Board of Directors and key Management personnel ............cccoceeiieiieniiiiieiie e 139 (284) (145)
Associates and other related PArtIES .........cccooiiiieiiiiii e 530 (311) 219
Balances With related PArties .........occuuiiiiiiiiiiiii et e e e e s e e e e e anaaes 669 (595) 74
2020
Board of Directors and key Management PErsONNE| ..........c..eeiiiiiiiiiiieiiiiiiiiee et 172 (575) (403)
Associates and other related PArtIES .........ccoooiiiieiiiiii e - (112) (112)
Balances With related PArtie€S .........ooiiiiiiiiiei e 172 (687) (515)
Transactions with related parties Interest Interest Other Other
2021 income  expense income expense
Board of Directors and key Management PersOnNel ...........ccccocveeeiiieiiiieiniieeniee e 25 1) 420 -
Associates and other related Parties ............ovveiiiiiiiiieii e - 1) 5 (1,812)
Transactions wWith related Parties ..o 25 2) 425 (1,812)
2020
Board of Directors and key Management personnel .............ccccceeevviiiiiieiniies e s 8 9 19 (408)
Associates and other related PArties ...........cooviiiiiiiiiieee e - - - (1,565)
Transactions with related Parties ... 8 9) 19 (1,973)
Arion Bank Consolidated Financial Statements 2021 Amounts are in ISK millions
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Risk management disclosures

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

The Board of Directors is ultimately responsible for the Group's risk management framework and for ensuring that satisfactory risk policies
and governance for controlling the Group's risk exposure are in place. The Board allocates risk management of subsidiaries to the relevant
subsidiary. For the parent company (the Bank) the Board sets its risk appetite, which is translated into exposure limits and targets
monitored by the Bank's Risk Management division.

The Chief Executive Officer (CEO) is responsible for sustaining an effective risk management framework, processes and controls as well
as maintaining a high level of risk awareness among employees, making risk everyone's business.

The Bank operates several committees to manage risk. The Board Risk Committee (BRIC) is responsible for supervising the Bank's risk
management framework, risk appetite and the internal capital and liquidity adequacy assessment processes (ICAAP/ILAAP). The Board
Credit Committee (BCC) is the Bank's supreme authority in matters relating to credit risk exposures, including investments and
underwriting activities. On the management level the CEO has established five primary risk committees. The Asset and Liability
Committee (ALCO) is responsible for managing asset-liability mismatches, liquidity and funding risk, market risk, capital adequacy, and
decides on underwriting and investment exposures. The Operational Risk Committee (ORCO) is responsible for managing operational risk,
which includes information security, financial crimes, regulatory compliance and data management. The Arion Credit Committee (ACC)
administers the Bank's credit rules and decides on the origination of credit while the Arion Composition and Debt Cancellation Committee
(ADC) is the principal authority for debt cancellation, debt restructuring and composition agreements. ACC and ADC operate within limits
set by the BCC. The Sustainability Committee ensures that the Bank's strategy and decision making are aligned with the Bank's
commitments in relation to the environmental, social and governance (ESG) agenda. The committee oversees the Bank's Green Financing
Framework.

The Bank's Internal Audit conducts independent reviews of the Bank's and several subsidiaries' operations, risk management framework,
processes and measurements. Internal Audit discusses its results with management and reports its findings and recommendations to the
Board Audit Committee (BAC).

The Bank's Compliance function is headed by the Compliance Officer. It is independent and centralized and reports directly to the CEO.
The Compliance function manages the Bank's conduct and compliance risk, including risk relating to data protection and financial crime.

The Bank's Risk Management division is headed by the Chief Risk Officer. It is independent and centralized and reports directly to the
CEO. The division is divided into three units: Risk Analysis, which is responsible for the quantification of risk on a portfolio level, including
risk modeling and reporting; Risk Monitoring and Framework, which facilitates and monitors the management of risk and controls in the
first line of defense; and Credit Analysis, which supports the Bank's credit transaction process and participates in credit decisions. The
Bank's Security Officer and the Bank's Pension Risk Officer are part of the Risk Management division.

Arion Bank is a small bank in international context but classified as systemically important in Iceland. The Group operates in a small
economy which is subject to sectoral concentration, fluctuations in capital flows, and exchange rate volatility. The Group’s most significant
risks are credit risk, concentration risk, liquidity risk, interest rate risk, cyber risk, third party risk and business risk. These risk factors are to
the largest extent encountered within the parent company. Through the Bank's subsidiaries, the Group bears risk arising from insurance
activities, card payment solutions and fund management. Operational risk is the predominant risk for the latter two.

Further information on risk management and capital adequacy is provided in the Pillar 3 Risk Disclosures which are available on the
Bank's website, www.arionbanki.is.
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42. Credit risk

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

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

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

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

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

Exposure to credit risk

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

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

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

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

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

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

Maximum exposure to credit risk and collateral held against different types of financial instruments subject to the impairment requirements
of IFRS 9

Collateral
Maximum Cash and Real Other Total
2021 exposure securities estate Vessels collateral collateral
Cash and balances with Central Bank ...........cccoeeeevviviiieeeeeeniennnnn. 69,057 - - - - -
Loans to credit institutions at amortized COSt .............cveeereerrennnen. 28,156 - - - - -
Loans to customers at amortized COSt ...........ceeeereiiiiiiiiieneeerennnnn, 936,237 29,159 704,442 42,797 85,030 861,428
INAIVIAUAIS ..t 526,498 712 481,088 15 15,139 496,954
Corporates .............. . 409,739 28,447 223,354 42,782 69,891 364,474
Real estate activities 90,321 329 87,256 - 1,752 89,337
Construction 37,010 486 33,597 48 1,876 36,007
Fishing industry 78,094 1,967 12,850 40,999 21,056 76,872
Information and communication technology . . 16,736 939 1,219 - 1,684 3,842
Wholesale and retail trade ..................... . 65,298 154 49,874 29 9,107 59,164
Financial and insurance activities ... 45,798 24,433 1,814 - 12,877 39,124
Industry, energy and manufacturing . 27,919 7 15,206 - 11,040 26,253
Transportation ................ . 14,162 - 1,556 1,556 3,395 6,507
Services ..... . 17,269 119 8,559 143 6,235 15,056
Public sector ..... . 6,918 13 2,120 7 193 2,333
Agriculture and forestry 10,214 - 9,303 - 676 9,979
Other assets with credit risk ...........cccoeeeiiiiiiiiiiii s 12,721 - - - - -
Financial guarantees ...........c.ccovuveiiiiieieeeee e 15,858 1,184 5,618 41 3,888 10,731
Undrawn loan commitments and unused overdrafts ................... 171,799 - - - - -
Fair value through OCI .........cooiiiiiiiiiiieeeeceee e 133,825 - - - - -
Government bonds 112,824 - - - - -
Bonds issued by financial institutions and corporates .............. 21,001 - - - - -
Balance at the end of the year .........ccccvvvveiiiiiiiiiiecc s 1,367,653 30,343 710,060 42,838 88,918 872,159
2020
Cash and balances with Central Bank ...........ccccceevvieiniieinieennnns 42,136 - - - - -
Loans to credit institutions at amortized COSt .............cceeeereerrinnnnn. 28,235 - - - - -
Loans to customers at amortized COSt ........c.coevveeriieeriiieiiieenine 822,941 19,233 599,938 43,338 82,881 745,390
INAIVIAUAIS . 433,336 52 393,680 8 12,335 406,075
COIPOFALES ....eiieeiiitiiii et e e e 389,605 19,181 206,258 43,330 70,546 339,315
Real estate activities .. . 76,617 195 62,157 19 1,117 63,488
Construction ........ .. 51,271 78 48,296 46 1,795 50,215
Fishing industry 81,582 244 13,655 41,206 25,665 80,770
Information and communication technology .... 20,810 44 5,184 - 4,693 9,921
Wholesale and retail trade 51,599 274 38,600 25 10,220 49,119
Financial and insurance activities ... 35,749 18,295 3,267 - 9,606 31,168
Industry, energy and manufacturing 31,193 14 16,214 - 12,520 28,748
Transportation 12,740 1 744 1,875 2,340 4,960
Services 13,175 33 8,615 152 1,998 10,798
Public sector 6,786 3 2,103 7 228 2,341
Agriculture and fOreStry ........ccoovvevieieeiieieee e 8,083 - 7,423 - 364 7,787
Other assets with credit risk .........ccoooeiiiiiiieeeeeees 9,667 - - - - -
Financial QUArantees ...........cccoouveerieeiiiiieeeeee et 20,857 6,200 6,255 35 2,374 14,864
Undrawn loan commitments and unused overdrafts .. . 113,219 - - - - -
Fair value through OCI .........ccoiiiiiiiiiiicceece e 137,655 - - - - -
Government bonds 122,743 - - - - -
Bonds issued by financial institutions and corporates ............ 14,912 - - - - -
Balance at the end of the year .........cccceveiviiiiiii s 1,174,710 25,433 606,193 43,373 85,255 760,254
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42. Credit risk, continued

LTV ratio for residential mortgage lending

The following table describes the loan to value (LTV) and impairment status of the Group's mortgage loan book to individuals. LTV is
calculated as the ratio of the gross carrying amount of the loan to the value of the collateral without adjusting for possible costs of
obtaining and selling the collateral.

2021 2020

Gross Thereof Gross Thereof

carrying credit carrying credit

amount  impaired amount impaired

LESS ThaN 5OD0 ...eeeveieeeiiiie ettt ettt et e et e e et e e et ee e ta e e e s tbe e e anbeeeanbeeennseeennneeennneeennee 137,392 1,194 117,591 883
BO-T0U0 vecvveee et e et e et e et e e ettt et et e ba e e e t— e e e eaaeeetaeeaaaaeeabteeeetbeeeabeeearaeeanen 233,904 1,975 169,206 1,559
T0-90Y0 ...t e et ettt et — ettt e et e e et e e e at e e e bt e e e bbe e e nEbe e e nrbeeennraeennaee s 88,276 1,112 84,899 810
901000 ..veeeeveeeietee ettt e et e e et e b e et —e e e et— e e e a—eea—e e e e beeeabaeeataeeaaeeeatraeeare 1,821 209 3,170 216
00 0L S USSP OTRRP 753 50 1,004 111
More than 110% .. 1,716 - 2,609 177
NOT CIASSIFIEA ...ttt e e st e e e et e e e e e e nbbeeeeeenns 33 - 75 -
Balance at the end Of the YEar ........cooiiiiiiiiei e 463,895 4,540 378,554 3,756

Collateral for financial assets in stage 3

At the end of the year, the gross carrying amount of assets in stage 3 was ISK 17,703 million (31.12.2020: ISK 21,606 million) with ISK
14,421 million in collateral (31.12.2020: ISK 16,097 million), thereof ISK 12,875 million in real estate (31.12.2020: 14,790 million).

Collateral repossessed

During the year, the Group took possession of assets due to foreclosures. The total value of real estate the Group took possession of
during the year and still holds at the end of the year is ISK 422 million (31.12.2020: ISK 330 million) and ISK 34 million in other assets
(31.12.2020: ISK 4 million). The assets are held for sale, see Note 29.

Large exposures

A large exposure is defined as an exposure to a group of financially related borrowers which is equal to or exceeds 10% of the Group's
Tier 1 capital according to the Financial Undertakings Act No. 161/2002 and Regulation No. 233/2017 on Prudential Requirements. The
definition changed on 28 June 2021 with the adoption of CRR Il in Iceland, which specifies Tier 1 capital as benchmark instead of eligible
capital. The legal maximum for individual large exposures is 25% of Tier 1 capital, net of eligible credit risk mitigation.

The Group had one large exposure at the end of the year, totaling ISK 19.9 billion (11,5% of Tier 1 capital) before taking into account
eligible credit risk mitigation (31.12.2020: one large exposure of ISK 20.9 billion or 10.4% of Tier 1 capital). The total exposure is ISK 19.7
billion (11.4% of Tier 1 capital) after taking into account eligible credit risk mitigation.

Credit quality

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

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

Exposures that are 'Unrated' are typically due to newly formed entities, entities for which the Bank's rating models are not applicable or no
external rating is available.
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42. Credit risk, continued
Credit quality profile for financial instruments subject to IFRS 9 impairment requirements Financial
Cash and Loans to instru-
2021 balances credit ments at

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

INVESTMENT GIAUE ...ttt e et e e e ettt e e e s e s bbbt e e e e s s bbb et e e e e nnsbne e e e e ennnbeeeeas 69,057 28,125 133,838
NON-INVESIMENT GFAAE .....eeiiiiiiiiiee ittt et ettt e et e e et e e ettt e e e e sbeeesbaeeeneee - 31 -
GrOSS CAITYiNG @IMOUNT coooiiiiiiiie ittt ettt e et e e e e e bbb et e e e e bbbt e e e s e bbb e et e e e s aneb b e e e e e e annabeeeeesensbbeeeees 69,057 28,156 133,838
LOSS @IOWAINCE ...ceeiiiiiiiiie ettt et e et e e e et e e e e e e n bbbttt e e e e R bbbt e e e e et a e e e e e e eas - - (13)
Book value 69,057 28,156 133,825
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk Class 0 - (Grades AAA 10 A=) ...ttt 163,670 3 - 41 163,714
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccoooiiiiiiiiiiiiiiiiee i 348,912 - - 12 348,924
Risk class 2 - (Grades BB+ 10 BB-) ........ccceviiiiiiiiiieiiiee et 218,228 21,582 - 105 239,915
Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuiiiieiiiiiiiiieeiiiiiieee e e e 128,930 43,034 - 35 171,999
RISK ClaSS 5 = (DD) ...veteiutiieiiieeeiiee ettt ettt sttt e et e et e e eennneeeneee - - 17,469 236 17,705
Unrated .......ccccceeeennne . 1,188 392 - - 1,580
GroSS Carrying @mMOUNT ......ceiiiieeiiieeiiieesieeeeiee et e et e et e s e e e e enees 860,928 65,011 17,469 429 943,837
LOSS AlIOWANCE ...t (1,313) (1,806) (4,480) 1) (7,600)
BOOK VAIUE ..ottt ettt e st e e et e e e e e e 859,615 63,205 12,989 428 936,237

Loans to customers - Individuals

Risk class 0 - (Grades AAA 10 A=) .ooooiuiiiiiieiiiiiieee et 120,152 - - 41 120,193
Risk class 1 - (Grades BBB+ to BBB-) .. ... 276,228 - - 12 276,240
Risk class 2 - (Grades BB+ t0 BB-) .......cccueeiiiiiiiiiieeiiiiiiicee et 88,083 6,963 - 105 95,151
Risk class 310 4 - (Grades B+ 10 CCC-) .....oooviiriiiiiiiiieiie e 23,961 6,394 - 35 30,390
RISK ClaSS 5 = (DD) .uvvveiuiiieiiiieeiiieeeiieeesiteesstee e stte e snbeeesnaeeesnaeeesnsaeesnneeennns - - 5,947 236 6,183
L83 T= (=T [ SRR PRSRRIN 4 225 - - 229

Gross carrying amount .. 508,428 13,582 5,947 429 528,386

Loss allowance ............. . (490) (246) (1,151) Q) (1,888)
BOOK VAIUE ..ottt 507,938 13,336 4,796 428 526,498

Loans to customers - Companies and sovereign

Risk class 0 - (Grades AAA 10 A=) ...t 43,518 3 - - 43,521
Risk class 1 - (Grades BBB+ t0 BBB-) ........ccccooiiiiiiiiiiiiiiiee i 72,684 - - - 72,684
Risk class 2 - (Grades BB+ 10 BB-) ........cc.ceeiiiiiiiieiiiie e 130,145 14,619 - - 144,764
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuuvieiiiiiiiiieeiiiiiieeeeeiiiieeee e 104,969 36,640 - - 141,609
RISK ClaSS 5 = (DD) ...vveeiuiiieiiiie ettt ettt ettt e e e e - - 11,522 - 11,522
L8731 2= =T [PPSR PUUPRPRON 1,184 167 - - 1,351
GroSS Carrying @mMOUNT ......ouviiiieeiiiiiiie e e neee e 352,500 51,429 11,522 - 415,451
LOSS @lIOWANCE .......vviiiiiieiie e (823) (1,560) (3,329) - (5,712)

Book value 351,677 49,869 8,193 - 409,739

Loan commitments, guarantees and unused credit facilities

Risk class 0 to 1 (Grades AAA to BBB-) ... 106,445 - - - 106,445
Risk class 210 4 (Grades BB+ t0 CCC-) ..ooovviiiiiiiiiiiiiiiiee it 65,119 5,479 1,614 - 72,212
L8141 = =T PSSP PUPT PP 8,703 297 - - 9,000
NOMINGAL oo 180,267 5,776 1,614 - 187,657
LOSS @lIOWANCE ......eeiiiiiieiec e (293) (91) (344) - (728)
Nominal €SS 0SS AllOWANCE ......uuuiiiiiiiiiiieee e 179,974 5,685 1,270 - 186,929
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42. Credit risk, continued
Financial
Cash and Loans to instru-
2020 balances credit ments at

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

V= =T 0L A = Lo [ PP PP PP 42,136 21,238 137,667
NON-INVESTMENT GIAAE .....eeiiiiiiiiiii ettt ettt e e et e e e e s bbb e et e e e s e bbb e e e e e esabb e e e e e sanbbbeeeeesnanennes - 7,098 -
GrOSS CANTYING @MOUNT ...eiiiiiie ittt ettt ettt et e e e bt e e et e e aab et e et et e e kbt e e abb e e e bt e e e b e e enneeenbneeennneas 42,136 28,336 137,667
[0TSR U o1V g ot TSP PRR PP - (101) (12)
Book value 42,136 28,235 137,655
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA t0 A-) .oooiiiiiiiiieeiiiiiiee e 147,816 207 - - 148,023
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccoeeiiiiiiiiiieiee e 274,237 2,093 - 40 276,370
Risk class 2 - (Grades BB+ t0 BB-) ......cccuuviiieiiiiiiiiee et 174,857 28,364 - 54 203,275
Risk class 310 4 - (Grades B+ 10 CCC-) .....oiviiiiiiiiieiiiieiiiee e 83,702 98,619 - 153 182,474
RISK CIASS 5 = (DD) ..iieiiiuiiiiiiee et ettt e e e e e e e s esbaee e e e e e - - 21,297 310 21,607
L84 T= =Y PRSPPI 2,641 608 - - 3,249
GrOSS Carrying @mMOUNT ...cooiiivieiieeiiiiiiie e e e et e e e e s ettt e e e s sebbb e e e e s snbeeeeeeasnnes 683,253 129,891 21,297 557 834,998
Loss allowance . . (1,844) (3,305) (6,824) (84) (12,057)
BOOK VAIUE ...ttt e et e e e e et e e e e s s aaeaeeennes 681,409 126,586 14,473 473 822,941
Loans to customers - Individuals
Risk class 0 - (Grades AAA 0 A-) ....oooiiiiiiiieiee e 107,395 207 - - 107,602
Risk class 1 - (Grades BBB+ t0 BBB-) .......ccccooiiiiiiiiiiiiiiiieeniiiiicee s 210,503 1,292 - 40 211,835
Risk class 2 - (Grades BB+ to BB-) ..... . 75,261 6,865 - 54 82,180
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuuvieiiiiiiiiieeiiiiiiieeeesiiieeee e 19,531 8,940 - 153 28,624
RISK ClaSS 5 = (DD) ...vvveiitiieiiiee ettt ettt sttt e e e s e e e - - 5,149 310 5,459
L8191 7= =T [PPSR PTPPPPRON 109 2 - - 111
GroSS Carrying @mMOUNT ......ceiiuiieiiieeiireeeieee et ee s e s et e e e e sneeeennees 412,799 17,306 5,149 557 435,811
LOSS @lIOWANCE ....eeeiiiiiiiiie ettt e e e e anaae e e (807) (395) (1,189) (84) (2,475)
Book value 411,992 16,911 3,960 473 433,336
Loans to customers - Companies and sovereign
Risk class 0 - (Grades AAA 10 A=) .oooiiiiiiiee ittt 40,421 - - - 40,421
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccoveiiiiiiiiiiiiieiee e 63,734 801 - - 64,535
Risk class 2 - (Grades BB+ t0 BB-) .......cccueeieiiiiiiiieeiiiiiiicee et 99,596 21,499 - - 121,095
Risk class 310 4 - (Grades B+ 10 CCC-) .....oooiiiiiiiiiiienieieeeee e 64,171 89,679 - - 153,850
RISK CIASS 5 = (DD) .eeeeiiiiiiiiieeeiiiiie ettt et e e e sniaeeee s - - 16,148 - 16,148
[0 a1 (=T o NN 2,532 606 - - 3,138
GrosSsS Carrying amOUNT .......ooouiiiiiiieiiiee ettt 270,454 112,585 16,148 - 399,187
LOSS @lIOWANCE ...ttt (1,037) (2,910) (5,635) - (9,582)
BOOK VAIUE ...ttt e e a e e st e e e earaaea e 269,417 109,675 10,513 - 389,605
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 - (Grades AAA 10 BBB-) ......cccoiiiiiiiiiiieeee e 62,426 590 - - 63,016
Risk class 2 to 4 - (Grades BB+ to CCC-) ... . 43,550 17,530 1,435 - 62,515
[ (Yo N 8,543 2 - - 8,545
[N (o] 111 - U PRSP PPR PP 114,519 18,122 1,435 - 134,076
LOSS @lIOWANCE ...ttt (239) (577) (171) - (987)
Nominal less loss allowance 114,280 17,545 1,264 - 133,089
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42. Credit risk, continued
Sector split, gross carrying value and loss allowance for financial instruments subject to IFRS 9 impairment requirements
Stage 1 Stage 2 Stage 3
Gross Gross Gross
Carrying Loss  Carrying Loss Carrying Loss Book
2021 amount  allowance amount  allowance amount allowance value
Loans to credit instit., securities & cash ............cccceu.... 231,051 (13) - - - - 231,038
Loans to individuals ...........ccceerieeiiieeiniieeiee e 508,428 (490) 13,777 (246) 6,181 (1,152) 526,498
MOTGAGE ..ot 450,305 (127) 9,055 (84) 4,536 (228) 463,457
Oher .o 58,123 (363) 4,722 (162) 1,645 (924) 63,041
Loans to corporates and SOVereign ...........cccveeeeeviivnnns 352,500 (823) 51,429 (1,560) 11,522 (3,329) 409,739
Real estate activities .........ccocvveviiieiiiieiiiee e 80,318 (160) 7,092 (45) 3,472 (356) 90,321
CONSIIUCLION ...eveiciiicee e 34,382 (49) 2,411 (24) 317 27) 37,010
Fishing iNAUSETY .....oovvveiiiieiieeeee e 69,632 (58) 8,193 (199) 653 (127) 78,094
Information and communication technology ............ 15,949 (58) 792 (39) 128 (36) 16,736
Wholesale and retail trade ............c.coccoociiiiinienne 46,824 (162) 17,362 (1,032) 3,420 (1,114) 65,298
Financial and insurance activities .............ccccoeeuveen. 37,275 (135) 8,411 (45) 733 (441) 45,798
Industry, energy and manufacturing ... .. 25,937 (49) 1,900 (10) 170 (29) 27,919
TransSpPOrtation ..........eeveeviiivieeeeeiiiiee e e e e 12,474 32) 1,065 2) 1,649 (992) 14,162
SEIVICES ittt 14,125 (70) 2,796 (153) 721 (150) 17,269
PUDIIC SECLOT ..o 6,499 (29) 343 4) 110 1) 6,918
Agriculture and forestry ..........cccocevieiieiicniinee. 9,085 (21) 1,064 7) 149 (56) 10,214
Balance at the end of the year ..........cccccvvviiiiinnnns 1,091,979 (1,326) 65,206 (1,806) 17,703 (4,481) 1,167,275
2020
Loans to credit instit., securities & cash .............ccce.... 208,139 (113) - - - - 208,026
Loans to individuals .. 412,799 (807) 17,554 (395) 5,458 (1,273) 433,336
MOTGAGE ..ottt 360,964 (365) 13,833 (141) 3,756 (174) 377,873
Oher .o 51,835 (442) 3,721 (254) 1,702 (2,099) 55,463
Loans to corporates and SOVereign ...........ccveeeeevinivnnns 270,454 (1,037) 112,585 (2,910) 16,148 (5,635) 389,605
Real estate activities ..........ccccooereiiiiiieieceee 53,092 (155) 23,345 (376) 1,265 (554) 76,617
CONSIIUCLION ..ot 25,483 (221) 26,021 (200) 235 (45) 51,273
Fishing induStry .........cccooveiiiiiiiee e 73,520 (232) 7,832 9) 675 (204) 81,582
Information and communication technology ............ 20,131 (31) 680 (66) 170 (74) 20,810
Wholesale and retail trade ............cccoccoociiiiinennne 14,917 (54) 30,925 (1,459) 8,851 (1,581) 51,599
Financial and insurance activities .............ccccoeevueen. 27,835 (132) 7,791 (102) 703 (346) 35,749
Industry, energy and manufacturing ................c....... 25,653 (70) 5,253 (132) 1,214 (725) 31,193
TransPOrtation ...........cceevueieniieeeniieeeie e 9,910 (40) 2,846 (155) 1,166 (987) 12,740
SEIVICES oieieeeieie ettt 6,357 (26) 6,775 (387) 1,284 (828) 13,175
PUDIIC SECLOT ....cvviiiiiiiieiieeeec e 6,429 (40) 282 4) 164 (45) 6,786
Agriculture and forestry ...........ccccceeviiiiiiieiiieenenn, 7,129 (36) 835 (20) 421 (246) 8,083
Balance at the end of the year .........ccccccoeviiiinnnnnns 891,392 (1,957) 130,139 (3,305) 21,606 (6,908) 1,030,967
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42. Credit risk, continued

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

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

Net remeasurement of loss allowance

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

New financial assets, originated or purchased

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

Derecognitions and maturities

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

Write-offs

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

2021
Impairment loss allowance * Stagel  Stage2  Stage 3 POCI Total
Balance at the beginning of the year .........c.cccccoiiiii e (2,083) (3,882) (6,995) (84) (13,044)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) (1,741) 1,465 276 - -
Transfers to Stage 2 (lifetime ECL) 202 (293) 92 Q) -
Transfers to Stage 3 (credit impaired financial assets) ............cccccoeceeeeens 60 382 (442) - -
Net remeasurement of 10SS allOWANCE ** ..........ccooviiiiiiiiiiiiiieeeeeiee s 3,137 243 (1,332) - 2,048
New financial assets, originated or purchased .............cccoccoviiniiniiiieiiecceee (1,969) (374) (327) - (2,670)
Derecognitions and MAtUItIeS ...........cccoviiiiiiieiie s 782 552 1,525 (289) 2,570
WEE-0FFS ™% L. i 6 10 2,379 373 2,768
Impairment 10Ss allowance *** ... (1,606) (1,897) (4,824) 1) (8,328)
Impairment loss allowances for assets only carrying 12-month ECL ... (13) - - - (13)
Total impairment loss allowance (1,619) (1,897) (4,824) Q) (8,341)

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

** During the year the loss allowance balance for stage 3 loans was raised by ISK 468 million due to unwinding of interest income.
*** During the year an amount of ISK 2,059 million was written off but is still subject to enforcement activities subject to Icelandic law.
*xx | oss allowance for all assets other than cash, bonds and loans to credit institutions.
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42. Credit risk, continued
Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year .........ccccoccviiiiiiiieeee (1,844) (3,305) (6,824) (84) (12,057)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .....cooviiieiiiieiiiieiieeeeee e (1,585) 1,309 276 - -
Transfers to Stage 2 (lifetime ECL) .......ooccvvvvieiiiiiiiieeeeiiieee e 190 (281) 92 (2) -
Transfers to Stage 3 (credit impaired financial assets) ...........cccceevns 58 377 (435) - -
Net remeasurement of 10SS AllOWANCE ..........ccovvvviiiiiiiiiiiiiiiee e, 2,774 21 (1,164) - 1,631
New financial assets, originated or purchased ............c.ccccovvviiinieeinieeennns (1,481) (267) (327) - (2,075)
Derecognitions and maturities ... . 569 330 1,523 (289) 2,133
WWIIEE-0FFS ..ttt sttt et et e e e e e e e e e ntee e 6 10 2,379 373 2,768
Total loss allowance for 10ans t0 CUSTOMErS .......cooovviiiieieeiiiiiiieeeeiies (1,313) (1,806) (4,480) 1) (7,600)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year .............ccccooiiiiiiiiciee (807) (395) (1,189) (84) (2,475)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....cccevveeiviiiiiiineeiiiiiieeeeees (614) 454 160 - -
Transfers to Stage 2 (lifetime ECL) .......ccccevieiiiiieiieeeeeeee 112 (162) 51 1) -
Transfers to Stage 3 (credit impaired financial assets) .... 43 157 (200) - -
Net remeasurement of l0ss allowance ............cccccovcviiieniinecscecceen 921 (333) (472) - 116
New financial assets, originated or purchased ...............ccoocvvvieeiiiiinnnns (341) (67) (107) - (515)
Derecognitions and Maturities ...........cccocceiiriiniieieeree e 190 90 284 (289) 275
WWIIEE-OFFS ittt 6 10 322 373 711
Total loss allowance for loans to individuals (490) (246) (1,151) 1) (1,888)
Impairment loss allowance for loans to customers - Companies and sovereign
Balance at the beginning of the year ...........cccccoiiiiiiiicce (1,037) (2,910) (5,635) - (9,582)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....ccvvvveeiiiiiiiiiieeeiiiieeeeeee (971) 855 116 - -
Transfers to Stage 2 (lifetime ECL) .......cccccoevieiiiniiiieeeeee 78 (119) 41 - -
Transfers to Stage 3 (credit impaired financial assets) .................. 15 220 (235) - -
Net remeasurement of l0Ss allowance ...........cccoccovcveiiinieniccicceen 1,853 354 (692) - 1,515
New financial assets, originated or purchased .... (1,140) (200) (220) - (1,560)
Derecognitions and Maturities ..........cc.coeeviieeiiieeeniee e 379 240 1,239 - 1,858
WWIEE-0TFS L.t e e e e e e e aaaaaas - - 2,057 - 2,057
Total loss allowance for loans to companies and sovereign ......... (823) (1,560) (3,329) - (5,712)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year .............ccocoiiiiicie (239) (577) (a71) - (987)
Transfers
Transfers to 12-month ECL ......c.coviiiiiiiiiiiicceee e (156) 156 - - -
Transfers to lifetime ECL .........ccccooiiiiiii e 12 (12) - - -
Transfers to credit IMPAIred ..........ccoovviiiiiiiiii e 2 5 (@) - -
Net remeasurement of loss allowance ... 363 222 (168) - 417
New financial commitments originated ............cccevvveiriiiiiiiecne e (488) (107) - - (595)
Derecognitions and Maturities .............cccovieiiiiiiicee e 213 222 2 - 437
Total loss allowance for loan commit., guarantees, unused cr. facilitie (293) (91) (344) - (728)
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2020
Impairment loss allowance * Stagel Stage2  Stage3 POCI Total
Balance at the beginning of the year .........c.ccccoiii e (1,137) (1,166) (7,141) (209) (9,653)
Transfers of financial assets: - - - - -
Transfers to Stage 1 (12-month ECL) ... (3,394) 3,116 278 - -
Transfers to Stage 2 (lifetime ECL) ......oooovieiiiiiiiieeieeeee e 1,052 (1,085) 33 - -
Transfers to Stage 3 (credit impaired financial assets) ...........ccccceveevviinees 82 816 (898) - -
Net remeasurement of 10SS allowance ** ............ccociiiiiieiniee e 2,282 (5,598) (2,773) (20) (6,109)
New financial assets, originated or purchased .............cccccooviiiiiiieiniiiiee e (1,713) (428) (1,067) - (3,208)
Derecognitions and maturities . 756 496 1,882 - 3,134
WWIIEE-0FFS ™% ettt ettt - 2 2,977 149 3,128
Impairment 0SS allowance *** ... (2,072) (3,847) (6,709) (80) (12,708)
Impairment loss allowances for assets only carrying 12-month ECL ................ (113) - - - (113)
Total impairment loss allowance (2,185) (3,847) (6,709) (80) (12,821)

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

** During the year the loss allowance balance for stage 3 loans was raised by ISK 640 million due to unwinding of interest income.
*** During the year an amount of ISK 3,312 million was written off but is still subject to enforcement activities subject to Icelandic law.
*xx | oss allowance for all assets other than cash, bonds and loans to credit institutions.

Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year .........c.cccccooiiiie (974) (921) (7,067) (209) (9,171)
Transfers of financial assets: - - - -
Transfers to Stage 1 (12-month ECL) .....cccooiiiiiiiniieiieeeeeeeeeee (3,109) 2,838 271 - -
Transfers to Stage 2 (lifetime ECL) .......ooccvvvvieiiiiiiiieeeeiiiieee e, 994 (1,027) 33 - -
Transfers to Stage 3 (credit impaired financial assets) ..............ccccc..... 80 812 (892) - -
Net remeasurement of 0SS AllOWANCE ...........cooviiiiiiiiiiiiiiiiee e 2,045 (5,141) (2,626) (20) (5,742)
New financial assets, originated or purchased ..............cccccvvviniiniiiiiceinnne (1,295) (213) (1,063) - (2,571)
Derecognitions and maturities ... . 420 382 1,821 - 2,623
WIHEE-OFFS oo - 2 2,977 149 3,128
Total loss allowance for loans to customers ..........ccoeeeeeeeieeccccccnnnnnnnns (1,839) (3,268) (6,546) (80) (11,733)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ..........ccccccviiiiiiiiiicees (418) (319) (1,601) (209) (2,547)
Transfers of financial assets - - - -
Transfers to Stage 1 (12-month ECL) ....ccvevveeiiiiiiviineeiiiiieeeeees (1,594) 1,451 143 - -
Transfers to Stage 2 (lifetime ECL) .......coccoevieiiinieiieeeeee 520 (548) 28 - -
Transfers to Stage 3 (credit impaired financial assets) .... . 48 333 (381) - -
Net remeasurement of 10SS allowance ............ccccccevviiiiniiiiieeccees 832 (1,393) (721) (20) (1,302)
New financial assets, originated or purchased .............cccccocvveriieennnen. (345) (20) (26) - (391)
Derecognitions and Maturities .............ccccovviiiiiniee e, 151 99 428 - 678
WWIEE-OFS ittt - 2 975 149 1,126
Total loss allowance for loans to individuals (806) (395) (1,155) (80) (2,436)
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Stage 1 Stage 2 Stage 3 POCI Total
Impairment loss allowance for loans to customers - Companies and sovereign
Balance at the beginning of the year .........ccccccviiiii (556) (602) (5,466) - (6,624)
Transfers of financial assets - - - -

Transfers to Stage 1 (12-month ECL) ....ccevvveeiiiiiiiiieeiiiiieeeeees (1,515) 1,387 128 - -
Transfers to Stage 2 (lifetime ECL) ......cococveviiiiiiiiiniieeiee e 474 (479) 5 - -
Transfers to Stage 3 (credit impaired financial assets) .................. 32 479 (511) - -
Net remeasurement of loss allowance ............. 1,213 (3,748) (1,905) - (4,440)
New financial assets, originated or purchased (950) (193) (2,037) - (2,180)
Derecognitions and Maturities ...........coccceeviiieiiiee e 269 283 1,393 - 1,945
RTAT L1 (R0 1T - - 2,002 - 2,002
Total loss allowance for loans to companies and sovereign ......... (1,033) (2,873) (5,391) - (9,297)

Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year .............ccoccoviiiiiiic, (163) (245) (74) - (482)

Transfers - - - -

Transfers to 12-month ECL ......c.ccoooiiiiiiiiiiiceee e (285) 278 7 - -
Transfers to lifetime ECL .........ccccoiiiiiiiiiciee e 58 (58) - - -
Transfers to credit IMPAIred ............ooeviiiiiiiiee e 2 4 (6) - -
Net remeasurement of 10SS @llOWaNCE ...........cccoceiiiiiiienieieeeeeeee e 237 (457) (147) - (367)
New financial commitments originated ...........ccccooeuiieeeriiiiiiiee e (418) (215) 4) - (637)
Derecognitions and MAatUrities ...........cccccoeriiiieiie i 336 114 61 - 511
Total loss allowance for loan commit., guarantees, unused cr. facilitie (233) (579) (163) - (975)

Macroeconomic forecast

The calculation of expected credit losses under IFRS 9 uses forward-looking information in the form of scenarios where the development
of macro-economic variables is predicted. The expected credit loss is a probability-weighted average of the estimated forecasts over three
scenarios: base case (60%), pessimistic (20%) and optimistic (20%) (31.12.2020: base case 65%, pessimistic 20% and optimistic 15%).
The macroeconomic forecast and scenario probability weights is done by the Bank’s Chief Economist and approved by the Bank’s IFRS 9
committee. The following table shows values used for IFRS 9 impairment calculations.

Base case
2022 2023 2024
UNEMPIOYMENT FALE ...ttt e e e ettt e e e s st bbb et e e e s e sbb bt e e e e e bbb eeeeesasbbbeeeeesnnrbnes 4.8% 4.5% 4.1%
Housing prices .......... 10.2% 5.0% 4.4%
Private consumption . 4.1% 3.3% 3.2%
[T TSROSO 5.8% 3.1% 2.3%
Optimistic Pessimistic
2022 2023 2024 2022 2023 2024
Unemployment rate ...........oocveeiieiiiiieiiicecee e 3.8% 3.8% 3.7% 6.8% 5.7% 4.7%
HOUSING PFICES .ttt 13.0% 5.5% 4.9% 3.4% 2.5% 3.4%
Private consumption .. 4.8% 4.1% 3.8% 3.9% 2.9% 3.0%
GDP e 6.8% 3.4% 2.3% 5.3% 2.5% 2.3%

Sensitivity analysis

Regarding macroeconomic outlook, see Note 3, Significant accounting estimates and judgements. The Group calculates loss for three
different scenarios, optimistic, neutral and pessimistic and the loss allowance is the weighted average of the results. As a sensitivity
analysis, it can be noted that the loss allowance in stage 1 and 2 for each of these scenarios separately is ISK 1.8 billion, ISK 3.3 billion
and ISK 5.9 billion for the optimistic, base case and pessimistic scenarios, respectively. At year end 2020 the corresponding calcualated
loss allowance was ISK 2.3 billion, ISK 4.9 billion and ISK 13.7 billion, respectively.
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42. Credit risk, continued

Forbearance

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

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

Stage 1 Stage 2 Stage 3 Total
Gross Gross Gross Gross

carrying Loss carrying Loss carrying Loss carrying Loss

2021 amount allowance carrying allowance carrying allowance carrying allowance

INAIVIAUAIS ..o, 10,972 (20) 1,962 (28) 2,695 (445) 15,629 (493)

COMPANIES ...t 10,912 (54) 17,440 (1,353) 7,104 (2,526) 35,456 (3,933)

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

Other than tourism ..........ccocoeeviiieiiieenns 5,417 (14) 1,730 (205) 1,949 (471) 9,096 (690)

TOLAl e 21,884 (74) 19,402 (1,381) 9,799 (2,971) 51,085 (4,426)
2020

INAIVIAUAIS ..o, 10,549 (71) 3,995 (53) 2,155 (410) 16,699 (534)

COMPANIES ...t 4,106 (20) 28,747 (1,319) 9,513 (2,301) 42,366 (3,640)

TOUMSIM . 23,874 (1,178) 6,771 (1,067) 30,645 (2,245)

Other than tourism ..........cccceeeviiieiiieenns 4,106 (20) 4,873 (141) 2,742 (1,234) 11,721 (1,395)

TOLAl o 14,655 (91) 32,742 (1,372) 11,668 (2,711) 59,065 (4,174)

Groups with special focus due to the Covid-19 pandemic

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

Recipient
of govern-
Payment ment Thereof
Tourism  moratoria sponsored All focus  secured by
2021 dependent in Q4 loans groups  real estate
INAIVIAUAIS ..ttt e e e st e e e e e anaes 4,212 612 161 4,917 4,535
Real estate and construction . 10,545 2,627 1,176 11,058 10,870
SEIVICES .etteiiieiiiitte ettt et e e e ettt e e e s ot e e e e e e s b bt e e e e e et e e e e e bbb e e e e e e 5,838 33 2,315 6,353 2,251
TrANSPOILALION ...ttt 8,679 - 867 8,685 358
Industry, energy and ManUfaCtUNG ..........cocueeiriieiiiieeniee e 152 550 536 1,119 826
Wholesale and retail trades .............uueiiiiiiiiiiiiiieeeeeeeee e 43,766 12,588 18,336 44,527 39,681
(@1 LT G Y=T0] (o] =N 1,347 - 1,065 2,409 1,282
GroSS Carrying @mMOUNT ...oc.eeiiiiiiiiiiie et e e e e s 74,539 16,410 24,456 79,068 59,803
LOSS @lIOWANCE ... (3,614) (955) (1,675) (3,683)
BOOK VAIUE ...ttt ettt ettt e e e e et e e e e e et e e e e e s nnebees 70,925 15,455 22,781 75,385
2020
INAIVIAUAIS ... e e e e st e e e s e rraeeeeennes 3,912 12,598 130 16,496 15,704
Real estate and construction . 25,549 13,858 1,667 33,327 32,980
SEIVICES .uvveiiieiiiitiee e et e e e et e e e e e ettt e e e s s e bt e e e e e s s saaaeeeeeaaaaaaaeeeanrbarraaenaes 5,593 1,311 2,384 6,366 2,897
TrANSPOIALION .eeiviiiiiiee ettt e e e e e e e s e e s 9,166 1,013 905 9,173 262
Industry, energy and manufacCturing ............ccccevoviiriiiienie e 27 2,622 496 3,014 1,917
Wholesale and retail trades ...........ccccccueuueiiriiiiiiiiiiiiiiiieeereeeeeeeeeeeeeereerrerreereeeeee 32,717 20,842 17,831 33,568 30,349
(@)1 1= Y= (o £ PP 934 4,151 1,032 5,615 2,278
GroSS Carrying @mMOUNT ......cccuiiiiiiiiiiie ettt e e 77,898 56,395 24,445 107,559 86,387
LOSS @IIOWANCE ...ttt (5,148) (1,583) (1,354) (5,524)
BOOK VAIUE ...ttt e e 72,750 54,812 23,091 102,035

Book value of Covid-19 impacted loans was ISK 75,385 million or 8.1% of loans to customers (31.12.2020: ISK 102,035 million and
12.4%).
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43. Market risk

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

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

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

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

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

Interest rate risk

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

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

At the beginning of the COVID-19 pandemic, the Icelandic Central Bank lowered interest rates to historic lows which resulted in sharp
increase in demand for non-indexed mortgages with floating rates in 2020 and first half of 2021. Inflation in Iceland, currently at 5.1%, has
exceeded the Central Bank’s target of 2.5% since June 2020 and is expected to remain over the target until the first half of 2023. The
Central Bank has responded by increasing interest rates by 125bps in 2021 with further increases expected. This has resulted in a sharp
increase in demand for non-indexed fixed rate mortgages in recent months with corresponding increase in interest rate risk for nominal
rates.

Interest rate risk in the banking book

The following table shows the Group's interest-bearing assets and liabilities by interest fixing periods. The figures for loans to customers
and borrowings are shown on a fair value basis, see Note 24, and are therefore different from the amounts shown in these Consolidated
Financial Statements. The fair value reflects the likelihood of prepayment. Defaulted loans are presented at book value, which is based on
the value of the underlying collateral, and are therefore assumed to be independent of interest adjustment periods and placed in the 'Up to
3 months' category. The assets and liabilities of Valitor hf. are not included in the figures as they are classified as held for sale.

2021 Upto3 3-12 1-5 5-10 Over 10

Assets months  months years years years Total
Balances with Central Bank 65,501 - - - - 65,501
Loans to credit institutions .. 30,272 - - - - 30,272
Loans to customers ... 578,253 107,607 235,275 4,920 11,124 937,179
Financial instruments .... 42,731 64,162 39,278 5,431 249 151,851
ASSELS .ottt 716,757 171,769 274,553 10,351 11,373 1,184,803
Liabilities

Due to credit institutions and Central Bank 5,000 - - - - 5,000
Deposits .. . 655,476 - - - - 655,476
BOITOWINGS ..eiiiiiiiiiiie ettt 11,308 34,217 275,315 34,665 11,965 367,470
Subordinated Habilities ..........ccooveiiiiiiiiiieieeei e - - 35,860 - - 35,860
LIADilItIES ooieeeiee e 671,784 34,217 311,175 34,665 11,965 1,063,806
Derivatives and other off-balance sheet items (net position) ....... (196,457) (5) 193,205 3,766 - 509
Net interest gap .... (151,484) 137,547 156,583 (20,548) (592) 121,506
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2020 Upto3 3-12 1-5 5-10 Over 10
Assets months  months years years years Total
Balances with Central Bank ............ccovvvvviieeiiiiiiiiiee e 38,794 - - - - 38,794
Loans to credit INSLULIONS .........ueeeiiieiiieeee e 28,235 - - - - 28,235
LOANS 10 CUSTOMIEIS ...vvviiiiieeiiiieeiieeeeieeeeiiee e e e e et e e s 568,875 63,622 172,247 4,838 17,670 827,252
Financial iINStIUMENES .........oovvvieeiieeiiieee e 33,329 61,122 38,392 1,672 4,171 138,686
ASSELS ittt 669,233 124,744 210,639 6,510 21,841 1,032,967
Liabilities
Due to credit institutions and Central Bank ..............ccccoeviveennnen. 13,031 - - - - 13,031
(DT oo 1 £SO 540,730 15,367 9,610 1,542 1,175 568,424
Borrowings 15,410 42,351 191,650 55,533 11,699 316,643
Subordinated labilities ..............evveeeeeieeiiiiiiiiiieeeeeeeeeeeeeeeee 15,831 - 17,957 975 - 34,763
LI@DITITIES ©vvieeiieeciiee ettt 585,002 57,718 219,217 58,050 12,874 932,861
Derivatives and other off-balance sheet items (net position) (119,170) 31,260 91,774 861 - 4,725
NEL INLErESt GAP .vievvieeeiiieeeiie ettt ee e saae e srae s (34,939) 98,286 83,196 (50,679) 8,967 104,831

Sensitivity analysis of interest rate risk in the banking book

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

2021 2020

NPV change -100 bps  +100 bps -100 bps ~ +100 bps
ISK, CPI index-linked .... (2,250) 2,418 (3,849) 3,511
ISK, NON INAEX-INKEA ... eeeeennnnnnnees 2,308 (2,322) 933 (1,002)
FOr@IGN CUITENCIES ..oeeiiiiiiiiee e e ittt et e ettt e e e sttt e e e e e bt e e e e e enbbb et e e e s anbbaeeee s 338 (461) 301 (327)
NIl change

ISK, CPIINAEX-NNKE ..ottt e e eneeenneas (881) 85 (1,032) 309
ISK, NON iNeX-NNKEd ........couiiiiiiiiiie e (3,808) 774 (3,414) 668
FOr@IGN CUITENCIES ..oiiiiiiiiiiee e ettt ettt e e ettt e e e st e e e e sttt e e e e e bbb et e e e s anbbneeee s (12) 15 (27) 27

Sensitivity analysis of interest rate risk in the trading book

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

2021 2020
Currency -100 bps  +100 bps -100 bps  +100 bps
ISK, CPIINAEX-NNKEA ...ttt 93 (85) 117 (105)
ISK, NON INAEX-TNKEA ...ttt (41) 43 185 (169)
Foreign currencies 74 (74) 34 (34)
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43. Market risk, continued

Indexation risk

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

Book value and maturity profile of indexed assets and liabilities

2021 Uptol 1to5 Over 5

Assets, CPI index-linked year years years Total
LOANS T0 CUSTOMIEBIS . ..ooviiiiiieeieeeeice ettt e e e et e e e e e e e e e e ee e e e e e e eaab e eeeeeaabaanns 7,500 41,730 172,662 221,892
FINANCIAl INSIIUMENTS ....oeiiiiiiiiie ettt st e et e e e e e enneas 5,753 2,541 7,549 15,843
Off-balance Sheet POSItION ........cociiiiiiie e - - - -
ASSEtS, CPLINAEX-IINKEA ...oiiiiiiiiiiiiieie e 13,253 44,271 180,211 237,735

Liabilities, CPI index-linked

DIBPOSIES ..ttt ettt e e e e et e e 84,902 9,296 3,036 97,234
BOITOWINGS ..eiiiiiiiiiiiiee e sttt e e ettt e e e ettt e e e e sttt e e e s aab bt e e e e e e s sbbeeee e e e sbbbeeeessanbbbeeaeessnnnnrees 297 62,355 39,355 102,007
SubOordinated ADIILIES .......coovviiiiiii e e e e e e e aaaaaes - - 5,337 5,337
(@10 1= PSP PP PO PP PURPPPRPTOPOE 1,134 222 1,316 2,672
Off-balance Sheet POSILION .......cccuuiiiiiiiiiiie e 1,221 3,246 - 4,467
Liabilities, CPIINAEX-INKE ........c.cooiiiiiiiiieiee e 87,554 75,119 49,044 211,717
Net on-balance Sheet POSILION ........cc.uuiiiiiiiiiiiii e raree e (73,080) (27,602) 131,167 30,485
Net off-balance sheet position .. (1,221) (3,246) - (4,467)
CPIBAIANCE ..ttt (74,301) (30,848) 131,167 26,018
CPI Balance for prudential consolidation, excluding insurance operations * ............ (73,444)  (33,167) 124,030 17,419
2020
Assets, CPI index-linked
o= T ES (o o1 U ) (0] 1 1 =T 6 PPN 12,366 49,754 195,666 257,786
Financial instruments ... 14,917 - - 14,917
Off-balance Sheet POSILION .......cccuuiiiiiiiiiii e - (487) - (487)
PN =Y E T O d T [0 Loy R T T =T I 27,283 49,267 195,666 272,216
Liabilities, CPI index-linked
D T=T 0Ly (OSSP PRPPRN 77,805 13,322 2,724 93,851
Borrowings ... 10,851 42,747 54,865 108,463
Subordinated HabIlItIES ...........oveiiiiiiiiiiieeeee s - - 5,088 5,088
(@141 PP U PP PP PURPPPPRTPPOE 1,091 208 1,318 2,617
Off-balance Sheet POSILION ........cc.uiiiiiiiiii e 3,334 3,739 45 7,118
Liabilities, CPlIindexed HNKEd ..........ccoiiiiiiiiiiiiiece e 93,081 60,016 64,040 217,137
Net on-balance Sheet POSILION ..........coccviiiiiiiiii e (62,464) (6,523) 131,671 62,684
Net off-balance sheet position .. (3,334) (4,226) (45) (7,605)
CPIBAIANCE ..ttt ekt e e (65,798) (10,749) 131,626 55,079
CPI Balance for prudential consolidation, excluding insurance operations * ............ (65,668)  (13,386) 126,684 47,632
* Consolidated situation as per EU Regulation No 575/2013 (CRR)
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Currency risk

Y

Notes to the Condensed Consolidated Interim Financial Statements

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is exposed to currency risk through a

currency mismatch between assets and liabilities. Net exposures per currency are monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

2021

Financial assets EUR USsD GBP DKK NOK Other Total
Cash and balances with CB 608 280 154 75 34 216 69,057
Loans to credit institutions ..............ccccceeee. 8,145 7,499 6,820 3,647 1,313 2,325 30,272
Loans to CUStOMErS .......ccoocuvvveeeeiiiiiieeeene 780,384 99,748 39,007 768 10,820 1,629 3,881 936,237
Financial inStruments ...........cocccvveeeeeiiiineens 133,340 53,847 18,657 216 9 19,553 35 225,657
Other financial assets ..............ccceeeeeeeeennn. 11,936 280 93 1 8 2 400 12,720
Financial assets 993,873 162,628 65,536 7,959 14,559 22,531 6,857 1,273,943
Financial liabilities
Due to credit inst. and Central Bank ........... 3,982 81 845 9 49 - 34 5,000
DEPOSIES .veeeeiiieeeiiie e 573,316 26,542 37,278 2,559 10,529 3,030 2,222 655,476
Financial liabilities at fair value .. . 4,463 991 86 135 97 89 16 5,877
Other financial liabilities ..............ccccoveeennne 4,559 359 2,755 157 604 36 215 8,685
BOITOWINGS ..vvveieeiiiiiiieee e 163,044 172,815 - - - 18,619 2,159 356,637
Subordinated liabilities ............c.ccooceiinennne 6,245 752 13,224 - - 4,461 10,406 35,088
Financial liabilities .........cccccoviiiiiieiiiiinns 755,609 201,540 54,188 2,860 11,279 26,235 15,052 1,066,763
Net on-balance sheet position .................... 238,264 (38,912) 11,348 5,099 3,280 (3,704) (8,195)
Net off-balance sheet position .................... (27,584) 40,030 (15,587) (6,577) (1,889) 3,703 7,904
Net POSItiON ....eeviiviiiiiee e 210,680 1,118 (4,239) (1,478) 1,391 1) (291)
Non-financial assets
INVestment Property .......ccccccvvvvvvveiiiiinnnnnnns 6,560 - - - - - - 6,560
Investments in associates .. . 668 - - - - - - 668
Intangible assets ..........ccocveveiiiiiiiiicie 9,463 - - - - - - 9,463
TAX ASSELS ..vvvvvvvrrrriiiiiriiiiiiiieeeeieee e e ereeeeeees 2 - - - - - - 2
Assets and disposal groups

held for sale .......ccccovvveiiiiiiiiiiee, 13,975 78 25 1,903 3 1 62 16,047
Other non financial assets ..........cccccceeee... 6,915 124 35 78 - 26 3 7,181
Non-financial assets ..........cccccvvvevieienns 37,583 202 60 1,981 3 27 65 39,921
Non-financial liabilities and equity
Tax liabilities ..........vvvvvvvvveieiiiiiiiiieeiieeieeeeees 7,102 - - - - - - 7,102
Liabilities associated with disposal

groups held for sale ..........ccccceeeviieennnen. 16,136 129 50 174 304 77 65 16,935
Other non-financial liabilities ..................... 28,366 81 30 - 3 - (14) 28,466
Shareholders' equity ..........ccccovveeriieeninnene 193,925 - - - - - - 193,925
Non-controlling interest ..............ccccoeeiennne 673 - - - - - - 673
Non-financial liabilities and equity .......... 246,202 210 80 174 307 77 51 247,101
Management reporting

of currency risk * ..., 2,061 1,110 (4,259) 329 1,087 (51) (277)

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

managing the currency imbalance.
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2020
Financial assets ISK EUR USD GBP DKK NOK Other Total
Cash and balances with CB ............cccccveeene 40,996 407 270 153 77 40 193 42,136
Loans to credit institutions ..............cccecee... 6,453 9,785 4,631 1,158 756 2,397 3,055 28,235
Loans to CUSTOMErS .......ccvveevieeeeiieeeiieens 665,640 105,764 34,653 6,257 4,189 833 5,605 822,941
Financial instruments .............cccceeeveveeeennenn. 154,745 27,274 38,139 24 4 6,917 148 227,251
Other financial assets ........ccoooeevvvvviiiiieennnns 7,458 208 3,460 1 - 22 (1,482) 9,667
Financial asSets ........ccccceeviveeeiiieeiiieeenns 875,292 143,438 81,153 7,593 5,026 10,209 7,519 1,130,230
Financial liabilities
Due to credit inst. and Central Bank ........... 7,433 3,235 2,348 14 - - 1 13,031
DEPOSIS .oovvveeeiiieeciiie e 494,606 32,505 29,069 1,992 2,895 4,556 2,801 568,424
Financial liabilities at fair value ................... 4,925 95 171 44 - 4 1 5,240
Other financial liabilities . 4,444 857 2,103 150 275 53 128 8,010
BOMOWINGS ..o 153,764 124,032 - - - 18,813 2,338 298,947
Subordinated liabilities ...........cccccoovveiinnens 5,995 794 13,498 - - 4,508 11,265 36,060
Financial liabilities .........ccccccoevvivvieiiiiinns 671,167 161,518 47,189 2,200 3,170 27,934 16,534 929,712
Net on-balance sheet position ... 204,125 (18,080) 33,964 5,393 1,856 (17,725) (9,015)
Net off-balance sheet position .................... (9,148) 22,434 (31,586) (5,184) (1,932) 17,739 7,677
Net POSItION ..ceeeeieieiieeee e 194,977 4,354 2,378 209 (76) 14 (1,338)
Non-financial assets
Investment property ...........cccceeeveeiiiiiinnnnn, 6,132 - - - - - - 6,132
Investments in associates .............ccvveeenne 891 - - - - - - 891
Intangible assets 9,689 - - - - - - 9,689
TaX @SSELS ievvvviieeiieiiii e 2 - - - - - - 2
Assets and disposal groups -

held for sale ........ccccoovveeeiiviiiiee i, 13,709 955 132 920 947 10 138 16,811
Other non financial assets .. 7,228 121 20 71 - 26 1,485 8,951
Non-financial assets ........cccooeevvvvviiieeenns 37,651 1,076 152 991 947 36 1,623 42,476
Non-financial liabilities and equity
Tax iabilities ........ccouvveeiiiiiiiiiee s 4,262 - - - - - - 4,262
Liabilities associated with disposal

groups held for sale ..........ccoceeevieeennenn. 13,184 268 66 467 1,765 224 209 16,183
Other non-financial liabilities ...................... 24,508 119 73 - 4 - - 24,704
Shareholders' equity ..........ccccceeceiiiicnenne. 197,672 - - - - - - 197,672
Non-controlling interest ..........ccccoccvvveeeennne 173 - - - - - - 173
Non-financial liabilities and equity .......... 239,799 387 139 467 1,769 224 209 242,994
Management reporting

of currency risk * .....cccccooveeiniieiniecee, (7,171) 5,043 2,391 733 (898) (174) 76

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

Sensitivity analysis for currency risk

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

2021 2020

Currency -10% +10% -10% +10%
(111) 111 (504) 504

426 (426) (239) 239

(33) 33 (73) 73
(109) 109 90 (90)
5 (5) 17 (17)

28 (28) (8) 8

Arion Bank Consolidated Financial Statements 2021

Equity risk

Equity risk is the risk that the fair value of equities decreases. For information on assets seized and held for sale and equity exposures,
see Notes 30 and 23 respectively.

Sensitivity analysis for equity risk

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

2021 2020
Equity -10% +10% -10% +10%
Trading DOOK - lISTEA ........ooiiiiee e (266) 266 (391) 391
Banking DOOK = ISTEA .......ceiiiiiiiiiiie e (414) 414 (382) 382
Banking book - UNIISTEd ..........c.cooiiiii e (662) 662 (276) 276

Derivatives

Derivatives are a part of the Group's customer product offering. The types of derivatives currently offered are forward contracts, swaps
and options. Eligible underlying market factors are interest rates, foreign exchange rates, equities and commodities. Exposure limits,
hedging requirements and collateral requirements are determined in accordance with the Group's risk appetite and monitored by Risk
Management on a daily basis. The Group also uses derivatives to hedge market risk on its balance sheet. Note 24 provides a breakdown
of the Group's derivative positions by type.

Amounts are in ISK millions
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44. Liquidity and Funding risk

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

A primary source of funding for the Group is deposits from individuals, businesses and financial undertakings. The Group's liquidity risk
stems from the fact that the maturity of loans exceeds the maturity of deposits, of which 76% is on-demand.

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

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

Maturity analysis of assets and liabilities

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

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

Contractual cash flow of assets and liabilities

2021 On Upto3 3-12 1-5 Over5  With no Book
Financial assets demand months months years years  maturity Total value
Cash and balances with CB ....................... 25,975 36,547 6,633 - - - 69,155 69,057
Loans to credit institutions ..............cccceeeee. 25,663 2,509 51 2,123 - - 30,346 30,272
Loans to CUStOMErS .......ccccevevvveeeiieeeiaes 3,033 100,588 137,323 345,777 790,442 - 1,377,163 936,237
Financial instruments ...........coccvveeeeeiiiiineens 16,091 39,164 60,412 46,502 14,898 56,857 233,924 225,657
Derivatives - assets leg - 33,562 10,841 35,105 1,100 - 80,608 74,952
Derivatives - liabilities 1eg .........c..cccccvveivennnens - (32,614) (10,779)  (31,674) (985) - (76,052) (72,047)
Other financial instruments ............ccccccoeeeeee. 16,091 38,216 60,350 43,071 14,783 56,857 229,368 222,752
Other financial assets ........cccooeeevvvvviiiieenens 679 6,720 3,734 1,588 - - 12,721 12,721
Financial assets .......ccccooeuvvveiiiiiiiiiiiennnnns 71,441 185,528 208,153 395,990 805,340 56,857 1,723,309 1,273,944
Financial liabilities
Due to credit inst. and Central Bank ........... 3,230 1,811 - - - - 5,041 5,000
DEPOSILS .ooevvieiiiieiiie e 499,362 63,407 80,999 9,557 3,152 - 656,477 655,476
Financial liabilities at fair value ................... - 3,943 537 2,644 4 - 7,128 5,877
Derivatives - assets leg ........ - (53,896) (3,855) (5,590) (519) - (63,860) (63,483)
Derivatives - liabilities leg . - 57,839 4,392 8,234 523 - 70,988 69,360
Other financial liabilities ............ccccceeeeeeennn 74 6,010 725 1,033 843 - 8,685 8,685
BOITOWINGS ..vveeeieieeeiie e - 13,996 40,498 258,049 73,001 - 385,544 356,637
Subordinated liabilities ...........cccceeeeeriinnnen. - 1,192 946 42,763 1 - 44,902 35,088
Financial liabilities ........ccccccovviiiiiieiiiinnns 502,666 90,359 123,705 314,046 77,001 - 1,107,777 1,066,763
Net position for assets and liab. ............. (431,225) 95,169 84,448 81,944 728,339 56,857 615,532 207,181
Off-balance sheet items
Financial guarantees ............ccccvvveeenninnnees - 974 5,501 1,942 7,441 - 15,858 15,858
Unused overdraft ............ccceveeieeeiiiiiiiiieeees - 63,108 - - - - 63,108 63,108
Undrawn loan commitments ....................... - 62,529 23,636 22,410 116 - 108,691 108,691
Off-balance sheet items .... . - 126,611 29,137 24,352 7,557 - 187,657 187,657
Net contractual cash flow ....................... (431,225) (31,442) 55,311 57,592 720,782 56,857 427,875 19,524
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2020
Financial assets

Cash and balances with CB .......................
Loans to credit institutions .............ccceee...
Loans to CUStOMErS .......covvvvvveeeeeiiiiiieeeeane
Financial instruments .
Derivatives - assets leg .....
Derivatives - liabilities leg . .
Other financial instruments ..............ccccceevenee.
Other financial assets .............cccccvveeeeeeennnns

Financial assets ....

Financial liabilities
Due to credit inst. and Central Bank ...........
DEPOSILS ....veeiiiiii e
Financial liabilities at fair value ...................
Derivatives - assets leg ........
Derivatives - liabilities leg .
Short position in bonds ..
Short position in equity .........cccceeevenn.
Short position in bonds used for hedging ......

Other financial liabilities ...
BOMOWINGS ..o
Subordinated liabilities ............cccceeeeiiinnnen.
Financial liabilities .........cccccoviiiiiiiiniiinns
Net position for assets and liab. .............

Off-balance sheet items

Financial guarantees .............cccocevevvevnennen.
Unused overdraft ..........cccvveeeeiiiiiiieeenniins
Undrawn loan commitments .......................
Off-balance sheet items .........ccccceeeiiiinnn

)l 4
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On Upto3 3-12 1-5 Over 5 With no Book
demand months months years years  maturity Total value
5,723 30,210 6,299 - - - 42,232 42,136
20,170 8,065 - - - - 28,235 28,235
4,643 109,363 106,656 307,086 600,174 - 1,127,922 822,941
32,665 35,485 67,721 52,118 13,778 35,007 236,774 227,251
- 63,147 35,669 8,328 1,116 - 108,260 105,362
- (61,599) (32,638)  (4,628) (776) - (99,641) (98,078)
32,665 33,937 64,690 48,418 13,438 35,007 228,155 219,967
534 5,413 2,882 838 - - 9,667 9,667
63,735 188,536 183,558 360,042 613,952 35,007 1,444,830 1,130,230
11,491 1,550 28 - - - 13,069 13,031
414,052 58,226 84,196 9,321 3,221 - 569,016 568,424
- 4,123 1,116 1,349 44 - 6,632 5,240
- (46,444) (5,067)  (9,196) (413) - (61,120) (55,928)
- 49,798 6,183 10,545 457 - 66,983 60,399
- 40 - - - - 40 40
- 63 - - - - 63 63
- 666 - - - - 666 666
82 5,423 112 1,328 1,066 - 8,011 8,011
- 2,803 50,635 212,471 65,633 - 331,542 298,947
- 1,178 943 19,762 25,586 - 47,469 36,060
425,625 73,303 137,030 244,231 95,550 - 975,739 929,713
(361,890) 115,233 46,528 115,811 518,402 35,007 469,091 200,517
- 593 4,539 2,016 13,709 - 20,857 20,857
- 49,164 - - - - 49,164 49,164
- 51,231 8,910 3,914 - - 64,055 64,055
- 100,988 13,449 5,930 13,709 - 134,076 134,076
(361,890) 14,245 33,079 109,881 504,693 35,007 335,015 66,441

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

Net Stable Funding Ratio

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

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

ratio.

Available stable funding
Required stable funding
Net stable funding ratio
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2021 2020
1,001,543 875,261
827,953 745,050
121% 117%
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44. Liquidity and Funding risk, continued

Liquidity coverage ratio

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

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

The Bank complies with the Central Bank of Iceland's liquidity rules No. 266/2017, which effectively adopt the liquidity rules of the EU
Capital Requirements Regulation (CRR). The Bank is required to maintain a 100% minimum LCR ratio for both the aggregate position in
all foreign currencies and all currencies. For LCR in ISK, the requirement is 30% in 2021, 40% in 2022 and 50% as of 2023.

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

Foreign

2021 ISK currency Total
LiQUIA @SSEES IEVEI L ¥ .ottt e sttt e e e st e e e e ettt e e e e e nbb b e e e e e e nbb e e e e s 96,563 83,777 180,340
LIQUIT @SSEES TEVEI 2 ...ttt et e ettt e ettt e e n 16,406 - 16,406
[T 0T = YT =] £ SRS PPUUSRPPPRt 112,969 83,777 196,746
D T=T o1 £SO P S OUSOURIOY 107,698 34,682 142,380
12100 10T L SRR ORI 433 55 488
(@] (=T o= 1] o T L [0 1Y TR 10,157 6,882 17,039
(0= 1] g o YU 4 011V RSSO RP 118,288 41,619 159,907
Short-term deposits with other Danks ** ... ... 2,287 25,246 27,533
(@) (LT o= 1] T[0T RPN 32,799 2,575 35,374
(082 1] o T 0¥ £ 111V 35,086 27,821 62,907
Liquidity coverage ratio (LCR) L. ittt e e e ettt e e s e sttt e e e s s nbb e e e e e s e 136% 607% 203%
2020

LiQUIA @SSEES IEVEI L ¥ .oiiiiiiie ittt e e ettt e e e st e e e e e bt et e e e e e nbb b e e e e e nnbbreeee s 103,138 61,282 164,420
LIQUIT @SSEES TEVEI 2 ...ttt ettt ettt e e neee s 10,515 - 10,515
LIQUIT @SSEES uutiieiiiiieiiit e ettt eit ettt e ettt e et e st e ekt e e e st e e e s st e e e ase e e as e e e sae e e enb e e e anbe e e anteeeentaeeenaeenneeeane 113,653 61,282 174,935
D T=T o1y (PSS OURRIRY 99,885 27,592 127,477
BOMTOWINGS ...ttt st et e et e st e e et e e s be e s aeesee e e e e reenre e s e ane e 287 64 351
(@) (=T o= 1] oYU L [0 1Y 10,427 11,678 22,105
(=1 o oYU 1 11 [0 1V 2N 110,599 39,334 149,933
Short-term deposits with other Danks ** ... 3,178 19,501 22,679
Other cash inflows . 28,251 6,194 34,445
(0= 1] o T 0} [ 11V 31,429 25,695 57,124
Liquidity coverage ratio (LCR) L. ittt e e e et e e s e st e e e e s s bbb ee e e e e e 144% 449% 188%

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

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

*** | CR is defined as: LCR = Weighted liquid assets / (weighted cash outflows - weighted cash inflows) where weighted cash inflows are capped at 75% of
weighted cash outflows.
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44. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
2021 ISK uUsD EUR Other Total
Cash and balances with Central Bank ..........cccoeeeiiiiiiiiiiiiiiiiiiiiic e 67,690 280 608 479 69,057
Short-term deposits with financial iNStItUtioNS ..........ccoocveeiieeiiee, 2,287 7,170 6,176 11,900 27,533
Domestic bonds eligible as collateral with Central Bank . . 48,178 - - - 48,178
Foreign government BONAS ..........ooiiiiiiiiieiiie e - 14,272 49,016 19,117 82,405
LiQUITITY TESEIVE uiiieeiiie ettt e et e et e e st e e sntee e e 118,155 21,722 55,800 31,496 227,173
2020
Cash and balances with Central Bank ..........cccoooeiiiiiiiiiiiiiiiiiiiien e 40,996 270 407 463 42,136
Short-term deposits with financial iNStitutions .............cccocoeiiiiiiiiiee 3,179 4,467 7,765 7,268 22,679
Domestic bonds eligible as collateral with Central Bank ............ccccccovviivveeennn. 74,637 - - - 74,637
Foreign government BONAS ..........ooiiiiiiiiieiie e - 33,817 20,364 5,956 60,137

Liquidity reserve 38,554 28,536 13,687 199,589

LCR deposit categorization

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

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

LCR categorization - amounts and LCR outflow weights Deposits maturing within 30 days
Less Weight Weight Term Total
2021 stable % Stable %  deposits* deposits
INAIVIAUAIS .o 89,425 11% 125,515 5% 91,170 306,110
Small and medium enterprises ...........cccoccveveerieriieeie e 84,557 11% 18,210 5% 9,122 111,889
COrporations ........cooecveeeeeeesiiiieeeeennnn 73,261 40% 2,797 20% 16,213 92,271
Sovereigns, central banks and PSE ..........ccccooeeiiiiiniieiniieee, 31,041 40% - - 786 31,827
PenSion fUNAS ......ooveieiiiieeiee e 42,334 100% - - 13,448 55,782
45,662 100% - - 15,641 61,303
1,294 100% - - - 1,294
367,574 146,522 146,380 660,476
2020
INAIVIAUAIS ..o 89,950 11% 123,897 5% 73,321 287,168
Small and medium enterpriSes ..........ccocveiiiieiiiie e 52,527 11% 16,180 5% 5,572 74,279
COIPOFALIONS ...eveieiieiiiiie ettt 64,445 40% 3,854 20% 8,646 76,945
Sovereigns, central banks and PSE ... 43,379 40% - - 12,932 56,311
Pension fUNAS ......ccoooii e 38,042 100% - - 14,325 52,367
Domestic financial entities ...........coeevviiiiiiiiiniciiieee e 22,391 100% - - 9,907 32,298
Foreign financial entities ...........cccoociiiiiiiiee e 2,087 100% - - - 2,087
TOTAL et 312,821 143,931 124,703 581,455
* Here term deposits refer to deposits with maturities greater than 30 days.
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45. Capital management

Capital adequacy

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

The Group's capital ratios are calculated in accordance with the Icelandic Financial Undertakings Act No. 161/2002 and Regulation No.
233/2017 on prudential requirements with later changes. Iceland has adopted the EU Capital Requirements Directive and Regulation and
the CRD V / CRR Il amendments were adopted on 28 June 2021. The primary impact on capital adequacy was the expansion of the SME
supporting factor, which resulted in an ISK 14 billion decrease in total risk-weighted exposure amount. Other changes are smaller. The
Group applies the standardized approach to calculate capital requirements for credit risk, including counterparty credit risk, credit valuation
adjustment, market risk and operational risk.

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

Valitor hf. is classified as held for sale in these Consolidated Financial Statements. For disclosure, assuming an authorized adjustment of

Valitor's contribution to operational risk REA in accordance with Article 317 (4) of CRR, a sale at USD 100 million in accordance with the
publicly disclosed definitive agreement with Rapyd would result in an increase in capital ratio from 23.8% to 25.0%.

Own funds 2021 2020
Total equity 194,598 197,845
Non-controlling interest not eligible for inclusion in CET1 capital (673) a73)
Common Equity Tier 1 capital before regulatory adjuStments .........ccccoccviiiieiiiiiiiiie e 193,925 197,672
L= TaTo Lo SR Tt Y=Y £ PSP PO PP PRSPPI (8,435) (13,092)
Cash flow hedges (197) (2,282)
Additional value adjustments (240) (238)
Foreseeable dividend and BUYDACK * ... e (26,773) (17,990)
Adjustment under IFRS 9 transitional arrangements as amended 920 1,890
Common equity Tier 1 capital 159,200 165,960
Non-controlling interest eligible for inclusion in T1 capital ...........cccoiiiiiiiiie e 133 173
PaXe o L1 io] o= U LT g o= o] - | OO PP PR PP PRPPTPIRE 13,225 13,498
BT o7 VoY - L PP RPRTRRN 172,558 179,631

21,863 22,562
(1,056) (1,007

Tier 2 instruments
Tier 2 instruments of financial sector entities (significant investments)

LI A o7 o1 - | R TP U PP 20,807 21,555
o] e XTIV T VT o 193,365 201,186
Risk-weighted exposure amount (REA)

(@1 =Y [ ] S o T T PP 623,395 570,554
Credit riSk, SECUIMIES ANT OLNET ......iiiiiiiiiiee et e et e e e e e e e e e e s e atb e e e e e e s sataeeeeeesssnaeeeeaessnaeeens 69,553 60,813
Counterparty credit risk ............. 7,761 3,462
Market risk due to CUITENCY IMD@IANCE ........ciiiiiiiiiiii ettt e st e e sbeeeseneas 4,691 8,569
Y Eo T A S0 11 1= (TN 8,958 13,063
Credit valuation adjUSTMENT ..........c.ooiiiiiii e s e s e e e e e s e e as 2,379 842
(o 1=T = i o] Fo L (] P P T T P PSSP PO P PP PTPPP PPN 96,085 88,462
Total risk-weighted eXPOSUIE @MOUNT .........cciiiiiiiiiiii et e e s e s 812,822 745,765
Capital ratios

CET1 ratio . 19.6% 22.3%
Tier L ratio ................. . 21.2% 24.1%
Capital adequacy ratio 23.8% 27.0%

* On 31 December 2021, the foreseeable dividend and buyback is the aggregation of an expected dividend of ISK 22.5 billion and the remainder of the current
buyback program amounting to ISK 4.3 billion based on permission from the FSA from 7 October 2021. The dividend amount is beyond the target of 50% of
audited profits set in the Bank’s dividend policy and represents a step towards the normalization of own funds. On 31 December 2020, the foreseeable dividend
and buyback is the aggregation of a dividend distribution of ISK 3 billion, which adheres to the guidance of the FSA, and planned buyback of own shares
amounting to ISK 15 billion which has received permission from the FSA.
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45. Capital management, continued

On 23 December 2020, the Icelandic Ministry of Finance ratified art 1 para 7 of Regulation (EU) 2020/873 into Icelandic law. The
regulation modifies the transitional arrangements for IFRS 9 to allow the regulatory capital impact of the increase in expected credit loss
due to the Covid-19 pandemic to be phased in over time. Institutions that elect to make use of these transitional arrangements can in 2021
add back CET1 equivalent to up to 100% of provisions incurred between 1 January 2020 and the reporting date from the application of
IFRS9 to performing facilities. The Bank has opted to make use of the transitional arrangements, thus reflected in the Group's capital
ratios. The transitional arrangements increase the capital adequacy ratio by 0.1 percentage points.

Capital ratios of the parent company 2021 2020
CET1 ratio .. 20.2% 22.8%
Tier 1 ratio . 21.9% 24.6%
Capital A0EGUACY FALIO ........eiiiieiie ittt ettt st e e st e e st e e s e e e e e e e e b e e s e e e sse e et e e nreeseeeseneeneeneens 24.4% 27.5%

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

Capital buffer requirement, % of REA

Capital CONSEIVALION DUFFET ...ttt e e st e e e e e s bbbt e e e e e s bbb et e e e s et bbb et e e e e anbbb b e e e e e e nbbeeeeeeennbbeeeeas 2.5%
Capital buffer for systematically important iINSHULIONS ...........ccooiiiiiiiiiie e 2.0%
Systemic risk buffer * ........ccooiiiii 3.0%
Countercyclical Capital DUFFEI * ...... ..o ettt e e e et e e e e sae e s e s e e ne s -
Combined capital BUFfEr FEQUITEMENT ......iiiiiiiie e e e et e e e e s bbbttt e e e s st bbbt e e e e s nbbbeeeeeenbbeeeeessansbnes 7.5%

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

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

Capital requirement, % of REA

2021 CET1 Tier 1 Total
Pillar 1 capital FeQUITEIMENT ...........ooiiiiiieiii ettt ene s 4.5% 6.0% 8.0%
Pillar 2R capital requirement ** 1.8% 2.4% 3.2%
Combined buffer requirement * .... 7.3% 7.3% 7.3%
Regulatory capital FEQUITEMIENT ........iiiiii ittt e et e e s s bbb e e e e s st b e e e e e e ansaeeeeas 13.6% 15.7% 18.5%
J Y U1 o o (SR o= T o] - | PO PP R SPPPPPPIN 19.6% 21.2% 23.8%

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

** The SREP result based on the Group's Financial Statement at 31 December 2020. The Pillar 2 requirement is 3.2% of risk-weighted exposure amount based on
the Group's prudential consolidation under CRR, which excludes Voérdur tryggingar hf.

Leverage ratio

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

2021 2020
On-balance sheet exposures 1,256,916 1,114,450
Derivative exposures 4,796 9,124

Securities finanCing traNSACHION EXPOSUIES ..........uiiiiiiiiiiieitie ettt ettt et e s e e e e e et e s anneeenane 720 512
Off-balance sheet exposures 102,016 65,425
Total exposure . 1,364,448 1,189,511
LI G R 1= o1 - | TP P TP PP P PP PP TPPPP 172,558 179,631

YT Vo [ = o OO PP PPPPTPPPPPPPRIN 12.6% 15.1%
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Solvency Il 2021 2020
Excess of assets over liabilities in accordance with SOIVENCY 11 ........c.uuiiiiiiiiiiiiii e 9,090 7,397
YU o Jo T (o [1aF= 1 0=To W F= 1 o1 [T 1,069 1,000
(R o] (=R T=ToT= o] Lol o 1Yo =T o o PP PP PP OPPPPTPN - (800)
Own funds 10,159 7,597
Solvency capital reqUIremMENS (SCR) ......uuiiiiiiiiiiiiee ettt e e e e e e e s bbbt e e e s st bbb et e e e s s bbbe e e e e e anaaeeeas 6,775 5,105
5101 2 3 1o PSPPI RPPPPPRIN 149.9% 148.8%

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

46. Operational risk

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

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

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

47. Sustainability risk

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

The Green Financing Framework

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

Green Financing Instruments 2021
Deposits ... 8,209
1204 (0111 Vo [P U PP PRI 47,148
(21001 1 VZ= 11U L= TP 55,357
Identified eligible green assets by category

Sustainable fishery and aquaculture .. 42,245
Clean transportation ... . 2,255
Green BUIIAINGS ...vveiiiiiiiiie e 55,881
Pollution prevention and control and wastewater MaNAGEMENT ............ccooiiiuiiiiiireiiie et 5,591
[T o Yo LG Z= | [V =TT 105,972
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Significant accounting policies

The accounting policies adopted in the preparation of these Consolidated Financial Statements are consistent with those followed in the
preparation of the Annual Financial Statements for the year ended 31 December 2020, except for when there have been made
amendmends to current IFRS valid from 1 January 2021, Icelandic Act on Financial Statements, Act on Financial Undertakings and rules
on Accounting for Credit Institutions. A number of new standards and interpretations were effective from 1 January 2021 but they do not
have a material effect on these Consolidated Financial Statements.

47. 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 Consolidated Financial Statements are prepared on a going concern basis.

48. Principles underlying the consolidation

Subsidiaries

Subsidiaries are entities controlled by the Group. The Financial Statements of subsidiaries are included in the Consolidated Financial
Statements from the date that control commences until the date that control ceases. The Financial Statements of the subsidiaries are
prepared for the same reporting period as the parent entity, using consistent accounting policies.

Business combinations

Business combinations are accounted for using the acquisition method as at the acquisition date, i.e. when control is transferred to the
Group. The Group controls an investee if, and only if, the Group has:

— power over the investee (i.e. existing rights that give it the current ability to direct the relevant activities of the investee);
— exposure, or rights, to variable returns from its involvement with the investee; and
— the ability to use its power over the investee to affect its returns.

Generally, there is a presumption that a majority of voting rights result in control. To support this presumption and when the Group has less
than a majority of the voting or similar rights of an investee, the Group considers all relevant facts and circumstances in assessing whether
it has power over an investee, including (i) the contractual arrangement with the other vote holders of the investee, (ii) rights arising from
other contractual arrangements and (iii) the Group's voting rights and potential voting rights. The Group re-assesses whether or not it
controls an investee if facts and circumstances indicate that there are changes to one or more of the three elements of control.

The Group measures goodwill at the acquisition date as:

— the fair value of the consideration transferred; plus

— the recognized amount of any non-controlling interests in the acquiree; less

— if the business combination is achieved in stages, the fair value of the pre-existing equity interest in the acquiree; less
— the net recognized amount (generally fair value) of the identifiable assets acquired and liabilities assumed.

When the excess is negative, a bargain purchase gain is recognized immediately in profit or loss.

Transaction costs incurred are expensed and included in administration expense.

Non-controlling interests

Non-controlling interests represent the portion of profit or loss and equity not owned, directly or indirectly, by the Group; such interests are
presented separately in the Income Statement and are included in equity in the Statement of Financial Position, separately from equity
attributable to owners of the Group.

For each business combination, the Group elects to measure any non-controlling interests in the acquiree either:
— at fair value; or
— at their proportionate share of the acquiree's identifiable net assets, which are generally at fair value.

Changes in the Group's interest in a subsidiary that do not result in a loss of control are accounted for as equity transactions.
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48. Principles underlying the consolidation, continued

Loss of control

On the loss of control, the Group derecognizes the assets and liabilities of the subsidiary, any non-controlling interests and the other
components of equity related to the subsidiary. Any surplus or deficit arising on the loss of control is recognized in profit or loss.

Transactions eliminated on consolidation

Intragroup balances, income and expenses arising from intragroup transactions, are eliminated in preparing the Consolidated Financial
Statements. This also applies to subsidiaries classified as disposal groups held for sale.

Funds management

The Group manages and administers assets held in unit trusts and investment vehicles on behalf of investors. The Financial Statements of
these entities are not included in these Consolidated Financial Statements except when the Group controls the entity.

When assessing whether to consolidate investment funds, the Group reviews all facts and circumstances to determine whether the Group,
as fund manager, is acting as agent or principal. The Group is deemed to be a principal, and hence controls and consolidates a fund, when
the Group acts as fund manager and cannot be removed without cause, has variable returns through significant holdings, and is able to
influence the returns of the funds by exercising its power. The Group is defined as agent in all instances.

49. Associates

Associates are those entities over which the Group has a significant influence, i.e. the power to participate in the financial and operating
policy decisions of the associates but not control or joint control over those policies. Significant influence generally exists when the Group
holds 20% or more of the voting power, including potential voting rights, unless it can be clearly demonstrated that this is not the case.
Investments in associates are initially recognized at cost. The carrying amount of investments in associates includes intangible assets and
accumulated impairment loss.

The considerations made in determining significant influence are similar to those necessary to determine control over subsidiaries.
The Group's investments in its associate are accounted for using the equity method.

The Financial Statements include the Group's share of the total recognized income and expenses of associates from the date that
significant influence commences until the date that significant influence ceases. When the Group's share of losses exceeds its carrying
value of associate, the Group's carrying amount is reduced to nil and recognition of further losses is discontinued except to the extent that
the Group has incurred legal or constructive obligations or made payments on behalf of the associate. If the associate subsequently
reports profits, the Group resumes recognizing its share of those profits only after its share of the profits equals the share of losses not
recognized.

Upon loss of significant influence over the associate, the Group measures and recognizes any retained investment at its fair value. Any
difference between the carrying amount of the associate upon loss of significant influence and the fair value of the retained investment and
proceeds from disposal is recognized in profit or loss.

Impairment on investments in associates

After applying the equity method to account for investments in associates, the Group determines whether it is necessary to recognize any
impairment loss with respect to its investments in associates. The Group first determines whether there is any objective evidence that an
investment in an associate is impaired. If such evidence exists, the Group then tests the entire carrying amount of the investment for
impairment, by comparing its recoverable amount, which is the higher of value in use and fair value less costs to sell, with its carrying
amount. The recoverable amount of an investment in an associate is assessed for each associate, unless the associate does not generate
cash inflows from continuing use that are largely independent of those from other assets of the Group. The excess of the carrying amount
over the recoverable amount is recognized in the Income statement as an impairment loss. Impairment losses are subsequently reversed
through the Income Statement if the reasons for the impairment loss no longer apply.

50. Foreign currency

Items included in the Consolidated Financial Statements of each of the Group's subsidiaries are measured using the functional currency of
the respective entity.

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of Group entities at exchange rates at the dates of
transactions. Monetary assets and liabilities denominated in foreign currencies at the reporting date are retranslated to the functional
currency at the exchange rate at that date. All differences arising on settlement or translation of monetary items are taken to the Income
Statement. Non-monetary assets and liabilities denominated in foreign currencies are reported at historic cost.
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51. Interest

Interest income and expense are recognized in the Income Statement using the effective interest method. The effective interest rate is the
rate that exactly discounts the estimated future cash payments and receipts through the expected life of the financial asset or liability (or,
where appropriate, a shorter period) to the carrying amount of the financial asset or liability. The effective interest rate is established on
initial recognition of the financial asset and financial liability and is not revised subsequently.

The calculation of the effective interest rate includes all transaction costs and fees and points paid or received that are an integral part of
the effective interest rate. Transaction costs include incremental costs that are directly attributable to the acquisition or issue of a financial
asset or financial liability.

Interest income and expense presented in the Income Statement include Income and expenses of assets and liabilities carried at:

— amortized cost;
— fair value through profit and loss (FVTPL); and
— fair value through other comprehensive income (FVOCI).

52. Fee and commission

The Group provides various services to its clients and earns income therefrom, such as income from Corporate Banking, Retail Banking,
Capital Markets, Corporate Finance, Asset Management and Private Banking. Fees earned from services that are provided over a certain
period of time are recognized as the services are provided, i.e. point in time. Fees earned from transaction type services are recognized
when the service has been completed, i.e. point in time. Fees that are performance linked are recognized when the performance criteria
are fulfilled, i.e. point in time.

Fees and commission income and expenses that are integral to the effective interest rate on a financial asset or liability are included in the
measurement of the effective interest rate.

53. Net financial income

Net financial income comprises Dividend income, Net gain on financial assets and liabilities at fair value and Net foreign exchange gain.

i) Dividend income is recognized when the right to receive dividend is established. Usually this is the ex-dividend date for equity
securities.

ii) Net gain on financial assets and liabilities at fair value comprises all realized and unrealized fair value changes, except for interest
(which is included in Interest income and Interest expense) and foreign exchange gain and losses (which are included in Net foreign
exchange gains as described below).

ii) Net foreign exchange gain comprise all foreign exchange differences arising on the settlement of foreign currency monetary assets and
liabilities and on translating foreign currency monetary assets and liabilities at rates different from those at which they were translated
on initial recognition during the year or in previous Consolidated Financial Statements.

Net foreign exchange gain also include foreign exchange differences arising on translating non-monetary assets and liabilities which are
measured at fair value in foreign currencies and whose other gain and loss are also recognized in profit or loss.

54. Net insurance income

Premiums recognized as income comprise the premiums contracted during the fiscal year including premiums transferred from last years
but excluding next periods premiums, which are recognized as provision for unearned premiums. Provision for unearned premiums is a
part of the technical provision in the Statement of Financial Position.

Claims recognized in the Income Statement are the periods claims including increases or decreases due to claims from previous fiscal
years. Outstanding claims included in technical provision in the Statement of Financial Position are the total amount of reported but unpaid
claims as well as actuarial provision for claims occurred but unreported.
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55. Income tax expense

Tax expense comprises current and deferred tax. Income tax for the year has been calculated and recognized in the Consolidated
Financial Statements.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially enacted at the reporting
date, and any adjustment to tax payable in respect of previous years. Taxable profit may differ from earnings before tax as reported in the
Income Statement as it may exclude income or expense that is deductible in other years and it excludes income or expense that are never
taxable or deductible.

Current and deferred tax relating to items recognized directly in equity is recognized in equity and not in the statement of profit or loss.

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and liabilities and the realization of
foreign exchange gain or loss, for financial reporting purposes and the amounts used for taxation purposes.

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when they reverse, using tax rates
enacted or substantively enacted at the reporting date.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax liabilities and assets, and they relate to
taxes levied by the same tax authority on the same taxable entity, or on different tax entities, but they intend to settle current tax liabilities
and assets on a net basis or their tax assets and liabilities will be realized simultaneously.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences to the extent that it is probable
that future taxable profits will be available against which the asset can be utilized. Deferred tax assets are reviewed at each reporting date
and reduced to the extent that it is no longer probable that the related tax benefit will be realized. Such deferred tax assets and liabilities
are not recognized if the temporary difference arises from the initial recognition (other than in a business combination) of assets and
liabilities in transaction that affects neither the taxable profit nor the accounting profit. In addition, tax liabilities are not recognized if the
temporary difference arises from the initial recognition of goodwill.

56. Financial assets and financial liabilities

Recognition and initial measurement

The Group initially recognizes financial assets and financial liabilities on the date that they are originated at the fair value of consideration
paid. Regular-way purchases and sales of financial assets are recognized on the trade date at which the Group commits to purchase or sell
assets. All other financial assets and liabilities are recognized on the trade date, which is the date that the Group becomes a party to the
contractual provision of the instrument.

A financial asset or financial liability is measured initially at fair value and for an item not at fair value through profit or loss, transaction cost
that are directly attributable to its acquisition or issue.
Derecognition

Financial assets are derecognized when the rights to receive cash flows from the financial assets have expired or when the Group has
transferred substantially all risks and rewards of ownership.

Financial liabilities are derecognized when the obligation of the Group specified in the contract is discharged or cancelled or expires.

Debt instruments

Debt instruments, including loans and debt securities, are classified into one of the following measurement categories:

— amortized cost;

— fair value through profit and loss (FVTPL); or

— fair value through other comprehensive income (FVOCI).

A debt instrument is measured at amortized cost only if it meets both of the following conditions and is not designated as at FVTPL:
— itis held within a business model whose objective is to collect contractual cash flows; and

— its contractual cash flows are solely payments of principal and interest on the principal amount outstanding (here after SPPI).

A debt instrument is measured at FVOCI only if it meets both of the following conditions and is not designated as at FVTPL:

— itis held within a business model whose objective is to collect contractual cash flows and selling financial assets; and
— its contractual cash flows are SPPI.

All other debt instruments are carried at FVTPL.
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56. Financial assets and financial liabilities, continued

Business model assessment

Business model assessment involves determining whether financial assets are managed in order to generate cash flows from collection of
contractual cash flows, selling financial assets or both. The Group assesses the business model at a portfolio level reflective of how
groups of assets are managed together to achieve a particular business objective. For the assessment of business models the Group
takes into consideration the following factors:

- how the performance of assets in a portfolio is evaluated and reported to group heads and other key decision makers within the
Group's business lines;

- the risks that affect the performance of assets held within a business model and how those risks are managed,;

- whether the assets are held for trading purposes, i.e. assets that the Group acquires or incurs principally for the purpose of selling or
repurchasing in the near term, or holds as part of a portfolio that is manage together for short-term profit or position taking;

- how compensation is determined for the Group's business lines' management that oversee the assets; and

- the frequency and volume of sales in prior periods and expectations about future sales activity.

Cash flow characteristics assessment

The contractual cash flow characteristics assessment involves assessing the contractual features of an instrument to determine if they give
rise to cash flows that are consistent with a basic lending arrangement. Contractual cash flows that are consistent with a basic lending
arrangement are considered SPPI.

Interest is defined as consideration for the time value of money, the banks funding costs, the credit risk associated with the principal
amount outstanding and other costs (e.g liquidity risk and administrative costs), as well as a profit margin. Indexation of loans to the
Consumer Price Index (CPI) are considered part of interest as CPI guarantees the time value of money of the original outstanding balance.
Principal may change over the life of the instruments due to repayments. Indexation on principal accumulates over time.

In performing this assessment, the Group takes into consideration contractual features that could change the amount or timing of
contractual cash flows, such that the cash flows are no longer consistent with a basic lending arrangement. If the Group identifies any
contractual features that could modify the cash flows of the instruments such that they are no longer consistent with a basic lending
arrangement, the related financial assets is classified at FVTPL.

Debt instruments measured at amortized cost

Debt instrument are measured at amortized cost if they are held within a business model whose objective is to hold for collection of
contractual cash flows where those cash flows represent solely payments of principal and interest. After initial measurement, debt
instruments in this category are carried at amortized cost using the effective interest rate method. The effective interest rate is the rate that
discounts contractual cash payments or receipt through the contractual lifetime of the financial asset to the gross carrying amount of a
financial asset. Amortized cost is calculated taking into account any discount or premium on acquisition, transaction cost and fees that are
an integral part of the effective interest rate. Amortization is included in interest income in the Consolidated Income Statement.

Impairment on debt instruments measured at amortized cost is calculated using the expected credit loss (ECL) approach. Loans and debt
securities measured at amortized cost are presented net of allowance for credit losses in the Consolidated Statement of Financial Position.

Debt instruments measured at FVOCI

Debt instrument are measured at FVOCI if they are held within a business model whose objective is to hold for collection of contractual
cash flows and/or selling financial assets, where the assets' cash flows represent payments that are solely payments of principal and
interest. Subsequent to initial recognition, unrealized gains and losses on debt instruments measured at FVOCI are recorded in Other
Comprehensive Income (OCI). At realization the accumulated profit or loss recognized in OCI in previous periods is recycled to the
Consolidated Income Statement. Foreign exchange gains and losses of the debt instrument are recognized in the Consolidated Income
Statement. Interest income from received payments are recognized in interest income in the Consolidated Income Statement upon
payment.

Impairment on debt instruments measured at FVOCI is calculated using the expected credit loss approach. The ECL on debt instruments
measured at FVOCI does not reduce the carrying amount of the asset in the Statement of Financial Position, which remains at its fair
value. Instead, an amount equal to the allowance that would arise if the assets were measured at amortized cost is recognized in OCI with
a corresponding charge to net impairment in the Consolidated Statement of Comprehensive Income. The accumulated allowance
recognized in OCI is recycled to the Consolidated Statement of Comprehensive Income upon derecognition of the debt instrument.
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56. Financial assets and financial liabilities, continued

Debt instruments measured at FVTPL

Debt instrument are measured at FVTPL if they are held for short term gain, held as part of a portfolio managed on a fair value basis or the
cash flows do not represent payments that are solely payments of principal and interest. These instruments are measured at fair value in
the Consolidated Statement of Financial Position. Realized and unrealized gains and losses are recognized as part of Net financial income
in the Consolidated Income Statement.

Purchased loans

All purchased loans are initially measured at fair value on the date of acquisition. As a result no allowance for credit losses would be
recorded in the Consolidated Statement of Financial Positions on the date of acquisition. Purchased loans may fit into either of the two
categories: Performing loans or Purchased or Originated Credit Impaired (POCI) loans.

Purchased performing loans are reflected in Stage 1 and will follow the same accounting as other performing loans. They will be subject to
a 12-month allowance for credit losses which is recorded as provision for credit losses in the Consolidated Income Statement. The fair
value adjustments set up for these loans on the date of acquisition is amortized into interest income over the life of these loans.

POCI loans do not have allowance at initial recognition but subsequently the allowance will reflect the changes in the lifetime expected
losses. At recognition the discount of each POCI loan is split up into two categories, impairment discount and interest discount or premium.
Interest is calculated with a credit adjusted effective interest rate and is posted to interest income. Periodically the Group recalculates the
carrying amount by computing the present value of estimated future cash flows at the financial instrument's original credit adjusted
effective interest rate, any changes in the expected cash flows since the date of acquisition are recorded as a charge/recovery in net
impairment in the Consolidated Income Statement at the end of all reporting periods subsequent to the date of acquisition.

Equity instruments
Equity instruments are measured at FVTPL.

For equity instruments measured at FVTPL, changes in fair value are recognized as part of Financial income in the Consolidated Income
Statement.

The Group can elect to classify non-trading equity instruments at FVOCI. This election will be used for certain equity instruments for
strategic or longer term investment purposes. The FVOCI election is made upon initial recognition, on an instrument-by-instrument basis
and once made is irrevocable. Gains and losses on these instruments including when derecognized/sold are recorded in OCI and are not
subsequently reclassified to the Consolidated Income Statement. Dividends received are recorded in Financial income in the Consolidated
Income Statement. Any transaction costs incurred upon purchase of the security are added to the cost basis of the security and are not
reclassified to the Consolidated Income Statement of the security.

Offsetting

Financial assets and liabilities are set off and the net amount reported in the Statement of Financial Position when, and only when, the
Group has a legal right to offset the recognized amounts and intends either to settle on a net basis or to realize the asset and settle the
liability simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gains or losses arising from a
group of similar transactions such as in the Group's trading activity.
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Expected credit losses

Expected credit loss (ECL) is established for all financial assets, except for financial assets classified or designated as FVTPL and equity
instruments designated as FVOCI, which are not subject to impairment assessment. Assets subject to impairment assessment are
primarily debt instruments (including loans to customers) measured at amortized cost or FVOCI. ECL on financial assets is presented in
Net impairment. Other financial assets carried at amortized cost are presented net of ECL in the Group's Consolidated Statement of
Financial Position. Off-balance sheet items subject to impairment assessment include financial guarantees and undrawn loan
commitments. ECL for Off-balance sheet items is separately calculated and included in Other Liabilities.

The Group measures the ECL on each balance sheet date according to a three-stage expected credit loss impairment model:

Assessment of expected credit loss, and effective interest

Stage Criteria rates.
1 Exposures not impaired and with no significant increase 12 month expected credit loss is recorded. The expected credit
in credit risk loss is computed using a probability of default occurring over

the next 12 months. For those instruments with a remaining
maturity of less than 12 months, a probability of default
corresponding to remaining term to maturity is used. The
effective interest rate is calculated on the gross carrying

amount.
2 Exposures not impaired with significant increase in Lifetime expected credit loss is recorded, based on the
credit risk subsequent to origination. probability of default over the remaining estimated life of the

financial instrument. Effective interest rate is calculated on the
gross carrying amount.

3 Exposures in default / Credit impaired Lifetime expected credit loss is recorded. Effective interest rate
is calculated on the book value.

The ECL is an unbiased discounted probability-weighted estimate of the cash shortfalls expected to result from defaults occurring in the
next 12 months or, in cases where credit risk has significantly increased, in the expected lifetime of an exposure. For guarantees and loan
commitments, credit loss estimates consider the portion of the commitment that is expected to be paid out or expected to be drawn over
the relevant time period, contingent on significant financial difficulty.

Increases or decreases in the required ECL attributable to purchases and new originations, derecognitions or maturities, and
remeasurements due to changes in loss expectations or state migrations are recorded in net impairment. Write-offs and recoveries of
amounts previously written off are recorded against ECL.

The ECL represents an unbiased estimate of expected credit losses on our financial assets as at the balance sheet date. Judgement is
required in making assumptions and estimations when calculating the ECL, including movements between the three stages and the
application of forward looking scenarios. The underlying assumptions and estimates may results in changes to the provisions from period
to period that significantly affect our results of operations.

Definition of default
The Group considers a financial assets to be in default when:

— the asset is more than 90 days past due, or
— the borrower is considered to be unlikely to pay.

In assessing whether a borrower is unlikely to pay, the Group considers both qualitative and quantitative indicators, e.g. overdue status,
debt and equity ratios, market circumstances and other data developed internally or obtained from external sources.

For corporate counterparties it is assumed that if one exposure is in default, all other exposures to that counterparty are also in default
(cross-default). For individuals however, each exposure portfolio is assessed separately, meaning that if an individual is in default on a loan
belonging to one portfolio, their other exposures, belonging to other portfolios, are not automatically assumed to be in default. However,
default in other portfolios are considered when assessing unlikeliness to pay. The Bank now defines six different exposure portfolios for
individuals and has different statistical credit risk model for each of them - mortgages, consumer loans, auto loans, guarantees, loans to
individuals for work purposes and other loans.

Probability of default and credit risk rating

The Group allocates to each exposure a credit risk rating (e.g. A+, A, A-, BBB+, etc.) based on the calculated 12 month probability of
default (‘the PD'). The PD is assessed through the Group's credit rating models or based on external ratings if available. The Group's credit
rating models are statistical models based on a variety of information that has been determined to be predictive of default. These include
demographic, behavioral, financial and economic data, coupled with qualitative expert judgement for large corporate exposures. Factors
vary depending on the nature of the exposure and the profile of the borrower. The PD estimates used for the purpose of calculating IFRS 9
impairments are point-in-time, i.e. dependent on the economic cycle. The Group's credit rating models are subject to annual performance
tests and are recalibrated on a regular basis if needed.
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56. Financial assets and financial liabilities, continued

The Group's rating scale is shown below, including mapping of external ratings. The lower bounds are inclusive.

Risk S&P /

class Rating Lower PD Upper PD  Fitch Moody's Description

0 0.000%  0.006% AAA Aaa Investment Grade
0.006% 0.018% AA+ Aal
0.018%  0.029% AA Aa2
0.029%  0.045% AA- Aa3
0.045% 0.070% A+ Al
0.070%  0.110% A A2
0.110%  0.170% A- A3

1 0.170%  0.260% BBB+ Baal Investment Grade
0.260%  0.410% BBB Baa2
0.410%  0.640% BBB- Baa3

2 0.640%  0.990% BB+ Bal Non-investment
0.990%  1.540% BB Ba2 Grade
1.540% 2.400% BB- Ba3

3 2.400% 3.730% B+ B1 Non-investment
3.730%  5.800% B B2 Grade
5.800% 9.010% B- B3

4 9.010% 14.000% Non-investment
14.000% 31.000% Grade
31.000% 99.990%

5 DD e 99.99% 100.00% D C Default / Impaired

The Group uses external ratings for counterparties that receive such ratings from recognized rating agencies such as Moody's, Standard &
Poor's and Fitch. The Group's internal rating scale was originally calibrated to match historical default rates shown in publications of the
aforementioned rating agencies and using smoothing techniques. External ratings are primarily used to assess expected losses for
counterparties of marketable securities, money market and deposit accounts positions which fall under the Impairment requirements of
IFRS 9. The Bank's ECL is broken down by investment grade and non-investment grade classes for such exposures, as per the definition
of the corresponding rating agency.

Each exposure is allocated a credit risk rating at initial recognition. The calculations are based on available information at the time of
origination. Exposures are continuously monitored and revaluated using the models described above and this may result in transitions
between risk ratings.

Probability of default

The Group's PDs and PD term structures are based on both quantitative and qualitative factors and in some cases external ratings are
used. PD's are re-assessed on a regular basis with different frequencies depending on the type of counterparty and/or exposure.

In addition to calculating PD and allocating a credit risk rating to each exposure, the Group calculates the lifetime probability of default
(LPD), which is an assessment of the probability that a default event occurs over the lifetime of the exposure. The LPD incorporates
management's view of possible future macroeconomic developments and the likelihood of rating transitions over the lifetime of the
exposure. For the determination of LPD, the Bank calculates PD term structures — which effectively provides the probability of default for
any given time period, one for each rating grade, PD model and economic scenario. The annualized lifetime probability of default (ALPD) of
an exposure is the fixed 12 month PD (without transitions) that corresponds to the exposure's LPD. The credit risk rating that corresponds
to the ALPD is defined as the lifetime credit risk rating.

The assessed 12 months PDs are the basis for the determination of the term structure of PDs for exposures. The Group applies transition
models, developed on the basis of historical data, to predict the development of risk grades for periods that exceed one year. The Group
has separated transition behavior due to specific and general risk and applies its macro-economic forecasts to the latter. The analysis of
credit rating transitions due to general risk includes the identification and calibration of relationships between changes in default rates and
changes in key macro-economic factors. Unemployment rate is the predominant predictive variable. Among other indicators examined are
GDP growth, private consumption expenditure, inflation, development of housing prices and benchmark interest rates.

Assumptions on key macro-economic indicators are on an ongoing basis estimated based on internal and external information available at
each time. The Group formulates a 'base case' view of the future direction of relevant economic variables as well as a representative range
of other possible forecast scenarios. The Group uses these forecasts to adjust its estimates of lifetime probability of default and other
factors that affect the lifetime expected credit loss.
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The Bank has six different exposure specific PD models for individuals: mortgages, consumer loans, auto loans, guarantees, loans to
individuals for work purposes and other loans. The Bank has a different model or rating logic for the following corporate portfolios — large
corporates, retail SMEs, holding companies, financial institutions (external ratings), municipalities, state related entities and cooperatives.

Loss given default

Each credit facility is assigned an LGD. The LGD is an assessment of loss conditional on a default occurrence. The Group splits LGD into
three components; the probability of cure, the expected recovery from liquidation of collateral, and the recovery rate for the unsecured part
of the exposure. The cure rate is modeled on the Group’s historical data of assets returning to performing status after being in default
without loss. The expected recovery is the outcome of the Group’s collateral allocation algorithm which takes into account the seniority of
debt and collateral type. Haircuts are applied to different types of collaterals based on expert judgment, supported by historical data, and
take into account costs and the time value of money. Different haircuts are applied for different macro-economic scenarios in the ECL
calculations. In some instances, assets are considered to be fully covered by collateral after haircut application and therefore carry no ECL.
The recovery rate for the unsecured part of the exposure is based on expert judgment, taking into account historical loss experience.

The cut-off period for cure is taken to be 18 months from default, which means that a return to non-default after that period is not
considered a cure. Furthermore, cure is defined on a portfolio level instead of on a loan level i.e. the same level as the PD models. In this
version, statistical cure rate models have been created for the largest portfolios — mortgages, consumer loans and large corporates and
retail SMEs. As the explanatory variables in the statistical cure rate models can be related to variables in PD models, this change prompts
a consideration of PD-cure correlation. The correlation effects are taken into account in the Bank’s ECL calculations. Furthermore, long-
run average cure rate models using macro-economic variables have been created. The models can be used to assess cure rate under
different economic conditions to be able to apply different cure rates for different economic scenarios given different economic conditions.

Exposure at default

The EAD represents the expected exposure at the event of a default. For a given exposure, the Group derives the EAD from the
contractual amortization schedule and takes into account the likelihood of pre-payments, drawdowns, rollovers, extensions and use of
unused allowance in the period leading up to default. These behavioral estimates, which are based on historical observations and forward-
looking forecasts, apply differently to each type of exposure.

Significant increase in credit risk

The assessment of significant increase in credit risk requires significant judgment. In determining whether the risk of default for an
exposure has increased significantly since initial recognition, the Group considers relevant, reasonable and supportable information on an
ongoing basis. Assumptions are drawn based on the Group's historical experience and expert judgement including forward-looking
expectations. If a debt investment security has low credit risk and is considered investment grade at the reporting date, the Group
determines that the credit risk on the asset has not increased significantly since initial recognition.

For a given exposure, the Group considers a significant increase in credit risk to have occurred if one of the following holds:

— the exposure's credit risk rating on reporting date is not in risk class 0 or 1 and has deteriorated by more than one risk rating compared
to the credit risk rating at origination;

— the exposure's lifetime credit risk rating on reporting date is not in risk class 0 or 1 and has deteriorated by more than one risk grade
(two or more) compared to the lifetime credit risk rating at origination. As the Group does not have the benefit of hindsight, this
comparison is only used for exposures that originate on or after 1 January 2018;

— the number of days in arrears exceeds 30 days; or

— the exposure is on the Group's watch list.

The Group monitors the effectiveness of the criteria used to identify significant increases in credit risk by regular reviews to confirm that the
criteria is capable of identifying significant increases in credit risk before an exposure is in default and there is no unwarranted volatility in
loss allowance from transfers between 12-month ECL (stage 1) and lifetime ECL (stage 2).
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Exposures in default
Exposures in default at each reporting date, according to the Group’s definition, are considered to be credit impaired.

The amount of the loss impaired is the difference between the assets' gross carrying value and the present value of estimated future cash
flow. In some instances, the impairment of exposures is zero due to collateral coverage.

Impairment losses are recognized in net impairment, see note 42. Any decreases in impairment loss amounts are reversed through net
impairment.

Expected credit loss measurement
The expected credit loss (ECL) calculations are based on three main components:

— probability of default (PD),

— loss given default (LGD); and

— exposure at default (EAD).

Each component is derived from internally generated models, apart from external credit ratings. The models are developed with statistical
methods and/or expert judgement supported by historical data and adjusted for expected macro-economic effects.

The Group measures ECL considering the risk of default over the maximum contractual period (including any extension periods) over
which it is exposed to credit risk. The maximum contractual period extends to the date at which the Group has the right to require
repayment of an advance or terminate a loan commitment or guarantee. However, for overdrafts and credit card facilities that include both
a loan and an undrawn commitment component, the Group measures ECL over a period longer than the maximum contractual period if the
Group’s procedures for extensions do not limit the Group’s exposure to credit losses to the contractual period. These facilities do not have
a fixed term or repayment structure. The Group can cancel them with immediate effect but this contractual right is not enforced in the
normal day-to-day management, but only when the Group becomes aware of an increase in credit risk at the facility level. This longer
period is estimated taking into account the credit risk management actions that the Group expects to take and that serve to mitigate ECL.
These include a reduction in limits, cancellation of the facility and/or turning the outstanding balance into a loan with fixed repayment terms.
The ECL calculations involve discounting using the exposures' effective interest rates.

Forward looking scenarios

The ECL for an exposure is the weighted average of the expected credit loss for different macro-economic scenarios provided by the
Group's management. The Group currently considers three scenarios: 'base case', 'optimistic' and ‘pessimistic' and assigns its best
estimate of the likelihood of occurrence to each one. The development of macro-economic variables and the corresponding weights are
based on expert judgement supported by historical data. The Group incorporates forward-looking macro-economic information into both its
assessment of whether the credit risk of an instrument has increased significantly since its initial recognition (via the lifetime credit risk
rating comparison) and its measurement of ECL as the PD term structures, LGD and EAD include macro-economic adjustments for each
of the scenarios.

The predominant macro-economic variable used across all portfolios is the unemployment rate in Iceland, as measured by the Directorate
of Labor. Among other variables considered are GDP growth, private consumption expenditure, inflation, development of housing prices
and benchmark interest rates. The average cure is also correlated with unemployment rate, depending on portfolio, and collateral haircuts
are adjusted for different scenarios. Exit and pre-payment rates, which affects EAD, are dependent on refinancing spreads and due to the
correlation between interest rates and unemployment rate they are adjusted for different scenarios.

Write-off of loans

Loans are written off, either partially or in full, when there is no realistic prospect of recovery i.e. the bankruptcy of the borrower or an
ineffective attachment or distraint. Collateralized loans are generally written of when the realization of collateral have been received. After
write-off, exposures continue to be subject to collection activities in accordance with Icelandic law.
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Modifications

The original terms of a financial asset may be renegotiated or otherwise modified, resulting in changes to the contractual terms of the
financial asset that affect the contractual cash flow. The treatment of such modifications is primarily based on the process undertaken to
execute the renegotiation and the nature and extent of changes made. Modifications which are performed for credit reasons, primarily
related to troubled debt restructurings, are generally treated as modifications of the original financial asset unless modifications are
significant. Significant modifications are generally considered to be an expiry of the original cash flows; accordingly, such renegotiations
are treated as a derecognition of the original financial asset and recognition of a new financial asset.

If a modification of terms does not result in derecognition of the financial asset, the carrying amount of the financial asset is recalculated as
the present value of the renegotiated or modified contractual cash flows, discounted at the original effective interest rate and gain or loss is
recognized. The financial asset continues to be subject to the same assessments for significant increase in credit risk relative to initial
recognition and credit-impairment, as described above. A modified financial asset will migrate out of Stage 3 if the conditions that led to it
being identified as credit-impaired are no longer present and relate objectively to an event occurring after the original credit-impairment was
recognized. A modified financial asset will migrate out of Stage 2 when it no longer satisfies the relative thresholds set to identify significant
increase in credit risk, which are based on changes in its PD, lifetime PD, days past due and other qualitative considerations.

If a modification of terms results in derecognition of the original financial asset and recognition of the new financial asset, the new financial
asset will generally be recorded in Stage 1, unless it is determined to be credit-impaired at the time of renegotiation. For the purposes of
assessing for significant increase in credit risk, the date of initial recognition for the new financial asset is the date of modification.

57. Hedge accounting

From the applying of IFRS 9 from 1 January 2018, the Group has chosen to continue to apply the hedge accounting requirements of IAS
39, in line with exemption from IFRS 9. However, the Group will provide the expanded disclosures on hedge accounting introduced by IFRS
9's amendments to IFRS 7, as the accounting policy election does not provide an exemption from the new disclosure requirements under
IFRS 7.

The Group applies fair value hedge accounting with respect to designated hedging relationship of certain fixed-rate foreign currency
denominated notes issued by the Bank as the hedged items and certain foreign currency denominated interest rate swaps as the hedging
instruments. The Group recognizes the changes in fair value of the interest rate swaps together with changes in the fair value of bonds
attributable to interest rate risk immediately in profit or loss in the line item of Note 10, Net gain on fair value hedge of interest rate swap.
Calculated accrued interest on both swaps and bonds are included in the line item of Note 7, Interest expense.

Other derivatives, not designated in a qualifying hedge relationship, are used to manage its exposure to foreign currency, interest rate,
equity market and credit risk. The financial instruments used include, but are not limited to, interest rate swaps, cross-currency swaps,
forward contracts, futures, options, credit swaps and equity swaps.

On initial designation of the hedges, the Group formally documented the relationship between the hedging instruments and hedged items,
including the risk management objective and strategy in undertaking the hedge, together with the method that will be used to assess the
effectiveness of the hedging relationships. The Group makes an assessment, both at inception of the hedge relationships and on an
ongoing basis, of whether the hedging instruments are expected to be highly effective in offsetting the changes in the fair value of the
hedged items during the period for which the hedge is designated, and whether the actual results of each hedge are within the range of
80-125%.

If the hedging derivative expires or is sold, terminated or exercised, or the hedge no longer meets the criteria for fair value hedge
accounting, or the hedge designation is revoked, then hedge accounting is discontinued prospectively. Any adjustments, up to the point of
discontinuation, to a hedged item for which the effective interest method is used, is amortized to profit or loss as part of the recalculated
effective interest rate of the item over its remaining life.

58. Cash and cash equivalents

Cash and cash equivalents in the Statement of Cash Flows consist of cash, demand deposits with the Central Bank and demand deposits
with other credit institutions. Cash and cash equivalents comprise balances with less than three months' maturity from the date of
acquisition. Cash and cash equivalents are carried at amortized cost in the Statement of Financial position.
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59. Loans

Loans are financial instruments with fixed or determinable payments that are not quoted in an active market and that the Group does not
intend to sell immediately or in the near term. Loans include loans provided by the Group to credit institutions and to its customers,
participation in loans from other lenders and purchased loans.

Loans are initially measured at fair value plus incremental direct transaction costs, and subsequently measured at their amortized cost
using the effective interest method.

When the Group is the lessor in a lease agreement that transfers substantially all of the risks and rewards incidental to ownership of the
asset to the lessee, the arrangement is classified as a capital lease and a receivable equal to the net investment in the lease is recognized
and presented within loans.

When the Group purchases an asset and simultaneously enters into an agreement to resell the asset (or a substantially similar asset) at a
fixed price on a future date reverse repo or stock borrowing, the arrangement is accounted for as a loan, and the underlying asset is not
recognized in the Group's Consolidated Financial Statements.

60. Derivatives

A derivative is a financial instrument or other contract, the value of which changes in response to a change in an underlying variable, such
as share, commodity or bond prices, an index value or an exchange or interest rate, which requires no initial net investment or initial net
investment that is smaller than would be required for other types of contracts that would be expected to have a similar response to
changes in market factors and which is settled at a future date.

Derivatives are recognized at fair value. Fair value changes are recognized in the Income Statement. Changes in fair values of derivatives
are split into interest income, foreign exchange differences and net financial gain or loss. Interest income is recognized on an accrual
basis. Derivatives with positive fair values are recognized as Financial instruments and derivatives with negative fair values are recognized
as Financial liabilities at fair value.

61. Intangible assets

Goodwill and infrastructure

Goodwill and infrastructure that arises on the acquisition of subsidiaries is presented with intangible assets. Subsequent to initial
recognition goodwill and infrastructure is measured at cost less accumulated impairment losses.

Customer relationship and related agreements

Customer relationship and related agreements are measured at cost less any accumulated impairment losses.
Software
Software acquired by the Group is measured at cost less accumulated amortization and any accumulated impairment losses.

Subsequent expenditure on software is capitalized only when it increases the future economic benefits embodied in the specific asset to
which it relates. All other expenditure is expensed as incurred.

Amortization of intangible assets

Amortization of intangible assets is recognized in the Income Statement on a straight-line basis over the estimated useful life, from the date
that it is available for use. The estimated useful life of intangible assets for the current and comparative periods is three to ten years.

62. Investment property

An investment property is a property which is held either to earn rental income or for capital appreciation or for both.

Investment property is initially measured at cost and subsequently at fair value. Gains or losses arising from changes in the fair values of
investment properties are included in the Income Statement.
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63. Impairment of non-financial assets

The carrying amounts of the Group's non-financial assets, other than assets held for sale, investment property and deferred tax assets, are
reviewed at each reporting date to determine, whether there is any indication of impairment. If any such indication exists then the asset's
recoverable amount is estimated. The recoverable amount of intangible assets is assessed annually.

An impairment loss is recognized if the carrying amount of an asset exceeds its recoverable amount. Impairment losses are recognized in
profit or loss.

The recoverable amount of an asset is the greater of its value in use and its fair value less cost to sell. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset.

An impairment loss in respect of other assets, where impairment losses have been recognized in prior periods, are assessed at each
reporting date for any indications that the loss has decreased or no longer exists. An impairment loss is reversed if there has been a
change in the estimates used to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset's
carrying amount does not exceed the carrying amount that would have been determined, net of depreciation or amortization, if no
impairment loss had been recognized.

64. Deposits

Deposits are initially measured at fair value plus transaction costs, and subsequently measured at their amortized cost using the effective
interest method.

65. Borrowings

Borrowings are measured at amortized cost with any difference between cost and redemption amount being recognized in the Income
Statement over the period of the borrowings on an effective interest basis. Accrued interest is included in the carrying amount of the
borrowings.

66. Subordinated liabilities

Subordinated liabilities are financial liabilities in the form of subordinated capital which, in case of the Group's voluntary or compulsory
winding-up, will not be repaid until after the claims of ordinary creditors have been met. In the calculation of the capital ratio, they are
included within both Tier 1 and Tier 2, based on terms of each instrument. The Group may only retire subordinated liabilities with the
permission of the FSA.

Subordinated liabilities are recognized initially at fair value less attributable transaction costs. Subsequent to initial recognition,
subordinated liabilities are stated at principal amount due plus accrued interest, which is recognized in the Income Statement based on the
contractual terms of the borrowing.

67. Assets and disposal groups held for sale

The Group classifies a Asset or disposal group as held for sale if its carrying amount will be recovered principally through a sale transaction
rather than through continuing use. For this to be the case the asset or disposal group must be available for immediate sale in its present
condition subject only to terms that are usual and customary for sales of such asset or disposal group and the sale must be highly
probable.

Immediately before classification as held for sale, the measurement of the qualifying assets and all assets and liabilities in a disposal group
is brought up-to-date in accordance with applicable IFRS. Then, on initial classification as held for sale, Assets and disposal groups are
recognized at the lower of carrying amount and fair value less costs to sell. Impairment losses on initial classification as held for sale are
included in the Income Statement, even when there is a revaluation. The same applies to gains and losses on subsequent remeasurement.
Revaluation through the reversal of impairment in subsequent periods is limited so that the carrying amount of the held for sale, Assets or
disposal groups does not exceed the carrying amount that would have been determined had no impairment loss been recognized in prior
years.
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68. Other assets and other liabilities

Property and equipment

Items of property and equipment are measured at cost less accumulated depreciation and impairment losses. When parts of an item of
property and equipment have different useful lives, they are accounted for as separate items of property and equipment.

Subsequent expenditure is capitalized only when it is probable that the future economic benefits of the expenditure will flow to the Group.
Ongoing repairs and maintenance are expensed as incurred.

The depreciable amount of property and equipment is determined after deducting its residual value. Depreciation is charged to the Income
Statement on a straight-line basis over the estimated useful lives of each part of an item of property and equipment. The estimated useful
lives are as follows:

Real estates
Equipment

33 years
3-15 years

The depreciation methods, useful lives and residual values are reassessed annually.

Right-of-use asset and lease liability

The Group assesses whether a contract is or contains a lease, at inception of the contract. The Group recognises a right-of-use asset and
a corresponding lease liability with respect to all lease arrangements in which it is the lessee, except for short-term leases and leases of
low value assets. For these leases, the Group recognises the lease payments as an operating expense on a straight-line basis over the
term of the lease. The lease liability is initially measured at the present value of the lease payments that are not paid at the
commencement date, discounted by using the Group's incremental borrowing rate. The right-of-use assets comprise the initial
measurement of the corresponding lease liability. They are subsequently measured at cost less accumulated depreciation.

Other assets and other liabilities

Other assets and other liabilities are stated at cost less impairment.

Technical provision

Estimate is made in accordance with Solvency Il rules. Data from the company's claim system are extrapolated to predict the final amount
of the claims that will be paid at the end of the reporting period with corresponding expected payments from reporting date until the
settlement of claims that occurred prior to the reporting date. In addition, estimation of settlement cost, risk and other factors is made in
accordance with the instructions in Solvency Il rules. This approach is consistent with the valuation of insurance liabilities in IFRS 4.

69. Equity

Share capital and share premium

Par value of issued share capital is ISK 1 per share. The holders of ordinary shares are entitled to receive dividends as approved by the
AGM and are entitled to one vote per share at shareholders' meetings.

Treasury shares

The consideration paid for the purchase of own shares is deducted from the shareholders equity as treasury shares. No gain or loss is
recognised in the Income Statement on purchase or sale of treasury stock.

Dividends

Dividends on shares are recognized in equity in the period in which they are approved by Arion Bank's shareholders.

Option reserve

The option reserve represents the cumulative charge to the Income Statement for options for employees to purchase shares in Arion Bank.
The stock option plan is set up in accordance with article 10 in Act on income tax No. 90/2003.

Warrants reserve

The warrants reserve represents the consideration received for outstanding warrants.

Reserve for investments in subsidiaries and associates

According to the Financial Statements Act No. 3/2006 the difference between share of profit of subsidiary or associate in excess of
dividend payment or dividend payment pending, shall be transferred to a restricted shareholding equity reserve, net of tax, which is not
subject to dividend payments. When shareholding in subsidiary or associate is sold or written off the shareholding equity reserve shall be
released and the amount transferred to retained earnings.

Reserve for investments in securities

According to the Financial Statements Act No. 3/2006 fair value changes of financial assets from the initial reporting, shall be transferred
from retained earnings to a fair value equity reserve, net of tax. The fair value equity reserve is not subject to dividend payments. The fair
value equity reserve shall be released in accordance with fair value changes recognized when financial asset is sold or redeemed or the
assumptions for the fair value change is no longer in force.
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69. Equity, continued

Reserve due to capitalized development cost

According to the Financial Statements Act No. 3/2006 entities that capitalize development costs shall transfer a corresponding amount
from retained earnings to a separate reserve. The reserve is not subject to dividend payments. The reserve shall be eliminated in an
amount corresponding to the annual depreciation of the capitalized development cost. The reserve shall be released if the asset is sold or
fully depreciated.

Financial assets at fair value through OCI

Unrealized fair value changes net of tax for assets held at fair value through other comprehensive income. The fair value reserve is
released in correlation with realization of gains or losses of financial assets at derecognition.

Statutory reserve

According to the Icelandic Companies Act No. 2/1995 at least 10% of the profit of the Group which is not devoted to meeting losses from
previous years and is not contributed to other legal reserves must be contributed to the statutory reserve until it amounts to 10% of the
share capital. When that limit has been reached the contribution must be at least 5% of the profit until the statutory reserve amounts to
25% of the share capital of the Bank.

Foreign currency translation reserve

The foreign currency translation reserve comprises all foreign exchange differences arising from the translation of the Consolidated
Financial Statements of foreign operations.

70. Earnings per share

The Group presents basic and diluted earnings per share (EPS). Basic earnings per share is calculated by dividing the net earnings
attributable to the shareholders of Arion Bank hf. by the weighted average number of ordinary shares outstanding during the year. Diluted
earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding during the year to assume
conversion of all dilutive potential ordinary shares, which comprise share options granted to employees and issued warrants.

71. Financial guarantees

In the ordinary course of business, the Group gives financial guarantees, consisting of letters of credit, guarantees and acceptances.
Financial guarantees are initially recognized in the Consolidated Financial Statements at fair value, being the premium received.
Subsequent to initial recognition, the Group's liability under each guarantee is measured at the higher of the amount initially recognized
less, when appropriate, cumulative amortization recognized in the Income Statement, and the best estimate of expenditure required to
settle any financial obligation arising as a result of the guarantee. Any increase in the liability relating to financial guarantees is recorded in
the Income Statement. The premium received is recognized in the Income Statement in Net fees and commission income on a straight line
basis over the life of the guarantee.

72. Fiduciary activities

The Group provides asset custody, asset management, investment management and advisory services to its clients. These services
require the Group to make decisions on the treatment, acquisition or disposal of financial instruments. Assets in the Group's custody are
not reported in its Statement of Financial Position.

73. Employee benefits

All entities with employees within the Group have defined contribution plans. The entities pay fixed contributions to publicly or privately
administered pension plans on a mandatory and contractual basis. The Group has no further payment obligations once these contributions
have been paid. The contributions are recognized as an expense in the Income Statement when they become due. The Group does not
operate any pension fund which confers pension rights.

Share-based payment expense

Equity-settled share-based payments to employees are measured at the fair value of the equity instruments at grant date. The grant date
fair value of equity-settled share-based payments granted to employees is recognized as an salary expense, with a corresponding increase
in equity, over the contratual period. The amount recognized as an expense is adjusted to reflect the number of shares that are expected to
be exercised at the vesting date.
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74. Standards issued but not yet effective

New standards, amendments to standards and interpretations have been issued but are not yet effective for the year ended 31 December
2021, and have not been applied in preparing these Consolidated Financial Statements. Relevant to the Group's reporting is IFRS 17
Insurance contracts.

IFRS 17 Insurance Contracts

IFRS 17 Insurance Contracts, is comprehensive new accounting standard for insurance contracts covering recognition and measurement,
presentation and disclosure. IFRS 17 applies to all types of insurance contracts (i.e., life, non-life, direct insurance and re-insurance). The
overall objective of IFRS 17 is to provide an accounting model for insurance contracts that is more useful and consistent for insurers. IFRS
17 is effective for reporting periods beginning on or after 1 January 2023, with comparative figures required. This standard will be
applicable to the Group's subsidiary Vérdur and based on analysis performed to assess the impacts of the implementation of the standard
it is considered to have minor impacts on the Statement of Comprehensive Income of the Group.
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5-year overview

Income Statement

2021 2020 2019 2018 2017
NEL INTErESE INCOME ...uviiiiiiiiic e e e e aab s 32,063 31,158 30,317 29,319 28,920
Net fee and COMMISSION INCOME .......ccoiiuiiiiiiiiiiee e 14,673 11,642 9,950 10,350 10,211
NEt INSUTANCE INCOME .....ovvuiiiiiiiiiieieee et e et e e e e e eaaaeaaes 3,442 3,071 2,886 2,589 2,093
Net financial iINCoOMe .........ccceeveivviiiiiiieeeeeeeiien, 6,220 2,745 3,212 2,302 4,045
Share of profit of associates and net impairment . 22 - 756 27 (927)
Other 0perating INCOME .........ciuiieiiie e 1,805 2,148 877 1,584 2,521
Operating iNCOME .........cciiiiiiiiii 58,225 50,764 47,998 46,171 46,863
Salaries and related EXPENSE ........cueiiiiieiiiieiiie et (14,638) (12,332) (14,641) (14,278) (13,602)
Other Operating EXPENSE .......cceiiiuuriiieiiiiiiiieeessnibee e e e e s e e e e siaee e e e s snarees (11,237) (12,109) (12,222) (12,000) (9,291)
Operating eXPENSES .......cccciiiiiiiiii i (25,875) (24,441) (26,863) (26,278) (22,893)
BANK IEVY ..ttt e e nraaa s (1,516) (1,301) (2,984) (3,386) (3,172)
NEt iIMPAINMENT ... e 3,169 (5,044) (382) (3,525) 312
Earnings before iNCOME taX .......cviiiiiiiiiiiiiiiee e 34,003 19,978 17,769 12,982 21,110
INCOME tAX EXPENSE ...t (6,782) (3,231) (3,714) (4,046) (5,966)
Net earnings from continuing OPerations ........ccccoeuvveeeeiiiiiieeees e 27,221 16,747 14,055 8,936 15,144
Discontinued operations, Net Of taX .........cccccvviriieiieriese e 1,394 (4,278) (12,955) (1,159) (725)
NEt @arNiNGS .....ccoiiiiiiii i 28,615 12,469 1,100 7,777 14,419
Statement of Financial Position
Assets
Cash and balances with Central Bank ...............ceeevvveeeeeeieiiiiiiiiiiiiiieiieeeeeees 69,057 42,136 95,717 83,139 139,819
Loans to credit iNSItULIONS ...........oooiiiiiii e 30,272 28,235 17,947 56,322 86,609
LOANS t0 CUSTOMIEI'S ...ttt e e e e e 936,237 822,941 773,955 833,826 765,101
FIiNancial INSIIUMENTS ......uvviiiiiiiiiiieiiieeeeeeeeeee ettt 225,657 227,251 117,406 114,557 109,450
INVESTMENT PIrOPEITY ... 6,560 6,132 7,119 7,092 6,613
INVESTMENLS IN ASSOCIALES ....veeieeeiiiiiiieeeeeiiie e e e ettt e e e e s s e e e e e snraeeeeeeannns 668 891 852 818 760
Intangible assets .. 9,463 9,689 8,367 6,397 13,848
TAX @SSEIS ettt e e e e e anbaan 2 2 2 90 450
Assets and disposal groups held for sale ..........ccocceeviiiniiiiiiec e 16,047 16,811 43,626 48,584 8,138
(O] g T=T = Y=Y N 19,901 18,618 16,864 13,502 16,966
TOtal ASSELS ..oueiiiiiiiici 1,313,864 1,172,706 1,081,855 1,164,327 1,147,754
Liabilities and Equity
Due to credit institutions and Central Bank ............cccceeeivviiieeiiiiiiieeeesniinns 5,000 13,031 5,984 9,204 7,370
DEPOSIES evevviteiirte ittt e et e et e et e et e et e e e et a e e e e e aaeenraaeenraes 655,476 568,424 492,916 466,067 462,161
Financial liabilities at fair Value ............ccoooiiiiiiiiiiiiiiieeeeeeeee e, 5,877 5,240 2,570 2,320 3,601
TaX HADINEIES ..vvveeiiiie ittt e e e eaae e 7,102 4,262 4,404 5,119 6,828
Liabilities associated with disposal groups held for sale .. 16,935 16,183 28,631 26,337 -
Other IabIlItIES .....c.vvviiiiicciie e 37,151 32,714 32,697 30,107 57,062
BOITOWINGS ..ttt et e st e e e e e eaae e e snte e e snbaeesnbaeessaeeenes 356,637 298,947 304,745 417,782 384,998
Subordinated HabilitieS ............uuveiiiiiiiiiiie e 35,088 36,060 20,083 6,532 -
Total [1ADIITIES ..vvveiiieiiiiriii e 1,119,266 974,861 892,030 963,468 922,020
Shareholders' QUILY ........ceieeeiiiie e e e 193,925 197,672 189,644 200,729 225,606
NON-CONLrOIING INTEIEST ......eviiiieiiiiii e 673 173 181 130 128

Total equity 194,598 197,845 189,825 200,859 225,734

Total Liabilities and EQUILY ..........cooeviiiiiiiiiccc e 1,313,864 1,172,706 1,081,855 1,164,327 1,147,754

Valitor hf. was classified as disposal group held for sale in 2018, see Note 29.
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Corporate Governance

Statement of Arion Bank
for 2021

Arion Bank (Arion Bank or the Bank) is an Icelandic
public limited company whose shares are listed on
Nasdaq Iceland and Nasdaqg Stockholm. Here the
Board submits its Corporate Governance Statement
for 2021. Corporate governance is focused on

how responsibilities are allocated among the

various bodies of the Bank and how systems for
decision making are constructed, in accordance
with prevailing laws and regulations. Arion Bank’s
shareholders exercise governance principally by
electing the Board of Directors, which in turn appoint
the CEO and monitor the Bank’s conduct of business.
The CEO is responsible for the day-to-day operations
of the Bank and represents the Bank in all matters
concerning normal operations. The CEO must in

this respect comply with the relevant legislation,

the Bank’s Articles of Association and the policies
and instructions laid down by the Board. The CEO

is responsible for the implementation of the Bank's
policies.

Fundamentals to corporate governance at Arion
Bank are, on the one hand, the Articles of
Association which are approved by shareholders,
and, on the other, policies and other documents
adopted by the Board of Directors. These include the
Board’s Rules of Procedure, and the Rules of
Procedure of the Board’s Sub-Committees, and
policies regarding the Bank’s operations and
enterprise risk management

architecture. These policies are revised every year,
and whenever deemed necessary. Even more
important is the Bank’s corporate culture, strategy,
and operational procedures. Good corporate
governance and corporate culture helps to foster
open and honest relations between the Board of
Directors, shareholders, customers, and other
stakeholders, such as the Bank’s employees and

the public. Corporate governance also provides

the foundations for responsible management and
decision-making, with the objective of generating
sustainable long-term value creation. The Board of
Directors places great importance on good corporate
governance and re-evaluates its governance practices
regularly on the basis of recognized guidelines on
corporate governance.

A central part of governance for financial institutions
involves managing risks which will invariably arise in
operations. Risk management is described further

in later in this statement, the Bank’s Annual Report
and in the Bank’s Pillar 3 report. Establishing and
maintaining effective risk management and controls
constitutes a key challenge in the Bank’s activity and
to the Bank'’s overall soundness.

This Corporate Governance Statement is based on
the legislation, regulations and recognized guidelines
which are in force at the time the Bank’s financial
statement is adopted by the Board of Directors.



Corporate Governance Statement of Arion bank

Excellence in corporate governance

Arion Bank has been recognized as a company which
has achieved excellence in corporate governance,
following a formal assessment based on the Icelandic
Guidelines on Corporate Governance issued by the
Icelandic Chamber of Commerce, SA - Business
Iceland and Nasdaq Iceland, initially in December
2015 and again in April 2019. This recognition was
granted following an in-depth assessment by an
independent party of corporate governance at the
Bank, including governance by the Board of Directors,
Sub-Committees and management.

Compliance with guidelines on good
corporate governance

When it comes to governance arrangements, Arion
Bank applies the European Banking Authority (EBA)
Guidelines on Internal Governance (EBA/GL/2017/11),
in line with requirements found in Regulation (EU)
1093/2010 and Act 24/2017, on European Financial
Supervision. EBA has published revised Guidelines on
Internal Governance (EBA/GL/2021/05), which apply
to the Bank’s operations as of 31 December 2021.
These Guidelines are available on the website of the
Financial Supervisory Authority of the Central Bank of
Iceland.

Furthermore, according to the Financial Undertakings
Act No. 161/2002 Arion Bank is obliged to comply with
recognized guidelines on corporate governance. The
Bank complies with the sixth edition of the lcelandic
Guidelines on Corporate Governance issued by
Iceland Chamber of Commerce, SA - Business Iceland
and Nasdagq Iceland, published in February 2021 and
in force as of 1 July 2021. According to the guidelines
a company shall state whether it has deviated from
the guidelines, if so, which parts and also explain why
it has done so.

The Bank complies with the guidelines with two
deviations:

Article 5.1.2. states that the rules of procedure of sub-
committees of the Board shall be posted on the Bank’s
website. The rules of the Board Credit Committee
have not been published on the Bank’s website with
respect to their nature.

The final sub-paragraph of article 5.4.5 states that the
role of a remuneration committee shall include taking
an independent stance on the effect of wages on the
Company's risk exposure and risk management, in
cooperation with the Company’s Audit Committee. In
line with, inter alia, the EBA Guidelines on

Internal Governance and article 78(3) of the Act on

Financial Undertakings, this role falls to the Board’s
Remuneration Committee in cooperation with the
Board’s Risk Committee.

The role of the Nomination Committee at Arion Bank
is to promote good corporate governance and to
facilitate informed decision-making by shareholders
when selecting Board members to ensure that Board
members have wide and versatile qualifications and
experience. The Committee has an advisory role
regarding the election of Board members and makes a
proposal on their remuneration. At the Bank’s annual
general meeting on 16 March 2021, two members of
the Nomination Committee were appointed, Julius
porfinnsson and Vitaliy Ardislamov. According to the
Rules of Procedure for the Nomination Committee, the
third member of the Committee shall be the Chairman
of the Board of Directors or another Board Member
appointed by the Board.

Legal framework for the Bank’s operation

Arion Bank is a financial institution which operates in
accordance with the Financial Undertakings Act No.
161/2002. Acts of law which also apply to the Bank's
operations include e.g. the Act on Markets for
Financial Instruments No. 115/2021, to Act on
Undertakings for Collective Investment in Transferable
Securities (UCITS) No. 116/2021 and Act on Alternative
Investment Fund Managers No. 45/2020, Act on
Payment Services No. 114/2021, Act on Measures
Against Money Laundering and Terrorist Financing No.
140/2018, Act on Consumer Mortgages No. 118/2016,
Consumer Loans Act No. 33/2013, Competition Act
No. 44/2005 and Public Limited Companies Act No.
2/1995.

Arion Bank is a strongly capitalized bank, the purpose
of which is to excel by offering smart and reliable
financial solutions which create future value for our
customers, shareholders, and society as a whole. As
noted, the Bank is listed on Nasdaq Iceland and
Nasdaq Stockholm. The Bank has also issued financial
instruments which have been admitted for trading on
regulated securities markets in Iceland and
Luxembourg. The Bank is, therefore, subject to the
disclosure requirements of issuers pursuant to the Act
on Markets for Financial Instruments and the rules of
the relevant stock exchanges.

The Financial Supervisory Authority of the Central
Bank of Iceland (FSA) supervises the operations of
Arion Bank in accordance with the provisions of Act
No. 87/1998 on the Official Supervision of Financial
Operations. Further information on the FSA and an
overview of the legal and regulatory framework
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applicable to the Bank, as well as FSA guidelines and
guidelines issued by European Financial Supervisory
institutions, can be seen on the FSA's website, www.
cb.is/financial-supervision/.

Numerous other pieces of legislation apply to the operations of
financial undertakings.

Internal controls, auditing and accounting
Internal control

The Bank is committed to the highest standards of
corporate governance and regards internal control

as an integral part of its risk management system. An
effective internal control system is built to mitigate
risk to acceptable levels by facilitating enlightened
decision making, thus supporting the Bank in
achieving its objectives and enabling the creation and
preservation of value.

The objective of the Bank’s system of internal controls
is to ensure:

+ The Bank’s policies, objectives and plans are
achieved within set risk appetite and threshold.

+ The actions of the Board of Directors,
management and employees comply with the
Bank’s policies, standards, processes and all
relevant laws and regulations.

+ The Bank’s assets and resources, including
its people, systems, and data are adequately
protected.

» Data and information published either internally or
externally is accurate, reliable, and timely.

» The risks that are inherent in the Bank’s operations
are managed.

« Practical controls and processes have been
established that require and encourage the Board,
management, and employees to carry out their
duties and responsibilities in an efficient and
effective manner.

The key components of the internal control framework
are Control Environment, Risk Assessments, Control
Activities, Information and Communication, and
Monitoring Activities. These components are
interrelated with all operations of the Bank.

Control Environment includes the governance and
management function of the Bank, as well as the
attitude of senior management towards internal
control and its importance. The key principles relating

to control environment include:
+ Integrity and ethical values

+  The attitude of senior management and tone from
the top

« Organisational structure
« Assignment of authority and responsibility

+  Employee skills, human resources policy and its
implementation.

Risk Assessment is a process of identifying internal
and external factors that can affect the objectives of
the Bank and assess their impact and importance.

It forms a basis for determining how risk should be
managed so that risk-taking is in accordance with risk
appetite.

Control Activities are the actions performed at all
levels within the Bank and are intended to mitigate
risks to acceptable levels while achieving objectives.
Information is necessary for the Bank to carry out

its internal control responsibilities. Communication
occurs both internally and externally and provides
the Bank with relevant, quality information needed to
carry out day-to-day controls. Monitoring Activities
are the ongoing or separate evaluations that are used
to ascertain whether each of the five components of
internal controls is present and functioning.

Arion Bank looks to the Three Lines Model for
organizing internal controls. All lines work together

to contribute to the creation and protection of

value. Alignment of activities is achieved through
communication, cooperation, and collaboration. This
ensures the reliability, coherence, and transparency of
information needed for risk-based decision making.

The first line is made up of people who have day-to-
day supervision of operations and its organization.
They are responsible for establishing and maintaining
effective internal controls and managing risk in
day-to-day operations. This involves identifying and
evaluating risk and putting in place appropriate
countermeasures to reduce risk. The first line is
responsible for supervising the implementation of
internal rules and processes in compliance with

the law, regulations and the Bank’s strategy and it
must ensure that all actions are in compliance with
established procedures and that corrective action is
taken if any deficiencies are detected.

The second line is set up to ensure that the first line
has established adequate internal controls

Yo
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Board of Directors
Accountability to stakeholders for organizational oversight

Integrity, leadership, and transparency

Management
Actions to achieve organizational objectives (including risk management)

First line Second line

Provision of products and
services, managing risk
matters

KEY: T Accountability, reporting l

which work as intended. Risk Management and
Compliance are the main participants in the second
line, although other units may also be assigned
specific monitoring roles.

The third line is Internal Audit, which provides
independent and objective assurance and advice on
the adequacy and effectiveness of governance, risk
management and controls, through systematic and
disciplined processes, expertise and insight. It reports
its findings to management and the Board of Directors
to promote and facilitate continuous improvement.

Internal audit is accountable to the Board of Directors,
as independence from management is critical to its
objectivity, authority, and credibility.

Compliance

Compliance is an independent control function which
reports directly to the CEO and works in accordance
with a special charter from the Board.

The main role of Compliance is to ensure that the
Bank has in place proactive measures to reduce

the risk of rules being breached in the course of

its activities. Compliance is also responsible for
coordinating the Bank’s measures against money
laundering and terrorist financing to reduce the risk
of the Bank’s services being used for illegal purposes.
Furthermore, the Compliance Officer has the role

of the Bank’s Data Protection Officer. The Bank has

Expertise, support, monitoring,
and challenge on risk-related

Delegation, direction
resources, oversight

Internal audit
independent assurance

Third line

Independent and objective
assurance and advice on all
matters related to the
achievement of objectives

Alignment, communication,
coordination, collaboration

adopted a data protection statement which can be
seen on the Bank’s website.

The duties of Compliance are carried out under a
risk-based compliance plan approved by the Board

of Directors, including a monitoring and training
schedule for employees which addresses the laws
and rules under which the Bank operates. Compliance
provides the Board of Directors with a quarterly report
on its activities.

Further information can be found on the Bank’s
website.

Risk Management

A central feature of the activities of all financial
companies is carefully calculated risk-taking
according to a predetermined strategy. Arion Bank
thus takes risk compatible with its risk appetite, which
is regularly reviewed and approved by the Board of
Directors. The Bank’s risk appetite, set by the Board,
is translated into exposure limits and targets that

are monitored by Risk Management. The Board is
responsible for Arion Bank'’s internal capital adequacy
assessment process, the main objective of which is to
ensure that Arion Bank understands its risk profile and
has systems in place to assess, quantify and monitor
its total risk exposure.

The Bank’s Risk Management division is headed by the
Chief Risk Officer. It is independent and centralized



and reports directly to the CEO and operates in
accordance with a special charter from the Board.
Risk Management comprises three departments
whose role is to analyze, monitor and regularly report
to the CEO and Board of Directors on the risks faced
by the Bank.

Further information on risk management and capital
management is contained in the Bank’s annual report
and the Bank’s risk report.

Internal Audit

The Internal Auditor is appointed by the Board of
Directors and reports directly to the Board. The Board
sets the Internal Auditor a charter which sets out the
responsibilities associated with the position and the
scope of the work. The role of the Internal Auditor

is to provide independent and objective assurance
and advice designed to add value and improve the
Bank’s operations. The scope of the audit is the Bank,
its subsidiaries and pension funds serviced by Arion
Bank.

The internal audit department will govern itself

by adherence to the mandatory elements of The
Institute of Internal Auditors’ International Professional
Practices Framework, including the Core Principles
for the Professional Practice of Internal Auditing,

the Code of Ethics, the International Standards for

the Professional Practice of Internal Auditing, and

the Definition of Internal Auditing. The chief internal
auditor will report periodically to senior management,
the Bank’s Audit Committee and the Board of
Directors regarding the internal audit department’s
conformance to the Code of Ethics and the Standards.

Accounting and auditing

The Bank’s Finance division is responsible for
preparing the accounts and this is done in accordance
with the International Financial Reporting Standards
(IFRS). The Bank publishes its financial statement on

a quarterly basis and management statements are
generally submitted to the Board ten times a year. The
Board Audit Committee examines the annual financial
statement and interim financial statements, while the
external auditors review and audit the accounts twice
a year. The Board Audit Committee gives its opinion
on the accounts to the Board of Directors, which then
approves and endorses the accounts.

Cornerstones and code of ethics

Arion Bank’s cornerstones is the name used to
describe the Bank’s core values. The cornerstones are

designed to provide guidance when making decisions
and in everything else employees say and do. They
refer to the Bank’s role, attitude, and conduct. Arion
Bank’s cornerstones are: We find solutions, we make a
difference, we get things done, and, we say what we
mean.

The management and employees of Arion Bank are
conscious of the fact that the Bank’s activities affect
different stakeholders and society at large. The
Bank’s code of ethics is designed to serve as a key to
responsible decision-making at Arion Bank. The code
of ethics is approved by the Board of Directors.

Sustainability Risk

Sustainability risk refers to the risk of certain
activities or practices compromising the ability of
future generations or segments of society to meet
their own needs, e.g. due to negative effects on the
environment, natural or cultural resources or social
conditions.

Sustainability risk is a driver of other risk types, such
as credit risk and market risk. It can materialize in

the short term, the medium term, and the long term.
Environmental risks comprise of transition risks and
physical risks and the Bank assesses both inside-out
risks (the impact from the Bank’s operations) and
outside-in risks (impact through the Bank’s credit and
investment portfolios).

Climate and environmental risks are assessed in the
Bank’s Internal Capital Adequacy Assessment Process
and considered in the Bank’s stress testing program.

Arion Bank has been a partner of Festa, the Icelandic
Center for Corporate Social Responsibility, for several
years and since 2014 has been a signatory to the CEO
Statement of Support for the Women’s Empowerment
Principles (UN Women and UN Global Compact). In
2015 the Bank signed the City of Reykjavik and Festa’s
Declaration on Climate Change and has published

its environmental accounts since 2016. Arion Bank
has been a signatory to the UN Global Compact,

the UN's initiative to encourage businesses to adopt
sustainable and socially responsible practices, since
the end of 2016. The Bank has also complied with the
UN’s Principles for Responsible Banking (UN PRI) since
the end of 2017. In September 2019 the Bank became
a signatory to the UN Principles for Responsible
Banking (UN PRB), the goal of which is to align
banking with international goals and commitments
such as the UN Sustainable Development Goals and
the Paris Climate Agreement.
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Arion Bank’s activities are governed by the provisions
of the Annual Accounts Act on non-financial
reporting, which, among other things, apply to the
status and influence of the company in respect of
environmental, social and human resources issues.
Non-financial reporting in the annual report is based
on the Global Reporting Initiative, GRI Core and the
ESG reporting guide for the Nasdaqg Nordic and Baltic
exchanges.

The Board of Directors has the ultimate responsibility
for ensuring effective management of sustainability
risk. The CEO establishes and maintains an
appropriate formal framework for managing and
mitigating sustainability risks. The framework must
be in accordance with the Bank'’s risk appetite and
regulatory requirements.

Further information on sustainability at Arion Bank can
be found in the Bank’s 2021 Annual Report. Further
information can be found on the Bank’s website.

Board of Directors and committees

The main duty of the Board of Directors of Arion

Bank is to manage the Bank between shareholders’
meetings according to applicable laws, regulations,
and articles of association. The Board tends to those
operations of the Bank which are not considered part
of the day-to-day business, i.e. it makes decisions on
issues which are unusual or of a significant nature.
One of the Board’s main duties is to supervise the
Bank’s activities. The Board’s work, duties and role are
defined in detail in the rules of procedure of the Board
of Directors, which have been established on the
basis of the EBA Guidelines on Internal Governance,
Article 54 of the Financial Undertakings Act, Article 70
of the Public Limited Companies Act No. 2/1995, FSA
Guidelines No. 1/2010, and the articles of association
of the Bank. The rules of procedure of the Board of
Directors can be found on the Bank’s website.

The Board of Directors appoints a Chief Executive
Officer who is responsible for the day-to-day
operations in accordance with a strategy set out
by the Board. The Board of Directors and the

Chief Executive Officer shall carry out their duties
with integrity and ensure that the Bank is run in a
sound and reasonable manner in the interests of
the customers, the community, the shareholders
and the Bank itself, cf. Article 1 (1) of the Financial
Undertakings Act. The Chief Executive Officer shall
ensure that the Board receives sufficient support to
carry out its duties.

The Board of Directors is generally elected for a term

of one year at the Bank’s annual general meeting.
At Arion Bank’s annual general meeting on 16 March
2021, five Directors and two Alternates were elected
to the Board of Directors.

The elected Board Directors have diverse
backgrounds and extensive skills, experience, and
expertise. When electing the Board care is taken to
ensure at least 40% representation of each gender
among directors and alternates. Currently the Board
consists of three men and two women.

Information on the independence of Directors is
published on the Bank’s website before the annual
general meeting or a shareholders’ meeting where a
Board member is to be elected. The minutes of the
annual general meeting and shareholders’ meetings
are also published on the Bank'’s website.

The Board of Directors meets at least ten times a year.
In 2021 the Board met on 14 occasions. The Chairman
of the Board is responsible for ensuring that the Board
performs its role in an efficient and organized manner.
The Chairman chairs Board meetings and ensures
that there is enough time allocated to the discussion
of important issues and that strategy issues are
discussed thoroughly. The Chairman is not permitted
to undertake any other work for the Bank unless part
of the normal duties of the Chairman.

According to the Board’s Rules of Procedure the
Board is permitted to establish committees to
discuss particular areas of the Bank’s operations. No
later than one month following the annual general
meeting the Board appoints members to each

of its sub-committees and assesses whether it is
necessary to appoint external members to certain
committees in order to bring in a greater level of
expertise. One of the committee members in the
Board Audit Committee, Heimir borsteinsson, is not
a Board member and is independent of the Bank and
its shareholders. The Board sub-committees are as
follows

Board Audit Committee (BAC): The BAC's main role is
to contribute to the high-quality statutory auditing of
the Bank and monitor the effectiveness of the Bank’s
internal quality control, risk management systems
and internal audit function, with regard to the Bank’s
financial reporting. The Committee met five times in
2021.

« Board Risk Committee (BRIC): The Committee’s
main role is, inter alia, to evaluate the Bank’s
risk policy and risk appetite and to have a
thorough knowledge of the risk assessments
and methods used to manage risk employed by
the Bank. Committee members should have the
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qualifications and experience necessary to be
able to discharge their duties including forming
the Bank’s risk policy and risk appetite. The
Committee met eight times in 2021.

attend to credit issues which exceed the credit

limits of its sub-committees. The Committee met

ten times in 2021.

« Board Remuneration Committee (BRC):
The Committee’s main role is to prepare a
remuneration policy for the Bank on an annual
basis. It also advises the Board on remuneration
to the CEQO, Managing Directors, the Compliance

Officer and the Chief Internal Auditor, and on the

Board member Board
(14)
Brynjolfur Bjarnason 1. Jan. - 31. Des. 14
Paul Horner 1. Jan. - 31. Des. 14
Gunnar Sturluson? 1. Jan. - 31. Des. 14
Liv Fiksdahl® 1. Jan. - 31. Des. 14
Renier Lemmens* 1. Jan. - 31. Des. 3
Steinunn Kr. pérdardottir™® 1. Jan. - 31. Des. 14
Sigurbjorg A. Jonsdattir 1. Jan. - 31. Des. 3
Prostur Rikhardsson 1. Jan. - 31. Des.
Heimir porsteinsson’ 1. Jan. - 31. Des.

Sub-committees regularly inform the Board of their
activities. Furthermore, the Board has access to

all material used by the sub-committees and their
minutes.

Below is an overview of the attendance of individual
Directors and committee member.

Board Credit Committee (BCC): Its main task is to

BAC
(5)

Bank’s incentive scheme and other work-related
payments. The Bank’s remuneration policy shall
be examined and approved by a shareholders’
meeting annually. The Committee met four times
in 2021.

Board Tech Committee (BTC): The Board has setup
a temporary, ad hoc, tech committee, whose main
role is to advice the Board of Directors and the
Bank’s Senior Management on the Bank’s near

to medium term development of the Bank’s IT
function, including IT strategy. The Committee met
five times in 2021.

BRIC BCC BRC BTC
®) (10) (@) (5)
10 4 -
8 10 -
5? 10 -
4 5
3 2
8 4° 3¢

The Board carries out an annual performance
appraisal, at which it assesses its work, the Board
composition with respect to experience and skills,
working procedures and methods, the performance
of the CEO, their achievements and the work of the
subcommittees with respect to the aforementioned.
This appraisal was last performed by the Board during
the period October to December 2021.

" Paul Horner was appointed to the BAC on 15 April 2021. He has attended all BAC meetings since his appointment.
2 Gunnar Sturluson was appointed to the BRIC on 15 April 2021. He has attended all BRIC meetings since his appointment.
3 Liv Fiksdahl was appointed to the BAC on 15 April 2021. She has attended all BAC meeting since her appointment.

4 Renier Lemmens left the Board of Directors at the Bank’s AGM in March 2021.

s Steinunn Kr. bérdardottir was member of the BCC until 15 April 2021. She attended all BCC meeting until she left the Committee.
¢ Steinunn Kr. Pordardottir was appointed to the BTC on 15 April 2021. She has attended all BAC meeting since her appointment.
" Heimir borsteinsson is certified public accountant and appointed as an external member of the BAC.
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Brynjoélfur Bjarnason,
Chairman

Brynjolfur was born in 1946. He was first
elected as a Director at a shareholders’
meeting on 20 November 2014. He is
not a shareholder in Arion Bank and

is an independent Director. Brynjolfur

is Chairman of the Board, and sits on
the Board Remuneration Committee,
the Board Credit Committee and

the Board Audit Committee.

Brynjolfur graduated with an MBA from
the University of Minnesota in 1973 and a
cand. oecon. degree in business studies
from the University of Iceland in 1971.

He was managing director of the
Enterprise Investment Fund from 2012
to 2014. Between 2007 and 2010 he
was the chief executive officer of
Skipti. Brynjélfur was chief executive
officer of Siminn from 2002 to 2007
and chief executive officer of Grandi
hf. from 1984 to 2002. Between 1976
and 1983 he was managing director
of the publisher AB bdkautgafa. He
was also head of the economics
department of VSI from 1973 to 1976.
Brynjolfur has broad experience as a
director and has served on numerous
boards and been chairman of several.

Brynjoélfur is an Alternate on the
Board of Fergusson ehf. and a board
member of Marinvest ehf. og ISAL hf.

Paul Horner

Paul was born in 1962. He is not a
shareholder in Arion Bank and is an
independent candidate. Paul is Vice
Chairman of the Board, Chairman

of the Board Credit Committee and
member of the Board Risk Committee
and the Board Audit Committee.

Paul graduated with M.A. Honours in
music from the University of Oxford
in 1983 and is an associate of the
UK Chartered Institute of Bankers.

Paul has extensive experience of
Risk and General Management in
Retail, Commercial, Investment
and Private Banking, gained across
various International markets

Paul held various Executive and Risk
Management roles at Barclays PLC
between 1988 and 2003. In 2003 Paul
joined The Royal Bank of Scotland Group
and served as an Executive and Senior
Manager of Royal Bank of Scotland PLC
and was appointed to various senior Risk
and General Management Roles until
June 2019. In 2012 to 2017, Paul was the
Chief Risk Officer of Coutts & Co Ltd.
and CEO of Coutts & Co Ltd, Zurich,

in 2016-2017. In 2018 Paul was Chief Risk
Officer of Ulster Bank DAC, Dublin, and a
Non-Executive Director at Coutts & Co
Ltd. in Zurich from 2018-2021.

Paul serves as on the board of AIB
Group P.L.C, and is member of the

AIB audit committee, operational
resilience committee and chairs the
risk committee. He serves on the Board
of LHV (UK) Ltd and as a member

of its risk, audit and nominations
committees. At the time of publication
of this statement, subject to pending
approval by the UK regulator, he will
also chair the risk committee.

Gunnar Sturluson

Gunnar was born in 1967. He was first
elected as a Director at a shareholders’
meeting on 9 August 2019. He is not

a shareholder of Arion Bank and is

an independent Director. Gunnar is a
member of the Board Credit Committee
and Chairman of the Board Audit
Committee.

Gunnar graduated as Cand. Jur from the
University of Iceland in 1992, gained an
LL.M. degree in Law from the University
in Amsterdam in 1995 and received a
license to practice before the District
Court in Iceland in 1993 and before the
Supreme Court in 1999.

Gunnar practiced law at the law firm
Malflutningsskrifstofan in 1992-1999 and
became partner in 1995. He joined
Logos Legal Services in 2000 as a
partner and was managing partner

in 2001-2013. Gunnar lectured in
competition law in 1995-2007 at the
University of Iceland, Faculty of Law.

Gunnar has held various directorships,
including the board of directors at
Gamma hf. in 2017-2019, chairman of
the board of directors of the Icelandic
National Broadcasting Service (RUV)
2016-2017, director at the Nordic
Arbitration Center, president of the
International Federation of Icelandic
Horse Associations, chairman of the
board of directors of the Icelandic
Dance Company 2013-2016 and was
voted by the Icelandic parliament

to serve on the National Electoral
Commission in 2013-2017.



Liv Fiksdahl

Liv was born in 1965. She was first
elected as a Director at Arion Bank’s
Annual General Meeting on 20 March
2019. She is not a shareholder in
Arion Bank and is an independent
Director. Liv is chairman of the Board
Remuneration Committee and the
Board Tech Committee and member
of the Board Audit Committee.

Liv holds a degree in Finance and
Management from Trondheim
Business School (today NTNU) in 1986.
In 2018, Liv completed programs

at Stanford University in Big Data,
strategic decisions and analysis,

and the Innovative Technology
Leader. She has also completed an
Advanced Management Program for
executives in management, innovation
and technology at Massachusetts
Institute of Technology.

Liv is a Vice President (associated) within
Financial Services at Capgemini Invent,
Norway, and serves on the boards of
Posten Norge AS and Intrum AB. Liv has
held various senior roles at DNB and
was part of the executive management
team for 10 years, and her most recent
role was as the Group EVP, CIO/CQOO,
for IT & Operations. Liv has a broad
experience from DNB and has held
different positions across the value-
chain within the bank. Before DNB she
had Key Account roles for corporate
clients within Danske Bank/Fokus

Bank, and Svenska Handelsbanken.

Liv has served on numerous boards,
including Scandinavian Airlines SAS
AB, BankAxept, Sparebankforeningen,
Doorstep, Finans Norge and

Trondheim Kommune Bystyret.
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Steinunn Kristin
Thordardottir

Steinunn was born in 1972. She was first
elected as a Director at a shareholders’
meeting on 30th November 2017. She
is a shareholder in Arion Bank (her
shareholding is 12000 shares) and is

an independent Director. Steinunn

is the chairman of the Board Risk
Committee and a member of the

Board Remuneration Committee

and the Board Tech Committee.

Steinunn holds a master’s degree
in international management from
Thunderbird, Arizona, and a BA in
international business and politics
from University of South Carolina.

Steinunn is CFO of Arundo Analytics
AS in Oslo, Norway. Steinunn was
previously a partner and CEO of
Beringer Finance Norway in 2015-2017
and interim CEO of Beringer Finance
in Iceland and global head of food and
seafood in 2017. She founded Akton AS
and Acton Capital AS, a management
consulting and investment company
in Norway , where she worked with
investments and consulting in the

role of a managing director. Steinunn
worked at islandsbanki (later Glitnir)
as the managing director and head

of the bank’s UK operation and

prior to that she was an executive
director heading the International
Corporate Credit and Syndications.

Steinunn has previously held several
directorships in Europe and was a
board member of the Icelandic State
Financial Investment (ISFI). Steinunn
is the chairman of the board of
Acton Capital AS and Akton AS and
a board member of Cloud Insurance
AS. She is also a board member of
the Norwegian-lcelandic Chamber of
Commerce. Steinunn is a member of
the nomination committee of Siminn.

Alternate directors:

Sigurbjorg Asta Jonsdéttir,
lawyer, and brostur Rikhardsson,
Supreme Court attorney.

More information on the Board
of Directors can be found
on the Bank’s website.

Communication between
the shareholders and the
Board of Directors

The main venue at which the Board
and the Bank report information

to the shareholders and propose
decisions to be made is at legally
convened shareholders’ meetings.
The Bank provides an effective

and accessible arrangement

for communications between
shareholders and the Board of
Directors between those meetings.
Any information sensitive to the
market will be released through a
MAR press release. As part of the
investor relations program, Arion
Bank has also arranged quarterly
meetings where the CEO, CFO

and Investor Relations present the
interim financial results.



Chief Executive Officer
Benedikt Gislason

Benedikt was born in 1974. Benedikt was appointed CEO on 1
July 2019.

Benedikt joined FBA (later islandsbanki) in 1998, held a variety
of managerial positions at Straumur-Burdaras, was managing
director of capital markets at FL Group and was managing
director of the investment banking division of MP Bank.
Benedikt worked as a senior advisor for Iceland’s Ministry

of Finance and Economic Affairs and was vice-chairman of

a government task force on the liberalization of the capital
controls between 2013 and 2016. He served on the board of
directors of Kaupthing from 2016 to 2018 and was an advisor
to Kaupthing on matters relating to Arion Bank. Benedikt was
elected to the Board of Directors of Arion Bank in September
2018 and served on the Board until his appointment as CEO.

Benedikt gained a C.Sc. in mechanical and industrial
engineering from the University of Iceland in 1998.
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Executive Committee

The Bank’s Executive Committee consists of the
following people and the CEO:

- Asgeir H. Reykfjord Gylfason, Deputy CEO and
Managing Director of Corporate and Investment
Banking

« Birna H. Karadottir, General Counsel

« |da Bra Benediktsdottir, Managing Director of
Retail Banking

- Margrét Sveinsdottir, Managing Director of
Markets

«  Olafur Hrafn Hoskuldsson, Chief Financial Officer

«  Steinunn HIif Sigurdardéttir, Managing Director of
Customer Experience

«  Styrmir Sigurjonsson, Managing Director of
Information Technology & CTO

« Ulfar F. Stefansson, Chief Risk Officer

More information on the Executive Committee can be
found on the Bank’s website.

Information on violations of laws and
regulations and legal cases

Arion Bank has not been denied registration,
authorization, membership or permission to conduct
certain business, activity or operations. The Bank
has not been subject to withdrawal, revocation or
dismissal of registration, authorization, membership
or permission. Information on the main legal cases
relating to Arion Bank can be found in the notes to
the annual financial statement.

The Board of Directors annually reviews and approves the
Corporate Governance Statement. This Corporate Governance
Statement was examined and approved at a meeting of the Board
of Directors on 9 February 2022.



Arion Bank Ltd.
Borgartun 19
105 Reykjavik
Iceland

Id.: 581008-0150
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