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Arion Bank provides services to households, corporates, institu-

tions and investors. The Bank has three business segments:
Retail Banking, Corporate & Investment Banking (CIB), and Mar-
kets. The service offering is further augmented by the subsidiaries
Stefnir and Vordur. Stefnir is an Icelandic fund management com-
pany, and Vordur is an insurance company providing non-life and
life insurance

Arion Bank plays an important role in the community through the
financing of progressive and sustainable initiatives. Sustainability
is a 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 Bank is a market leader in digital solutions and innovation

supported by the Bank's app, which has been awarded the best
banking app in Iceland seven years in a row. Numerous new
digital solutions have been launched in the past few years, en-
hancing service to customers and making the Bank’s operations
more efficient, which in the long term reduces operating expenses

The Bank places a strong emphasis on customer experience, both
in digital and face-to-face services, and meeting the financial
needs of its customers via a customized product offering and
quality financial services which contribute to the success of cus-
tomers and society as a whole
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Endorsement and statement Yo
by the Board of Directors and the CEO

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period from 1 January to 30 September 2023 include the
Condensed Consolidated Interim Financial Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Operations during the period

Income Statement

Net earnings amounted to ISK 6.1 billion for the third quarter and ISK 19.5 billion for the first nine months of the year. Return on equity was
12.9% for the quarter and 13.9% for the first nine months. Core income, defined as net interest income, net commission income and insurance
service results (excluding opex), was stable in the quarter whereas there was an increase of 8.6% in the first nine months, compared with the
previous year. Net interest income increased by 5.4% in the third quarter, compared with the same period the previous year, mainly due to a
higher interest rate environment, while Net interest margin decreased to 3.0% due to lower inflation and increased funding cost. The quarter was
generally solid for the fee generating businesses,although their overall performance was slightly down between quarters, mainly as a result of
lending activities and lower fee from asset management and capital markets. Insurance service results were solid with insurance revenues
increasing by 13% between years. Market conditions were challenging for net financial income during the quarter and it was impacted by market
volatility. Operating expenses for the third quarter, including operating expenses of the insurance operation, increased by 4% between years.
The number of full-time employees was 800 at the end of September and has increased by 23 since the end of September 2022. The cost-to-
core income ratio was 38.2% for the quarter and 41.4% for the first nine months of the year, with expenses of insurance operation included.

Balance Sheet

The Bank's balance sheet grew by 5.1% from year-end 2022. Loans to customers increased by 5.4% from year-end, with a 7.9% increase in
corporate lending and 3.3% growth in loans to individuals, mainly mortgages. Deposits increased by 6.7%. Total equity amounted to ISK
192.560 million at the end of September. The Group's capital ratio was 24.4% and the CET1 ratio was 19.4%. The ratios are determined on the
basis of the unaudited net earnings in the quarter, and take into account the deduction of 50% of net earnings as foreseeable dividend in line
with the Bank’s dividend policy. The Group's capital ratio, as calculated under the Financial Undertakings Act No. 161/2002, was 24.1% and the
CET1 ratio was 19.0%. 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.

IFRS 17 Insurance contracts

The Group initially adopted IFRS 17 Insurance contracts on 1 January 2023, see Notes 1 and 3 for information on the impacts on the
Consolidated Interim Financial Statements.

Arion Bank's medium-term financial targets compared with the operational results for the period

Actuals Actuals

Q3 2023 oM 2023 Arion Bank's medium-term financial targets
Return on equity 12.9% 13.9% Exceed 13%
Core operating income / REA 7.0% 7.2% Exceed 6.7%

Premium growth (net of reinsurance) to exceed
Insurance premium growth (YoY) 18.6% 12.9% the growth of the domestic market by more than 3%
(Premium growth in the domestic insurance market was 9.3% for Q1 2023 and 7.5% for 2022)

Cost-to-core income ratio 38.2% 41.4% Below 48%
CETA ratio 450 bps 450 bps 150-250 bps management buffer

(~16.4 - 17.4% based on current capital requirements)

Pay-out ratio of approximately 50% of net earnings attributable to
Dividend pay-out ratio 50% 50% shareholders through either dividends or buyback of the Bank's shares
or a combination of both

Economic outlook

Iceland continues to outgrow its trading partners with 4.2% annualized GDP growth in Q2, making it the third fastest growing economy in OECD.
In the labour market, demand has remained strong, with the unemployment rate at 3.3% and total hours worked growing by more than 6% year-
over-year in July and August. Nevertheless, there are signs of domestic demand slowing down in declining goods imports over the summer and
continued decline in household real card turnover (1.2% in September). Therefore, Arion Research has revised its outlook from earlier this year
for private consumption from 5% growth to 0.9% growth. The GDP outlook has been adjusted to a lesser extent, with growth now projected at
4.5% instead of 5.1%. While domestic demand is slowing, the decline in imports has outpaced Arion Research's expectations. The outlook for
2024 remains unchanged at 1.6% as tightening monetary policy is expected to depress investment and private consumption growth. The
outlook for exports remains strong and domestic demand is expected to bounce back in 2025, resulting in 3.1% and 3% growth in 2025 and
2026 respectively. Relatively high GDP growth in those two years is in part due to rapid, albeit slowing, population growth.

Inflation continued to deaccelerate in Q3, although the signals from the most recent CPl numbers have been mixed. Firstly, the 12-month
headline inflation rate has increased again to 8% in September after 7.6% inflation in July. Secondly, by some measures, underlying price
increases have been moderate over the past few months, as argued by the Central Bank’s monetary policy committee (MPC) following its
decision to keep interest rates unchanged at its October meeting. Arion Research expects inflation to remain near 7-8% until early next year
when it will moderate, resulting in an average inflation rate of 6.7% in 2024. The inflation outlook, overall, is highly uncertain and will largely
hinge on the upcoming collective bargaining. With the risk of persistent inflation and inflation expectations Arion Research expects the MPC to
hike rates by 50 basis point in November, taking the key rate to 9.75%.

Arion Bank Condensed Consolidated Interim
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Endorsement and statement Yo
by the Board of Directors and the CEO

Housing prices are not contributing as much to inflation as in 2021-2022, yet the housing market has remained stronger than expected with
prices in the Capital Region increasing by 1.4% in September and evidence of continued increases in October. The situation in the housing
market can currently be characterized as a tug of war, as highlighted in Arion Research’s newly published economic outlook, where rising
interest rates and costs are pulling towards lower prices while the near 4% population growth is fueling the demand side. In the outlook, housing
prices are expected to increase by 2.7% in 2024 and 4.3% in 2025. With historically high prices and high interest rates, households have
generally been moving towards indexed-linked loans, which carry significantly lower monthly payments, a trend Arion Research expects to
continue.

Outlook for the Bank

Q3 was another solid quarter and concludes a strong first nine months of the year for the group. The Group continues to benefit from diversified
pillars in its operations which are all seasoned businesses with strong market positions and are all carrying solid momentum.

The Icelandic economy is starting to slow in response to the rapidly rising interest rate environment and this has contributed to loan growth also
slowing over past quarters. The Central Bank kept rates unchanged at its last meeting for the first time in a while which provides a level of
optimism that the inflationary trends are starting to subside. For the economy the inflation and rate environments will continue to be the key
drivers for our clients and in turn our operations over the coming year. A key milestone in this regard will be the upcoming union wage
negotiations which hopefully will lead to a sustainable solution, which will in turn help the economy to successfully manage these key ongoing
challenges.

Another near term driver for our business has been the evolving views from our rating agencies. Pleasingly Moody’s upgraded the Bank to A3
during the quarter, noting the Bank's sustained performance and shift towards a bancassurance business model over the past 18 months which
has supported its profitability and capitalization, while maintaining strong asset quality. At the other end however, the S&P rating at BBB is on a
negative outlook. This is a result of the agency's revised economic risk assessment for the Icelandic banking sector which was confirmed in a
report early this year. The result of this was a significant ¢.2.5% increase in the capital requirements for the Icelandic banks to retain their “Very
Strong” capital assessment, which is a key driver for the S&P rating. As a result of this, despite significant headroom above regulatory and
Moody’s capital thresholds, capital optimization in the near term will be impacted by this position. The expectation is, however, that constructive
economic developments and/or the positive impact of other rating factors will result in the convergence of capital thresholds over the medium
term.

Finally, the current global geopolitical landscape, with very unfortunate developments in Ukraine and now Israel, is clearly adding to uncertainty
over the smooth landing of the global economy over the coming years.

Funding and liquidity

In terms of funding and liquidity management the Group’s liquidity position remains strong. The Bank’s liquidity position was above the required
minimum, and the liquidity coverage ratio at the end of September 2023 was 179%, with the minimum requirement being 100%.

In September Moody’s upgraded Arion Bank’s issuer rating to A-3. The long-term and short term deposit rating was upgraded to A-2. The
outlook was changed to stable from positive.

Arion Bank continued to issue covered bonds in the domestic market. Total issuance was ISK 44.2 billion (of which ISK 22.6 billion was for the
Bank’s own account) in the first nine months of 2023.

Capital adequacy and dividends

Arion Bank's dividend policy states that the Bank aims to pay 50% of net earnings in dividends and that additional dividend or share buybacks
can be considered when the Bank's capital levels exceed the minimum regulatory requirements together with the Bank's management buffer.
The Bank aims in the medium term to maintain capital adequacy ratios 150-250bps above total regulatory requirements. In the near term
however, capital thresholds as per external rating methodologies will impact the Bank's capital management. This is especially relevant for the
Bank's BBB rating from Standard & Poor's, which revised its assessment of economic risk for the Icelandic banking sector in 2022. To maintain
the current rating, the Bank will need to accumulate Tier 1 capital in excess of regulatory requirements by 400-500bps of REA. The Bank's
issuer rating from Moody's is A3 with stable outlook.

In March 2023, the Bank paid a dividend of ISK 8.5 per share, approximately ISK 12.5 billion, based on the approval of the Annual General
Meeting. The Board of Directors has the authority to propose that the Bank pay dividends or other disbursements of equity and may convene a
special shareholders' meeting later in the year to propose a payment. The Board is authorized to purchase up to 10% of the Bank's issued share
capital.

On 10 July, the FSA published the result of the Supervisory Review and Evaluation Process (SREP) for Arion Bank, based on financial
information at year-end 2022. The additional capital requirement under Pillar 2 is set at 2.1% of total risk-weighted exposure amount (REA), a
decrease of 1.4pp from the previous year.

Having temporarily vacated the 2% countercyclical capital buffer in March 2020, the Central Bank of Iceland reinstated the buffer at the same
level, effective from 29 September 2022. In March 2023 the Central Bank announced that it would increase the countercyclical buffer to 2.5%,
effective from 15 March 2024. Other things being equal, this will increase Arion Bank's total capital requirement by the corresponding
percentage.

Arion Bank's capital position is very strong and will remain so for the foreseeable future. This underpins the Bank's ability to support its
customers and the Icelandic economy, as it faces challenging economic conditions owing to a number of factors, including geopolitical tensions,
persistent high interest rates, and high inflation.

Arion Bank Condensed Consolidated Interim
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Endorsement and statement Yo
by the Board of Directors and the CEO

The Group's capital adequacy ratio on 30 September 2023 was 24.4% and the CET1 ratio was 19.4%, when the unaudited interim net earnings
for the third quarter of 2023 are included. The ratios account for a deduction due to foreseeable dividend payments that represent 50% of net
earnings, in line with the Bank's dividend policy. This compares to a total regulatory capital requirement of 19.3% and a CET1 requirement of
14.9%, including the combined buffer requirement.

The Bank's REA increased by ISK 3.5 billion in Q3 2023. This was driven primarily by an increase of ISK 2.4 billion in counterparty credit risk
REA, partly offset by a ISK 1.5 billion decrease in REA arising from market risk owing to trading book positions. REA changes for other factors
were less material.

The Central Bank of Iceland's Resolution Authority approved Arion Bank's resolution plan on 17 October 2023. With the approval of the
resolution plan, the Resolution Authority set the Bank's MREL requirement at 20.2% of REA, based on year-end 2022 data. Arion Bank is in full
compliance with the requirement.

Group ownership

At the end of September 2023 Gildi lifeyrissjodur was the largest shareholder in Arion Bank with a shareholding of 9.85%. Arion Bank held
0.95% of its own shares at the end of September, see Note 39. The number of shareholders was 11,180 at the end of September, compared
with 12,059 at the beginning of the year. Further information on Arion Bank's shareholders can be found in Note 39. At the AGM in March 2023
a motion was passed to reduce the company's share capital by ISK 50 million at nominal value, by cancelling the company's own shares. The
reduction took place on 25 April 2023.

Governance

At the Bank’s AGM on 15 March 2023, six members were elected to serve on the Board of Directors until the next AGM, three women and three
men. Additionally, two Alternate Directors (one woman and one man) were elected. All Directors and 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%.

In September Birna Hlin Karadéttir, who has been General Counsel at Arion Bank since 2019, took up the role of managing a new division,
Operations and Culture, which took over a range of projects which were previously the responsibility of other divisions. The new division also
includes a new transformation team. The changes are designed to foster closer collaboration between support units, bring greater efficiency to
operations, manage transformation projects more effectively, and bring a clearer focus on service and customer experience. The division will
also play a key role in the continued development and shaping of Arion Bank’s corporate culture. Operations and Culture will incorporate human
resources, back office, operations management, transformation and legal services.

Endorsement of the Board of Directors and the Chief Executive Officer

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period ended 30 September 2023 have been prepared in
accordance with International Financial Reporting Standard IAS 34 Interim Financial Reporting as adopted by the European Union and
additional requirements in the Icelandic Financial Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions.

It is our opinion that the Condensed Consolidated Interim Financial Statements give a true and fair view of the financial performance and cash
flow of the Group for the period ended 30 September 2023 and its financial position as at 30 September 2023. Furthermore, in our opinion the
Condensed Consolidated Interim Financial Statements and the Endorsement of the Board of Directors and the CEO give a fair view of the
development and performance of the Group's operations and its position and describe the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the Condensed Consolidated Interim Financial Statements of Arion Bank for the
period ended 30 September 2023 and confirm them by means of their signatures.

Reykjavik, 26 October 2023

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

Steinunn Kristin Thérdardottir

Chief Executive Officer

Benedikt Gislason

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Income Statement

Notes 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9* 1.7.-30.9. 1.7.-30.9.*

INEEIESE INCOME Luuuiiiiiiiie et e et e e e e et e e e e e e e et e e e e e eenaban s 90,655 61,715 30,426 23,446
INEEIESE EXPEINSE ..eiiiiiiiiiiiee ettt e et e e e e s bbb e e e e (57,317) (32,137) (19,508) (13,089)
NEt INTErEST INCOME ...oviiiiiiiiiiie ettt e e saeeneeneens 8 33,338 29,578 10,918 10,357
Fee and COMMISSION INCOME .....uuuiiiiiiiiiiieeee et et e et e e e e e e 15,238 13,731 4,765 4,773
Fee and COMMISSION EXPENSE ......ceiiiiiiiiiiieeiiiitiiee e et e e e et e e e s e e e e nianees (2,752) (1,536) (917) (716)
Net fee and COMMISSION INCOME .....ociiuiiiiiiiieieeee e 9 12,486 12,195 3,848 4,057
INSUFANCE FEVENUE . .ovieiiiieeeii ettt et e ettt e et e e et e e et e e s st e e aa e e st s erab e e sabeeeraneees 12,655 11,167 4,450 3,739
INSUrANCE SEIVICE EXPENSES .....cc.eiiuiiiiieriiiiiit et e see et (12,219) (10,320) (4,055) (3,252)
INSUTANCE SEIVICE TESUILS ..iiuiiiiitiitieiieie ettt 10 436 847 395 487
Net financial income 11 (4) (3,234) (183) (1,476)
Other Operating iNCOME ........iiiiuiieiiiee ettt e e e snaee e e 12 1,613 1,262 8 98
Other net OPerating iNCOME ..........cc.ciiiiiieicie ettt 1,609 (1,972) (175) (1,378)
OPEIAtiNG INCOME ...cvvviiieietecteeeete ettt ete e et e teste et e seete et eeseteeaeneeteetennaneas 47,869 40,648 14,986 13,523
Operating expenses 13 (17,871) (16,855) (5,392) (5,222)
BANK IBVY .ttt nne e erte e nee e 16 (1,374) (1,253) (468) (444)
NEt IMPAINMENT ..ot 17 (1,361) (267) (741) 42
Earnings before iNCOME taX ......iiuiiiiiiiiiiiiiiiiee et 27,263 22,273 8,385 7,899
INCOME tAX EXPENSE ...ttt 18 (7,787) (8,189) (2,274) (2,885)
Net earnings from continUiNg OPEerations ...........cccvevieeiiiiiiiiee e 19,476 14,084 6,111 5,014
Discontinued operations held for sale, net of iINCOMe tax .......c.cccocvevviveerieeennnen. 19 37 6,909 20 (6)
NEL BAIMINGTS .uviivieitiectie ettt ettt e e st e st e eteeesb e e beesbeesbeesabeebeesbeesaeesseeenneans 19,513 20,993 6,131 5,008
Attributable to
Shareholders of Arion Bank hf. .. 19,502 20,986 6,136 5,014
NON-CONLrOIlING INTEIEST ...t 11 7 (5) (6)
NEE BAIMINGS eeeeeeieee ittt ettt ettt e st bt e s st e e st e e et e e eneeeenneee s 19,513 20,993 6,131 5,008
Earnings per share 20
Basic earnings per share attributable to the shareholders of Arion Bank (ISK) .... 13.40 14.00 4.19 3.35
Diluted earnings per share attributable to the shareholders of Arion Bank (ISK) .. 13.00 13.25 3.96 3.17

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

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

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Statement of Comprehensive Income

5
LI

Notes 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9.* 1.7.-30.9. 1.7.-30.9.*
[N =T CT: T o 1T T PP PP P OPPPPPROPNY 19,513 20,993 6,131 5,008
Net change in FV of financial assets carried at FV through OCI, net of tax ........... 302 (1,230) 59 202
Net realized gain on financial assets carried at FV through OCI, net of tax,
and reclassification from OCI equity reserve, transferred to the P/L ................... 11 (196) 1,449 4 22
Changes to reserve for financial instruments at FV through OCI ...............c...... 106 219 63 224
Exchange difference on translating foreign subsidiaries ............cccccccoieiiiiieineen - (676) - -
Other comprehensive income (loss) that is or may be reclassified
subsequently to the Income Statement ..o 106 (457) 63 224
Total comMpPreNenSIiVe INCOME .....coiiiiiiiiieee e 19,619 20,536 6,194 5,232
Attributable to
Shareholders of ArionN BanK ..........cccoiiiiieiiiiiiiiiiiiiiirieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaaaaeaaaees 19,608 20,529 6,199 5,238
NON-CONLrolliNG INTErESE ......c.ooiiiiiii e 11 7 (5) (6)
19,619 20,536 6,194 5,232

Total cOMPreNeNSIVE INCOME ....uuiiiiiiiiiiiiiie et

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

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

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Statement of Financial Position

Assets Notes 30.09.2023 31.12.2022*
Cash and balances With Central BANK ...............oiiiiiiieiiiei et e e e e e eaees 21 80,288 114,118
LOANS t0 Credit INSEULIONS ......cciiieiiee et e et e e e e et s e e e s e e et e e e e e e eeaaaaeeeeeeessaens 22 51,302 45,501
[0 F= T g IS (o N o1 1) (] 1 11T £ TN 23 1,143,473 1,084,757
FINANCIAI INSIIUMENTS ...ttt e e et e e e e e et aa e e e e e e easba e seeeseeabaanaeaeeees 24-26 221,012 193,329
INVESTMENT PIOPEILY ...oeiiiiiiiiiiiit ettt ettt e ettt e e st e e e e e et e it e e e e e ebbaeeeee e e 26 9,461 7,862
INVESTMENTS 1N ASSOCIALES ......veeeiiieeiiie ettt ettt et et sbb e et e e b e e e neee s 28 844 787
INEANGIDIE BSSELS ..ottt ettt ettt 29 8,289 8,783
TAX BSSEES ...eeeeeeeeite ettt ettt e oo e et e e et e e et e e e e e et e e e a et e e e s 30 427 135
Assets and disposal groups held for Sl ...........cccooiiiiiiiiiiii e 31 61 61
(@] (g1 = Y Y= N 32 25,512 10,276
TOLAI ASSEES ..ottt ettt e ettt e e et et ettt et et et e ettt e et e et et e et e et et ae s 1,540,669 1,465,609

Liabilities
Due to credit institutions and Central BanK ...............oviiiiiiiiiiiiiiiieeie e 25 13,144 11,697
[DTT oL | TSP P PP VRSP PPTUPPUPROPRIN 25 806,331 755,361
Financial liabilities at fair value 25 16,908 20,997
TAX HADILIES ..ttt ettt b et e ens 30 13,499 10,303
Oher IADIIEIES ......veeveeseee ettt ettt b et e eneens 33 43,479 39,401
(270 (01111 T [OOSR R PPPPPRPTPOPN 25.34 407,895 392,563
Y] o Jo T (o [T F= 1 (=To I F= o | [ =R 25.35 46,853 47,331
LI = U I Vo T L TSR SO PP PRPRON 1,348,109 1,277,653

Equity 38
Share capital and Share Premilm ... ee e e 10,604 13,372
OB TESEIVES ...ttt ettt e e e ettt e e e ettt et e e e e e s e et eee e e e et aaa e e eesessaaaa e eeesaerbanans 11,785 10,672
Retained earnings 169,510 163,263
Total Shareholders' EQUITY ...oc.eeiiiiiiiiiiee ittt e e e e e eneeeenee 191,899 187,307
NON-CONLIOIING INTEIEST .....eiiiieiiiiieiee ettt e e e s st e e e e s st bt e e e e ensbbneeeeesannanes 661 649
Total Equity ............. 192,560 187,956
Total LiabilitieS and EQUILY .....ccoiiiiiiiiiieiiiiiiiie ettt e et e e e s s st e e e e e snnneeeeeaans 1,540,669 1,465,609

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
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Consolidated Interim Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gain in Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCI, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity

Equity 1 January 2023 1,466 11,906 339 828 6,308 1,941 1,002 (1,383) 1,637 - 163,264 187,307 649 187,956
Net earnings .........coceveeeniieeenineennns 19,502 19,502 11 19,513
Net change in fair value .................... 302 302 302
Net realized profit transf. to P/L

and recl. from OCI equity reserve .. (196) (196) (196)
Total comprehensive income ......... - - - - - - - 106 - - 19,502 19,608 11 19,619
Transactions with owners

Dividend paid .........ccccevvveeniiennieene (12,357) (12,357) (12,357)

Purchase of treasury shares ........... (22) (3,238) (3,260) (3,260)

Share option charge ...........c........... 152 152 152

Share option vested ..... 2 295 (45) 252 252

Share option forfeited (83) 83 - -

Incentive scheme ..... 1 194 195 195

Changes in reserves . 1,087 12) (92) (983) - -
Equity 30 September 2023 .............. 1,447 9,157 363 828 7,395 1,929 910 (1,277) 1,637 - 169,510 191,899 661 192,560
The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Consolidated Interim Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gain in Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCI, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
Equity 1 January 2022 ...........coc..... 1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 158,403 193,925 673 194,598
Impact of adopting IFRS 17 1 Jan. ... (917) (917) (917)
Restated opening balance .............. 1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 157,486 193,008 673 193,681
Net earnings .........c.c...... 20,986 20,986 7 20,993
Net change in fair value (1,230) (1,230) (1,230)
Net realized loss transferred to P/L ... 1,449 1,449 1,449
Translation difference ....................... (676) (676) (676)
Total comprehensive income ......... - - - - - - - 219 - (676) 20,986 20,529 7 20,536
Transactions with owners
Dividend paid .........ccccoviveeniiieeninenne (22,489) (22,489) (22,489)
Purchase of treasury shares ........... (36) (6,422) (6,458) (6,458)
Share option charge ...........c........... 201 201 201
Share option vested .............ccocceene 3 349 (38) 314 314
Incentive scheme ...........ccccveeeeenne 1 184 185 185
Changes in reserves ............cc.c...... (1,500) (1,277) (91) 2,868 - -
Equity 30 September 2022 1,486 15,278 262 828 5,745 1,889 1,033 (1,719) 1,637 - 158,851 185,290 680 185,970
Net earnings ......ccccevvvivvveeeeeniiiiieeeennn 4,996 4,996 (31) 4,965
Net change in fair value .................... 231 231 231
Net realized loss transferred to P/L ... 104 104 104
Total comprehensive income ......... - - - - - - - 335 - - 4,996 5,331 (31) 5,300
Transactions with owners
Purchase of treasury shares ........... (22) (3,371) (3,393) (3,393)
Share option charge ..........ccccceeueee 78 78 78
Changes in reserves ..........cccccoeeuues 563 52 (31) (584) - -
Equity 31 December 2022* 1,465 11,906 339 828 6,308 1,941 1,002 (1,384) 1,637 - 163,264 187,307 649 187,956

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Consolidated Interim Statement of Cash flows

o
X

2023 2022*
Operating activities 1.1.-30.9. 1.1.-30.9.
[N (=20 U T o PSPPI PPPRPPPPPPN 19,513 20,993
Non-cash items included in net earnings (20,684) (21,919)
Changes in operating assets and liabilities
Loans to credit institutions, excluding bank accounts 1,817 170
[T R (o oW I (0141 S PSSP PPOT PP PUPROE (47,382) (95,239)
Financial instruments and financial liabilities at fair VAIUE ............ooiiiiiiiiiiieee e eaaens (41,880) 3,313
Other changes in operating assets and abilities ... 25,883 94,684
Q) e S A LYo =T/ R RRPRRRPRRPRRNY 68,358 48,219
L] =T A o= Lo RO O PO PR URTPRTUPR ORI (18,747) (13,798)
Dividend received . 269 342
Income tax paid (4,883) (2,384)
Net cash (t0) from OPerating ACHIVILIES .........cooiiiiiiii e (17,737) 34,381
Investing activities
Proceeds from sale of subsidiary and @SSOCIAES ..........ccciiiiiiiiiiiiiiiii e e e e - 15,825
ACQUISITION OF @SSOCIALES .....uveviiiiiiitiiiie ettt ettt e e e e ettt e e e s e bbbt e e e e e sbb et e e e e e s bbb e e e e e e e s bbb e et e e e snnbbbeeeeeannnbeeeeeans (72) (90)
AcCQUISILION OF INTANGIDIE ASSELS ......ceiiiiiiiiiiiie et e e e b e e e e e bbbt e e e s ab bbb e e e e e s aabbeeeeeennnes (306) (169)
Proceeds from sale of property and @QUIPIMENT ...........cooiiiiiiiiiii e - 1,071
Acquisition of property and QUIPMENT ..........coui ittt s e et s e e r e en e e e (272) (240)
Net cash (t0) from INVEStING ACTIVITIES .....cuiiiiiiiiei e s (650) 16,397
Financing activities
Proceeds from vested SNAre OPLION ........c..oiiiiiiii et 252 352
PUIChAse Of trEASUNY STOCK ........oiuiiiiieitii ittt ettt e ettt e b e s e e e e r e e st e e see e s e e eseeenneas (3,260) (6,458)
Dividend paid to shareholders of Arion BaNK ............ccoooiiiiiiiiii e e (12,357) (22,489)
(15,365) (28,595)
Net increase (decrease) in cash and cash eqUIVAIENTS ............c.cociiiiiiiiiiiii e (33,752) 22,183
Cash and cash equivalents at beginnning of the YEar ... 150,131 90,678
Effect of exchange rate changes on cash and cash equIvalent .............ccccciiiiiiiiiiici e (829) (1,211)
[0 1 d = Ta Lo I o= 1] d W=To [ LAV Z= 1= 01 £SO PPP T UOPPPPRROIN 115,550 111,650
Cash and cash equivalents
Cash and balances With CENEIAI BANK ............uuiiiiiiiiiiieei et e e e e e e ettt e e e e s e e et s e e e e e seaaaaeeeeeessansaans 80,288 68,149
2= = TeoTo 10 [} £ TN 51,087 50,703
Mandatory reserve deposit with Central Bank (15,825) (7,202)
Cash and CASh EQUIVAIEBNTS .........oiiiiiiiiii ettt e ettt e e e e e et e e e e et e e e e snsbb et e e e s nnnnnes 115,550 111,650
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
The accompanying Notes are an integral part of these Consolidated Financial Statements
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgartin 19, Reykjavik. The Condensed Consolidated Interim Financial Statements for the period
ended 30 September 2023 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

The Condensed Consolidated Interim Financial Statements were approved and authorized for publication by the Board of Directors of Arion
Bank on 26 October 2023.

In preparing the Condensed Consolidated Interim 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
Condensed Consolidated Interim Financial Statements.

Statement of compliance

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

The same accounting policies, presentation and methods of computation are followed in these Condensed Consolidated Interim Financial
Statements as were applied in the Annual Financial Statements 2022.

Basis of measurement

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

- bonds and debt instruments, shares and equity instruments, short positions in listed bonds and equities and derivatives. For details on the
accounting policy, see Note 58 in the Annual Financial Statements 2022;

- investment properties are measured at fair value; and

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

Functional and presentation currency

The Condensed Consolidated Interim Financial Statements are presented in Icelandic krona (ISK), which is the Parent Company's functional
currency, rounded to the nearest million, unless otherwise stated. At the end of the period the exchange rate of the ISK against USD was
137.65 and 145.71 for EUR (31.12.2022: USD 141.80 and EUR 151.50).

Comparative figures

The Group adopted IFRS 17 Insurance contracts as of 1 January 2023 for the operation of the Bank's insurance subsidiary Vordur. As a
result, the Group has restated relevant comparative figures of the Consolidated Interim Income Statement for the period 1 January to 30
September 2022 and the Consolidated Statement of financial position as of 1 January 2022, see Note 3 for further details.

2. Going concern assumption

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 September 2023 14
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Notes to the Condensed Consolidated Interim Financial Statements

3. Changes in accounting policies

Arion Bank initially adopted IFRS 17 Insurance contracts 1 January 2023. The Group has not early adopted any standards, interpretations or
amendments that have been issued but are not effective.

IFRS 17

The Group applies IFRS 17 Insurance Contracts from 1 January 2023 for its insurance subsidiary Vordur. IFRS 17 replaces IFRS 4
Insurance Contracts and sets out new principles for recognition, measurement, presentation and disclosures of insurance contracts and
mainly results in reclassifications within the Consolidated Interim Financial Statements. The transition to IFRS 17 does not affect the Group’s
capital ratios.

The Group applied the full retrospective approach when adopting IFRS 17. Under the full retrospective approach the Group indentified,
recognised and measured each group of insurance and reinsurance contract as if the standard had always been applied and recognises the
net difference of ISK 917 million as a deduction of equity as of 1 January 2022, corresponding to ISK 375 million as of 1 January 2023.
Amended interim disclosures have been provided for the year 2022, where applicable.

The effects of the adoption of IFRS 17 on the Consolidated Statement of Financial Position at 1 January 2022 is as follows.

Impacts
31.12.2021 dueto 01.01.2022
IFRS 4 IFRS 17 IFRS 17
(010 T=T g TS =] (T T T TP PP PP PP PP PPPPRPPRO 19,901 (3,154) 16,747
Other liabilities 37,151 (2,237) 34,914
Retained earnings... 158,403 (917) 157,486

The Group has restated comparative figures in the Consolidated Interim Income Statement for the period 1 January to 30 September 2022

as follows.
Restated
2022 Impacts 2022
1.1.-30.9. due to 1.1.-30.9.
IFRS 4 IFRS 17 IFRS 17
INEEIEST INCOMIE ...ttt e et e et e e e et e e e e e ebbteeeeeeeeabbeeeeeeeaabaaeeeeeaassseeeeeeassaneeeeeaassrnnaeeaannses 61,890 (175) 61,715
Interest expense (32,137) - (32,137)
Net interest income 29,753 (175) 29,578
Fee and COMMISSION INCOIME ........oiiiiiiiie ettt e e e e e et e e e e e et e e e e e e eabeeeeeseesbbeeeeeseaasbeeeeessasbaeeaesann 13,881 (150) 13,731
Fee and COMMISSION EXPENSE .....ccuvitiitiiiiaei ittt ettt ettt ettt et e ea e e ae e e heeebe e et e e eb e e es s e bt e nbeeseeteeneeneenneas (1,788) 252 (1,536)
Net fee and COMMISSION INMCOME.......iiiiiiiiiiii ettt b e e b e b e et ene e 12,093 102 12,195
Insurance revenue 10,522 645 11,167
Insurance service expenses ... (8,741) (1,579) (10,320)
Insurance service results (Net iNSUrANCE INCOME)......cuiiuiiiiiiiiii ettt ettt et 1,781 (934) 847
NEt fINANCIAT INCOIME ...t bbbt b e bttt ettt s bt sbe s b e b e e s beenbeenbeens (3,252) 18 (3,234)
Other OPEIALING INCOME ....iiiiiii ettt ettt a e ettt et e e e e et e bt e st e e ae e ae e eaeebe e b e e bt e e esbeenneenneea 1,283 (21) 1,262
Other net 0Perating INCOME.........coi it (1,969) 3) (1,972)
Operating income 41,658 (1,010) 40,648
Operating expenses (18,660) 1,805 (16,855)
Bank levy (1,253) - (1,253)
NEEIMPAINIMENT ...t h bbbt a e a e bt eh e e o b e e eh e e b e e bt et e et e e bt e e bt sae e s aeenbeenbeenbeebeens (267) - (267)
Earnings DEfOr@ INCOME TAX.....i ittt ettt ettt ettt e bt e bt et et e et enbeenneenneanneas 21,478 795 22,273
Income tax expense (7,994) (195) (8,189)
Net earnings from continuing operations 13,484 600 14,084
Discontinued operations held for sale, net Of INCOME tAX ........coouiiiiiiiiie s 6,909 - 6,909
=TT 1T o TP UPROPRTRN 20,393 600 20,993
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

4. Significant accounting estimates and judgements in applying accounting policies

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

Estimates and assumptions

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

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 for stages 1 and 2 are recalculated for each asset, the
calculations are based on PD, LGD and EAD models. Stage 3 calculations are based on LGD and EAD parameters. 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 five 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 58 in the Annual Financial Statements 2022.

Macroeconomic outlook

The economic outlook in Iceland remains broadly positive, but not without its challenges. Economic growth is expected to remain very
strong in 2023 with export-driven, in particular tourist, industries the key contributors. Unemployment, seasonally adjusted at 3.2%, is as
low as it has been since 2019 - in spite of a 4% increase in labor market participation compared to the previous year. Meanwhile, inflation
has remained elevated, and persistent, high interest rates continue to have their effect on the economy. Growth is expected to slow
materially in 2024 as private consumption plateaus and investment contracts. As inflation begins to subside and interest rates come down,
the continued strength of export industries coupled with working-age population growth will contribute to a fairly swift rebound and a return
to a higher level of economic growth from 2025.

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.

5. The Group
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity Currency  30.9.2023 31.12.2022
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland .............cccocovoiiiieniencnnene Holding company ISK 100.0% 100.0%
Landey ehf., Borgartin 19, Reykjavik, Iceland .............cccoceviiiniiieniiecnices Real estate ISK 100.0% 100.0%
Leiguskjol ehf., Bjargargata 1, Reykjavik, Iceland ...........ccccooeniiniiiiienicnnne Rental guarantee ISK 51.0% 51.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland .............ccocoeeviiiiniiciniiccicceee Asset management 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 ............ccccocvveeviicennnen. Insurance ISK 100.0% 100.0%

Landey ehf. holds a 51% shareholding in its subsidiary Arnarland ehf. and recognizes minority interest accordingly.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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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.

6. Operating segments

In line with the Group’s progression focuses on holistic customer journey optimization introduced a key part of the vision is to bring Vérdur
insurance company closer to the Bank for a more focused bancassurance offering. In 2022 the operation of Vérdur was split into
individuals and corporates and is presented as such as part of Corporate & Investment Banking and Retail banking, respectively.

Markets & Stefnir

Markets & Stefnir comprise Asset Management and Capital Markets. Asset Management manages financial assets on behalf of its
customers according to a pre-determined investment strategy. Asset Management also administers pension funds. Asset management
comprises Institutional Asset Management, Premia Service for extensive banking clients, 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. Markets also offers
comprehensive selection off funds from some of the leading international fund management companies. Capital Markets is a securities
brokerage and brokers listed securities transactions for the Bank’s international and domestic clients on all the world’s major securities
exchanges.

Corporate & Investment Banking (CIB)

Corporate & Investment Banking provides comprehensive financial services to companies and investors with focus on meeting 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’s and provides full range lending and insurance products,
including guarantees, deposit accounts, payment solutions, and a variety of value-added digital solutions. The Corporate portfolio
composition is diversified between sectors, customers and currencies which include international exposures, partly through syndicates with
other Icelandic or international banks.

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

Retail Banking

Retail Banking provides a diverse range of financial services in 13 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.

Treasury

Treasury is responsible for the Bank's funding, liquidity and asset-and-liability management. Treasury oversees the internal funds's transfer
pricing and manages the relationship with investors, credit rating agencies and financial institutions. Market making activities in domestic
securities and FX as well as FX brokerage sits within Treasury.

Other subsidiaries

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

Supporting units

Supporting units include the Bank's headquarters which carry out support functions such as the CEO office, Risk Management, Finance
(excluding Treasury), IT and Customer Experience. The information presented relating to the supporting units does not represent an
operating segment. A significant proportion of expenses from support functions is allocated to operating segments in a separate line in the
operating segment overview.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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6. Operating segments, continued
Retail Subsidi- Supporting
1.1.-30.9.2023 CiB Banking aries excl. units
Markets  including including Stefnir  and elimi-
Income Statement and Stefnir insurance insurance  Treasury and Vordur nations Total
Net interest iINCOME .......cccoieriiiiiieiie e 747 15,307 14,696 2,770 (207) 25 33,338
Net fee and commission income .. 4,281 3,698 3,401 585 193 328 12,486
Insurance Service results ..........cccceevvieiiiieenieeenins - (262) 750 - - (52) 436
Net financial iNCOME .........covviiiriiiiiiieee e 19 245 152 (382) (15) (23) 4)
Other operating iINCOME ..........cceevriiiiiiieeeiiiiiiee e 5 (6) 47 3 1,575 (11) 1,613
Operating iNCOME ........cooiiiieiiinie e 5,052 18,982 19,046 2,976 1,546 267 47,869
Operating eXPENSES ........cccvereereerieeee e (1,784) (956) (2,605) (530) (292) (11,704) (17,871)
Allocated expenses ... (1,632) (2,902) (6,091) (910) a7) 11,552 -
BaNK [BVY ..ottt (35) (446) (626) (267) - - (1,374)
Net impairment ...........ccoveerieiieieee e (13) (1,125) (340) 6 108 3 (1,361)
Earnings before income tax ........ccccceevveiicicnnene 1,588 13,553 9,384 1,275 1,345 118 27,263
Net seg. rev. from ext. CUStOMErS ..........ccceveriuneennnne 1,456 27,128 37,769 (20,316) 1,799 33 47,869
Net seg. rev. from other segments ..............cccccceeeee. 3,596 (8,146) (18,723) 23,292 (253) 234 -
Operating iNCOME .......cooviiiiiieeiiee e 5,052 18,982 19,046 2,976 1,546 267 47,869
Balance Sheet
L0oans to CUSIOMENS ....ccooeiiiiiiii i 4,585 475,002 664,429 88 3 (634) 1,143,473
Financial instruments 25,400 8,310 20,346 169,857 152 (3,053) 221,012
Other external assets 6,213 1,468 7,385 125,264 12,772 23,082 176,184
INterNal @SSELS ......ccvvviieiiiiiiiiie s 63,856 - - 289,309 5,559 (358,724) -
Total assets .... 100,054 484,780 692,160 584,518 18,486  (339,329) 1,540,669
Deposits ..... 89,918 300,364 355,515 64,141 - (3,607) 806,331
Other external liabilities ..........c.ccccviviiiiiiiiieieee 1,819 8,826 17,046 482,266 8,819 23,002 541,778
Internal liabilities ..o, - 95,903 262,821 - - (358,724) -
Total liabilities ... 91,737 405,093 635,382 546,407 8,819  (339,329) 1,348,109
Allocated equity 8,317 79,687 56,778 38,111 9,667 - 192,560
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
6. Operating segments, continued

Retail Subsidi- Supporting

1.1.-30.9.2022* CiB Banking aries excl. units

Markets  including including Stefnir  and elimi-
Income Statement and Stefnir insurance insurance  Treasury and Vordur nations Total
Net interest iINCOME .........eeeviiiiiiiiiee e 2,295 14,392 14,113 (1,151) ©) (64) 29,578
Net fee and commission iINCOME .............ccceeeveeereennnen 4,443 4,203 3,553 549 (547) (6) 12,195
Insurance service results - (298) 1,212 - 2) (65) 847
Net financial INCOMe ........cccoevvviiiiiiiii i, (110) (145) (729) (2,661) 478 (67) (3,234)
Other operating iINCOME ..........cceevriiiiiiieeeiiiiiiee e - 108 74 1 43 1,036 1,262
Operating iNCOME ........cooiiiieiiinie e 6,628 18,260 18,223 (3,262) (35) 834 40,648
Operating eXPENSES ......cuvveiiiiirrereeaiiireeeeeeiiiieeeesans (1,490) (1,186) (2,511) (494) (198) (10,976) (16,855)
Allocated EXPENSES ......cuvveiieeiiiiiieee e (1,417) (2,651) (5,346) (884) (31) 10,329 -
BanK [BVY ..o (50) (396) (584) (223) - - (1,253)
Net iIMPaIrMENt ........vvviieiiiiiiiee e Q) 171 291 - (39) (689) (267)
Earnings (loss) before income tax ........ccccecuvveeennn. 3,670 14,198 10,073 (4,863) (303) (502) 22,273
Net seg. rev. from ext. CUSTOMErS ..........cccveveeviiinnnns 1,913 19,902 34,119 (16,945) 701 958 40,648
Net seg. rev. from other segments ...........cccoeevvveeeen. 4,715 (1,642) (15,896) 13,683 (736) (124) -
Operating iNCOME ........ccoiiiieiieiiecie e 6,628 18,260 18,223 (3,262) (35) 834 40,648

Balance Sheet

Loans to CUSIOMENS .........uvieiiiiiiiiiiiiieeeceeiie e 55 427,068 619,339 1 3 (1,314) 1,045,152
Financial inStruments .........ccccooeveriieeiiieenee e 42,349 7,843 19,233 153,301 3,268 (2,852) 223,142
Other external @SSetS .........ccovvereerierieenieeeieesiee e 5,726 4,550 9,216 103,063 10,396 26,641 159,592
INEEINAI ASSELS ....vveeeiiiiiiiiiiiirieirirrrrrerereeeereeeeeereeeeeeeees 39,855 - - 277,866 18,756  (336,477) -
TOtal ASSELS ..vviiiiieiiiiiee e 87,985 439,461 647,788 534,231 32,423 (314,002) 1,427,886
DEPOSIES ©vveeneieieeeiiiesiie e et see et 75,728 263,545 321,702 80,785 - (1,791) 739,969
Other external liabilities ...........cccceeriveriiiiiiieiieie 3,310 12,405 19,734 420,022 21,893 24,266 501,630
Internal liabilities . - 88,687 247,790 - - (336,477) -
Total liabilities .....ocvviiiiiiiiiee e 79,038 364,637 589,226 500,807 21,893 (314,002) 1,241,599
Allocated eqUILY ......cccceeriiiiieiic e 8,947 74,824 58,562 33,424 10,530 - 186,287

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

Income taxes and discontinued operations held for sale are excluded from the profit and loss segment information.
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Notes to the Consolidated Income Statement

Quarterly statements

7. Operations by quarters, unaudited

2023 Q1 Q2 Q3 Total
NET INEEIEST INCOME ...t e e et e e e e e e e e e e e e e e ee st s e e e s sesbaanns 10,994 11,426 10,918 33,338
Net fee and COMMISSION INCOME ......coiviiiee e et e e e e e e e e e e e e eaa e e aeeaees 4,451 4,187 3,848 12,486
INSUFANCE SEIVICE FESUILS ...iiiiiiiiiiiei ettt ettt e e e e et e e e e e e e e s s nbbaeeeeas (721) 762 395 436
Net fiINANCIal INCOME ..o e 796 (617) (183) 4)
Other OPErating INCOIME .......oiuuiiiiee it e et e ettt e e e e st e e e e st e e e e e e b e e e e e s ennbbreeeeenanes 19 1,586 8 1,613
OPEIALING INCOIME .uiiiiiitie ittt e e e s ettt e e e s s bbb e e e e e e s bbbt e e e e eabbbeeeeesannbbbeeeeeannes 15,539 17,344 14,986 47,869
OPETAtING EXPENSES ...vveieeeeiiiiiieeeieittetteesssbbe et e e e s sttt eeeeeaabbetteessabbbeteeesaasbbbeeeessanssseeeeaaannes (6,470) (6,009) (5,392) (17,871)
Bank levy ......... (449) (457) (468) (1,374)
Net impairment (52) (568) (741) (1,361)
Earnings before iNCOME aX .....cciiiiiiiiii e 8,568 10,310 8,385 27,263
INCOME tAX EXPEINSE ..oiiiuiiiiiiee e ittt e e e ettt e e e ettt e e e ettt e e e s e bbb et e e e s s nbb bt e e e e s snnbbeeeeeennnseeeeas (2,287) (3,226) (2,274) (7,787)
Net earnings from continUINg OPEratioNs ........cooviiiiiiiiieiiiiiiiie e 6,281 7,084 6,111 19,476
Discontinued 0perations, NEt Of tAX ........cciiiiiiiiieiiiie e 10 7 20 37
N = =T 01T o [PPSR 6,291 7,091 6,131 19,513
2022* Q1 Q2 Q3 M Q4 Total
NEt INTEIrESt INCOME ...eeivieeiiie ettt 9,476 9,745 10,357 29,578 10,706 40,284
Net fee and cOmMmMISSION INCOME .......ccceeviiiiieeeeeiiiiee e 3,556 4,582 4,057 12,195 4,073 16,268
INSUraNCe SEIVICE rESUILS .....coviiiiiiiiieiiiiiiee et (564) 924 487 847 (104) 743
Net financial INCOME ...........coiiiiiiiiec e 1,120 (2,878) (1,476) (3,234) (58) (3,292)
Other operating INCOME ..........coiiiiiiiiiiiie e 432 732 98 1,262 61 1,323
OPErating iNCOME ...c.veveiiieeciee et 14,020 13,105 13,523 40,648 14,678 55,326
Operating EXPENSES .....uvuiieeiiiiiieiieeeiiiireeeeeaiiieeeee s sibbeeeeessniraees (5,577) (6,056) (5,222) (16,855) (7,474) (24,329)
BaANK IEVY ...ttt (393) (416) (444) (1,253) (496) (1,749)
Net iIMPAITMENT .......c.eiiiiiii e (495) 186 42 (267) 411 144
Earnings before income tax .........ccoceeveeiiiiiiniicieecee e 7,555 6,819 7,899 22,273 7,119 29,392
INCOME tAX EXPENSE ..eiiiiiiiiiiiiiieeeiiiiiee e e e ettt e e et e e e s sebaeeaeeas (1,716) (3,588) (2,885) (8,189) (1,788) (9,977)
Net earnings from continuing operations .........c.ccccvvveeeiiiiinnns 5,839 3,231 5,014 14,084 5,331 19,415
Discontinued operations, net of taX ..........cccvcveiieriiie e 96 6,819 (6) 6,909 (366) 6,543
NEt @ArNINGS ....ooiiiie it e 5,935 10,050 5,008 20,993 4,965 25,958

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

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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8. Net interest income

1.1.-30.9.2023 Amortized Fair value Fair value

Interest income cost thr. P/L  thr. OCI Total
Cash and balances with Central BanK ............ccoooiiiiiiiiiieiieeieiieeeee e 4,063 - - 4,063
Loans to Credit INSHEULIONS ........vuuiieiieeeeee e e e e e e e et e e e e e eaab e naeeeees 1,032 13 - 1,045
o= 1 g ES (ol o1 U ) (0] 1 1= T ¢ TS PPORPPTRE 80,948 - - 80,948
SBCUIEIES ivvtvtiiieii ettt et e et e e e e ettt et e e e et e et e e e e e ee et eeeeeesaaaa e eeeeeasbba s eeessssbaaaaeeeeeenees - 1,081 3,504 4,585
(@10 T= ST P PP P PP PORRPPR 14 - - 14
LR =T T Lo o] 1[PPI 86,057 1,094 3,504 90,655

Interest expense

DIBPOSIES ...ttt (33,342) - - (33,342)
BOMTOWINGS ...ttt sttt e e e e s e s e e e neennee e (16,739) (3,557) - (20,296)
Subordinated labilitIeS ...........c.ooiiiiii e (3,165) (392) - (3,557)
(@11 =] ST P PR PR UPTOPOPRUPI (122) - - (122)
INTEIEST EXPENSE ..o (53,368) (3,949) - (57,317)
NEL INTEIESE INCOME .ovveeeeeieeeeeeeeeeeeeeeeeeeee e 32,689 (2,855) 3,504 33,338
1.1.-30.9.2022*
Interest income
Cash and balances with Central BankK ............coccuiiiiiiiiiiiciiie e 2,106 - - 2,106
Loans to Credit INSHEULIONS ........iiiiiiiiiiee e 64 53 - 117
LOANS 10 CUSTOMEIS ..ovuiiiiiieiii et e et e et e et e et e e et e e e st e e e et e e eaa e e eat e essbasessasesbteesanns 56,835 - - 56,835
- 620 2,032 2,652
5 - - 5
INEEIEST INCOIME ittt ettt e e e ettt e e e e et e e e e e e e e aab e e e e seaabb s eeeseerraes 59,010 673 2,032 61,715
Interest expense
DIBPOSIES ...ttt et eeas (15,886) - - (15,886)
BOMTOWINGS ...ttt st sttt ee et e e ie e s e s e e e neennee e (14,398) - - (14,398)
Subordinated labilitIes ...........c.ooiiiiii e (1,724) - - (1,724)
(@] 1 =] TP PP PR UPTOPOPRUPI (129) - - (129)
INTEIEST EXPENSE ..o s (32,137) - - (32,137)
NEL INTEIESE INCOME .o 26,873 673 2,032 29,578

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

Net interest income calculated using the effective interest rate method were ISK 86,692 million during the period (9M 2022: ISK 61,710
million).
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8. Net interest income, continued

1.7.-30.9.2023 Amortized Fair value Fair value
Interest income cost thr. P/L  thr. OCI Total
Cash and balances With Central BanK .............cooeiiiiiieeiiiiieeiiiee e 1,363 - - 1,363
L0ans to Credit INSHEULIONS ........oiiiiiiiiie et 402 - - 402
Loans to customers . 26,640 - - 26,640
SBCUIEIES .ottt e et ettt e e e e ettt e e e e e et e et e e e e e e aaaaaeeeeeeeebaa s eesseeebaneeeeeeeaens - 448 1,561 2,009
(@131 TSSO UP PRI 12 - - 12
QY=Y =Y T ToTo] o 1 =T 28,417 448 1,561 30,426
Interest expense
[ D=7 010 1] £ TP PP PPPPPR (11,950) - - (11,950)
27T (01111 T IS PP UPPPR RPN (5,083) (1,383) - (6,466)
Subordinated liabilities .. (922) (144) - (1,066)
[©1 1T O PPTPO PP PRP S PUPPPPPN (26) - - (26)
INTEIEST EXPEINSE oiiiiiiiiiiii ettt e e e ettt e e e e e bbbt e e e e s e s bbbt e e e e s st b e e e e e s nnbeeeeeeans (17,981) (1,527) - (19,508)
L] T LTt A g oTo] 1 (=TT 10,436 (1,079) 1,561 10,918
1.7.-30.9.2022*
Interest income
Cash and balances with Central Bank ............cccccciiiiiiiiiii e 989 - - 989
L0ans to Credit INSHIULIONS ........iiiiiiiiiee et 48 21 - 69
[ Ia = L RS (o o U] (0] 0 =T PP 21,419 - - 21,419
TN 111 PRSPPSO - 178 789 967
(13T PRSPPI 2 - - 2
QY CeT =Y T YoTo] o o 1= T 22,458 199 789 23,446
Interest expense
DIBPOSIES ittt ettt e e (7,158) - - (7,158)
BOITOWINGS ...ttt ettt e btttk e ekt e e i e e an e e e e e e eineeenan (5,269) - - (5,269)
Subordinated NADITTIES ........oiuiviiiieeie e e e e e e s neaees (624) - - (624)
(38) - - (38)
LRI g =Y o1=T g ] = PO PP PUPPPPTP (13,089) - - (13,089)
LY T LTt A g oTo ] 1 (=TS 9,369 199 789 10,357

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

Net interest income calculated using the effective interest rate method were ISK 28,887 million during the third quarter (Q3 2022: ISK
23,448 million).

2023 2022 2023 2022
Interest spread 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Interest spread (the ratio of net interest income to the average carrying amount
of INterest DEANNG ASSELS) .......cocviiiiiiiiiiii e 3.1% 3.1% 3.0% 3.2%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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9. Net fee and commission income

1.1.-30.9.2023 1.1.-30.9.2022*

Net Net

Income  Expense income Income  Expense income

ASSEt MANAGEIMENT .....uviiiieeiiiiiieee e 4,251 (437) 3,814 4,107 (436) 3,671
Capital markets and corporate finance ...........cccveeveviiiiieeeeniiiinnns 1,938 (26) 1,912 2,470 (34) 2,436
Lending and financial gquarantees ...........ccccccevvvivieeeeeniiieeee s 3,096 - 3,096 3,381 - 3,381
Collection and payment SEIVICES .........cooviurreeeeeiiiiieeeeiiiiiieeeennes 1,185 (54) 1,131 1,144 (80) 1,064
Cards and payment SOIULION ..........ccuvvieiiiiiiiiiiei e 4,026 (1,951) 2,075 2,127 (711) 1,416
OFNET .t 742 (541) 201 502 (527) (25)
Commission expense from insurance operation .... - 257 257 - 252 252
Net fee and comMmMISSION INCOME .......uceeviiiiiiiiiieee e 15,238 (2,752) 12,486 13,731 (1,536) 12,195

1.7.-30.9.2023 1.7.-30.9.2022*

Net Net

Income  Expense income Income  Expense income

ASSEt MANAGEMENT .......ooiiiiiiiiiiiiiie s 1,283 (143) 1,140 1,390 (135) 1,255
Capital markets and corporate finance 530 7 523 571 (10) 561
Lending and financial guarantees .............cccocvvverieiieicieiieieee 839 - 839 874 - 874
Collection and payment SEIVICES ..........cceeveereereereerieeiee e 458 (24) 434 413 (27) 386
Cards and payment SOIULION ...........cccoeiiiiiiiieiee e 1,391 (660) 731 1,231 (444) 787
Other 264 (161) 103 294 (148) 146
Commission expense from insurance operation ...............cccc....... - 78 78 - 48 48
Net fee and cOmMmMIiSSION INCOME .......vevviiiiiiiiiieeeeeeeeeeee e 4,765 (917) 3,848 4,773 (716) 4,057

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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10. Insurance service results

2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9.* 1.7.-30.9. 1.7.-30.9.*
INSUFANCE FEVENUE . .ovieiiiiieeeei ettt et e et e et e e eae e e aa e e e aa e e et e e st s e s st e e s st e eesaneeesaneessnneessnnns 12,655 11,167 4,450 3,739
INCUITEA CIAIMS ..ttt ettt et e e st eenneee s (9,364) (8,120) (3,201) (2,506)
Administrative expenses related t0 iNSUFANCE SEIVICE .........cccuvvveeeriiiiiiieeeiiiiieeee e sniireeeeens (2,455) (2,125) (733) (704)
INSUFANCE SEIVICE EXPENSES .....vviiiieiiiiiiiiite et ittt e e e ettt e e e e st e e e s sttt e e e s st b b e e e e e s anbbeeeeeaas (11,819) (10,245) (3,934) (3,210)
Net expense from reinsurance contracts held ............ccccoiiiiiiiiiiii i (400) (75) (121) (42)
INSUFANCE SEIVICE FESUILS ..uviiiiiiiiiiiiii et e e e e e s nebnes 436 847 395 487
Combined ratio
[070] a0 o 1o =To I =1 1 [0 PSP PP PP OPPPPPRN 93.9% 89.8% 88.6% 81.2%
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
11. Net financial income 2023 2022 2023 2022

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

Net loss on financial assets and financial liabilities mandatorily measured

at fair value through profit OF I0SS ........ccooiiiiiiiiiiiiiii e (420) (1,081) (468) (1,219)
(Loss) gain on prepayments Of DOITOWINGS .........cccueiiiiiiiiiiieeiie e (225) 14 - 81
Net (loss) gain on fair value hedge of interest rate SWap ..........c.ceeeveviiiiiieeiiiiiiieiee i 47) (340) 39 (195)
Net realized gain (loss) on financial assets carried at fair value through OCI and

reclassification from OCI equity reserve ............... 265 (1,958) (5) (30)
Net financial (loss) income from insurance contracts (292) 18 (57) (128)
Net foreign eXChange GAIN ..........cccooiiiiiiiieie et 715 113 308 15
Net financCial INCOME ..o 4) (3,234) (183) (1,476)

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

EQUILY INSTIUMENTS ..ttt ettt e e et e e e s s bbb e e e e e e nbbeeeeeens (432) (1,506) 56 (890)
DEDE INSIIUMENES ..ottt e et e e e e st e e e s e nnabteeeeeens 160 (519) (419) (455)
Derivatives (148) 944 (105) 126
Net loss on financial assets and financial liabilities
mandatorily measured at fair value through profit or [0SS ......ccccccivviiiiiiiiiiiiiiee, (420) (1,081) (468) (1,219)

Net loss on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging instruments ................... 1,573 (13,919) 1,155 (5,841)
Fair value change on bonds issued by the Group attributable to interest rate risk .............. (1,620) 13,579 (1,116) 5,646
Net loss on fair value hedge of interest rate swap (47) (340) 39 (195)
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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11. Net financial income, continued

Net realized loss on financial assets carried at fair value through OCI and reclassification from OCI equity reserve

During the second quarter of 2022, the Bank identified an immaterial error in accounting for certain treasury bonds, classified at fair value
through OCI. From Q3 2019 the accounting for these bonds was not correct due to an implementation of a new system module at that time.
The effective interest rate on these bonds was not correctly accounted for during this period which resulted in understated OCI, overstated
income statement but with net zero effect on total equity. Management evaluated the impacts of the error for prior periods, both individually
and in the aggregate, and determined that the correction of this error was not material to any of its previously issued Financial Statements
for the impacted periods on either a quantitative or qualitative basis. This was also evaluated by the Bank’s external auditors as well as by
independent third-party advisors. The impact was considered immaterial for these applicable accounting periods with the Net Interest
Margin impacted by Obps to 10bps in a single quarter. The accumulative impact from Q3 2019 was ISK 1.9 billion which was reclassified
from OCI to retained earnings through net financial income. Split between years, ISK 517 million from 2019-2020, ISK 1,042 million from
2021 and 321 million from Q1 2022. The impact in Q2 on net earnings after tax was ISK 1.4 billion but with zero effect on total equity.

12. Other operating income 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9.* 1.7.-30.9. 1.7.-30.9.*
Net (Ioss) gain on diSPOSal Of ASSELS .......ciiiiiiiiiiiiiieiiiiiiie e ?3) 722 - 8
Net (loss) gain on assets held for Sale ... @) 130 2 23
Fair value changes on iNVeStMENt PrOPEItY ..........covureiririiiiieeiiie e 1,563 20 - -
Share of (loss) profit of associates and profit from sale ............cccooeiiiiiiiiii (15) 226 5 -
OhEr INCOIME ...ttt e e as 75 164 1 67
Other operating income 1,613 1,262 8 98
Net (loss) gain on assets held for sale
Net (loss) income from real estates and other @ssets ...........cccoooeiiiiiiiiiiie s (10) 137 (12) 23
Expense related to real estates and other @SSets ..........c.ccocveiiiiiiiici s 3 7 13 -
Net (loss) gain on assets held fOr SAIE .......ooiii i @) 130 2 23
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
Real estates and other assets classified as assets held for sale are generally the result of foreclosures on companies and individuals.
13. Operating expenses 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9.* 1.7.-30.9. 1.7.-30.9.*
Salaries and related EXPENSES ......cc.iiiiiiieiiiee ettt e aaeeas 11,363 10,483 3,285 3,100
Other OPErating EXPENSES .....cuuiiiiuiieiiiiite ittt e e st e e e et e e st e e s be e e s bt e e anbeeesneeeenneeeas 8,705 8,177 2,758 2,709
Operating expenses from iNSUrance OPEratioN ............ccccueevueerieiiereieie e (2,197) (1,805) (651) (587)
OPETALING EXPENSES ...eiieuiiieeiiieetite ettt ettt e st e e st e e st e et e e e anteeeasbeeesnbeeeabeeeebaeeennneeenneenn 17,871 16,855 5,392 5,222
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
14. Personnel and salaries
2023 2022 2023 2022
Number of employees 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Average number of full-time equivalent positions during the period ............cccccoeeeriieennnnne. 787 752 791 757
Full-time equivalent positions at the end of the period .............cccoveiiiiiiiiiciiccee 800 777 800 777
Salaries and related expenses
T 1= U4 T PSSP 8,680 7,916 2,485 2,332
INCENLIVE SCREIME ...t (12) 19 20 10
Share-based PaymeNnt EXPENSES .......ccuviiiiiiiiiiiiie et 151 201 45 77
Defined contribution pension Plans ...........cceiiiiiiiii i 1,282 1,181 370 346
Salary-related EXPENSES ........ciiiiiiiiii e s 1,262 1,166 365 335
Salaries and related EXPENSES .......uiiiiiiiiiiieeiiiiee e 11,363 10,483 3,285 3,100
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14. Personnel and salaries, continued

Incentive schemes

During the period the Group revised the provision for the incentive scheme which resulted in a ISK 16 million reversal of expenses,
including salary-related expenses (9M 2022: ISK 11 million provision). At the end of the period the Group's accrual for the incentive scheme
payments amounted to ISK 729 million (31.12.2022: ISK 1,997 million).

Current incentive scheme for Arion Bank hf. and Vérdur came into effect in 2021. The scheme is in compliance with the FSA’s rules on
remuneration policy for financial institutions. The scheme is split into two parts. Firstly, employees can receive up to 10% of their fixed
salary for each fiscal year in the form of a cash payment. Secondly, a limited group can receive up to 25% of their fixed salary as a payment
in the form of shares in the Bank which will be subject to a three-year lock-up period. The key metric used to determine whether incentive
scheme payments will be paid by the Bank, in part or in full, is whether the Bank’s return on equity is higher than the weighted ROE of the
Bank’s main competitors. Other supporting metrics are for example ROE and cost-to-income ratio vs target, compliance, staff NPS etc.
Corresponding metrics are for incentive scheme payment at Vérdur, 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. No accrual was recognised in the
Consolidated Income Statement for the year. Given that all criterion will be met the maximum total expense is estimated to be ISK 1.8
billion, including salary related expenses, or ISK 0.8 billion due to the Group subject to the 10% of their fixed salary and ISK 1.0 billion due
to the Group subject to the 25% of their fixed salary.

Share-based payment expense

Arion Bank has in place a share option plan for all employees of the Bank, Vérdur and Stefnir, approved at the Banks annual general
meeting. A total expense of ISK 151 million was recognised in the Income Statement during the period (9M 2022: ISK 201 million).
Estimated remaining expenses due the share option contracts are ISK 412 million and will be expensed over the next three years. For
further information on the share option program, see Note 38.

15. Other operating expenses 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

IT BXPENSES .. 3,383 3,272 1,121 1,110
ProfeSSIONAl SEIVICES .....vviiiiiieiiiie ettt e e et e et e et e e 875 801 287 284
MAIKETING ...ttt st e e et 862 827 299 304
HOUSING EXPENSES ...ttt sttt st sttt e e e e e nee e e e e 459 519 155 175
Other adminiStration EXPENSES ........coiiiiiiiiiie ittt ettt e e snaeeesneee s 1,826 1,345 469 420
Depositors' and Investors' Guarantee Fund . - 138 - -
Depreciation of property and €qUIPMENT ..........coooiiiiiiiiiie e e 400 373 129 123
Depreciation of right Of USE @SSEt ........cceiiiiiiiiiii e 100 86 34 30
Amortization of iNtangible ASSELS .........c.coioiiiiiiiii i 800 816 264 263
Other OPErating EXPENSES ...c..uiieiiiieiiiee ettt ettt e ettt et e st e e bt e e et e e e aneeeesaeeeesnneesaseeeennreas 8,705 8,177 2,758 2,709

16. Bank levy

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

17. Net impairment 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Net impairment on financial instruments and value changes on loans

Net impairment on loans to customers and financial iNStitutions .............ccccccvvviiiieiiinnns (1,727) (505) (1,052) 8
Net impairment on other financial instruments at FVOCI .........c.ccooovvviiiiiiniiceic e 1 2 - 1
Other value changes of [0ans - COrPOTAtES ...........cccooiiiiiiiiiiiiie e 23 132 16 7
Other value changes of [0ans - INAIVIAUAIS ............coooiiiiiiiiii e 342 104 295 26
NEL IMPAITMENT ..ottt e et et e e e e e s e e nbneeans (1,361) (267) (741) 42
Net impairment by customer type

INAIVIAUAIS ...t (225) 267 (123) 9)
(0] 010 ] = 1 (=T T PP PPPP PPN (1,136) (534) (618) 51
NELIMPAINMIENT ...ttt ettt e e b e e e e e eeeninee s (1,361) (267) (741) 42

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 during the year.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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18. Income tax expense 2023 2022 2023 2022
1.1.-30.9. 1.1.-30.9.* 1.7.-30.9. 1.7.-30.9.*
CUITENE TAX EXPEINSE ..iiiiiiiiee ittt e e e et e e e e et b et e e e e st raee e s 7,393 11,427 2,152 4,442
Deferred tax expense 394 (3,238) 122 (1,557)
Income tax expense 7,787 8,189 2,274 2,885
2023 2022

Reconciliation of effective tax rate 1.1.-30.9. 1.1.-30.9.*
Earnings before iNCOME taX .......oiiiiiiiiiiiiiiee et 27,263 22,273
Income tax using the Icelandic corporate taxX rate .............cccovveeiieiieiiieeiiecee e 20.0% 5,453 20.0% 4,455
Additional 6% tax on Financial Undertakings ...........ccueooiiiiiieeiiiee e 5.6% 1,520 11.6% 2,577
NON-AedUCHIDIE BXPENSES .......oiiiiiiieiie e 0.2% a7 0.2% 42
TaxX eXempPt FEVENUES / 10SS ......ccuiiiiiiiiiiieiie ettt 1.6% 425 2.0% 442
Non-deductible taxes (Bank I8VY) ..........ccoiiiiiiiiieiie e 1.0% 275 1.1% 251
Tax incentives not recognized in the Income Statement ...............ccocoveiiiiiin e, (0.2%) (54) 1.5% 337
OLher CRANGES ... e 0.4% 121 0.4% 85
EFfECTIVE TAX TALE ..iiitiii ittt et e e e et e st e e s 28.6% 7,787 36.8% 8,189
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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.

19. Discontinued operations held for sale, net of income tax 2023 2022 2023 2022

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

Net gain from discontinued operations held for Sale ...........cccccoviiiiiiiiiiiiiie e 35 7,056 20 (12)
INCOME TAX EXPEISE ..eiieiiiiiiiieeee ittt e e e e ettt e e e s ettt et e e e s s b bbb e e e e e s sbbaeeeeesnbbteeeessasbbbeaeeesannbnees 2 (147) - 6
Discontinued operations held for sale, net of incOMe tax .......ccccevviiiiiiieiiiiiiiiiee s 37 6,909 20 (6)

In June 2022 Arion Bank sold its 100% shareholding in Valitor hf. The financial effects from the sale, less cost to sell, was ISK 5.6 billion
and was recognized in the Income Statement. The operating effects of Sélbjarg ehf. and Stakksberg ehf. in 2022, both subsidiaries of
Eignabjarg, were mainly due to fair value changes of underlying assets.

20. 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
2023 2022* 2023 2022* 2023 2022*
1.1.-30.9.
Net earnings attributable to the shareholders of Arion Bank ........ 19,465 14,077 37 6,909 19,502 20,986
Weighted average number of outstanding shares (millions) ........ 1,455 1,499 1,455 1,499 1,455 1,499
Weighted average number of outstanding shares
including warrants and options (MIllioNS) ...........cccocvveviieennnen. 1,540 1,584 1,540 1,584 1,540 1,584
Basic earnings per share (ISK) ......coccccviiiiiiieiniieeec e 13.38 9.39 0.03 4.61 13.40 14.00
Diluted earnings per share (ISK) ......ccocveeviiiiiiiciiiececciee 12.64 8.89 0.02 4.36 13.00 13.25
1.7.-30.9.
Net earnings attributable to the shareholders of Arion Bank ........ 6,116 5,020 20 (6) 6,136 5,014
Weighted average number of outstanding shares (millions) ........ 1,463 1,495 1,463 1,495 1,463 1,495
Weighted average number of outstanding shares
including warrants and options (MIllioNS) ..........cccoccvvveiviiinnn. 1,548 1,580 1,548 1,580 1,548 1,580
Basic earnings per share (ISK) .......ccccoovviiiiiiiiiiiiieeieeeee 4.18 3.36 0.02 - 4.19 3.35
Diluted earnings per share (ISK) .......ooccvvveiiiiiiiiieeeiiiiiiieeeee 3.95 3.18 0.02 - 3.96 3.17

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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21.

22.

23.

24.

30.9.2023 31.12.2022

Cash and balances with Central Bank

[@F=1] g 1o g T 2T Lo TR 4,310 3,877
(o= 1S L N O] a1 =Y I == Va1 TR 60,153 102,821
Mandatory reserve deposit With CeNtral BANK ...........ocuiiiiiiiiiiie et e e e e sbaee e 15,825 7,420

Cash and balances with Central Bank

80,288 114,118

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

reserve requirement of the Central Bank increased from 1% to 2% in May 2023.

30.9.2023 31.12.2022

Loans to credit institutions
232 Q= oot o1 [ TN 51,087 43,433
(@1 01T (o= T TN 215 2,068
(o T 1o Fo (ol T g=Te [L AT Ty A1 UL A o] o F N 51,302 45,501
Loans to customers Individuals Corporates Total
Gross Gross Gross

carrying Book carrying Book carrying Book
30.9.2023 amount value amount value amount value
Overdrafts 14,059 13,511 39,813 38,989 53,872 52,500
Credit cards 14,179 14,016 2,054 2,007 16,233 16,023
MOrtgage [08NS ......coiviiiiiiiieieee e 541,219 540,297 65,583 65,152 606,802 605,449
CONSLIUCHION TOANS ..ovvveiiiiiiiiiiieee e e e eaaaa - - 43,868 43,615 43,868 43,615
CaPItal IEASE ...t 2,703 2,684 7,079 7,023 9,782 9,707
OLhEr I0ANS ... 31,690 30,955 389,864 385,224 421,554 416,179
LO@NS 10 CUSTOMENS ...uviiuiiiiiiiiiceiie ettt 603,850 601,463 548,261 542,010 1,152,111 1,143,473
31.12.2022
OVEIAFATLS ...ttt 14,893 14,369 33,369 32,571 48,262 46,940
Credit cards ... 14,304 14,155 1,838 1,792 16,142 15,947
MOrtgage [08NS ......coiviiiiiiiiieiee e 514,007 513,605 60,528 60,424 574,535 574,029
CONSEIUCHION TOANS ...vvviiiiiiiieiiieeee e e e eaaaa - - 29,227 28,893 29,227 28,893
CaPItal IBASE ...t 4,107 4,089 4,163 4,131 8,270 8,220
OLhEr I0ANS ... 36,835 36,153 378,402 374,575 415,237 410,728
LO@NS 10 CUSLOMENS ...ueiiiiiiiiiiiieeiieeiee sttt 584,146 582,371 507,527 502,386 1,091,673 1,084,757

The total book value of pledged loans that were pledged against amounts borrowed was ISK 334 billion at the end of the period
(31.12.2022: ISK 305 billion). Pledged loans comprised mortgage loans to individuals.

Further analysis of loans is provided in Risk management disclosures.

Financial instruments

Bonds and debt instruments

30.9.2023 31.12.2022

177,058 138,174

Shares and equity instruments with variable INCOME ...ttt 14,148 17,733
[ LY AVZ= LAY TN 9,662 9,516
Securities used for @CONOMIC NEAGING ......vriiiiiie ittt et s et st e bt e e b e e e e e ennes 20,144 27,906

Financial instruments

Arion Bank Condensed Consolidated Interim
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25. Financial assets and financial liabilities

30.9.2023 Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost OcCl thr. P/L Total
Cash and balances with Central BanK ............ccooeiiiiiiiiiiiiieeieiieeeee e 80,288 - - 80,288
Loans to credit institutions 51,302 - - 51,302
o= 1 g ES N (ol o1 U] (0] 1 1= T ¢ T PPPPRPPTRE 1,143,473 - - 1,143,473
LO@INS ittt ettt n 1,275,063 - - 1,275,063
Bonds and debt instruments
[T (=0 PR STPPPPPROE - 149,638 26,833 176,471
[0y =T PRSPPSO - - 587 587
Bonds and debt iNSTTUMENTS .......uuuiiiiiiiiiiiiiiiiietiie ettt eeeeeeeeeeeeeeeeeeeeeeaeeeeaaaeaees - 149,638 27,420 177,058
Shares and equity instruments with variable income
[ (=T RO P U U TP PP PP PPPPPPPROt - - 4,965 4,965
UNGISTEA .ttt e e e ettt e st e ettt e e e e - - 8,372 8,372
Bond funds with variable income, UNlISted .............uiiiiiiiiiiiiiei e - - 811 811
Shares and equity instruments with variable iNnCoOMe ........c.cccvvviieiiiiiiiie i, - - 14,148 14,148
Derivatives
OTC AEIVALIVES ....ceeeeeeeee ettt a e sass s sesanesaeeneneeees - - 8,864 8,864
Derivatives used for hedge accounting .. - - 798 798
DIBIIVALIVES .. .ciiieiee ittt ettt e e et e e e e e et e e e e et e et e e e e s e et e e e e e e e eaaaaeeeeeseraban s - - 9,662 9,662
Securities used for economic hedging
Bonds and debt instruments, lISted .............cociiiiiiiiii e - - 2,679 2,679
Shares and equity instruments with variable income, listed ............cccoocvviieeiiiiiiieee e, - - 17,465 17,465
Securities used for economMiC hedgiNg .....uueiiiiiiiiiiii e - - 20,144 20,144
Other financial assets
ACCOUNES TECEIVADIE .....vvveiiiiiiiiiee e e e e e e et e e e e e e e e reeeaees 1,698 - - 1,698
Other fINANCIAI ASSELS .....euvveiiiiiiiiee e e e e e et e e e e e et s e e e s e eabes 18,214 - - 18,214
Other financial assets .... . 19,912 - - 19,912
FINANCIAI @SSEES ...ttt et e e e 1,294,975 149,638 71,374 1,515,987
Financial liabilities
Due to credit institutions and Central Bank ...............cooooiiiiiiiiiiiiieieeeeeeeeeeeeeee 13,144 - - 13,144
[ D=7 o 1o 1] £ PO O TP PPPPOPPPPPP 806,331 - - 806,331
BOITOWINGS ¥ .ottt ettt e et e e e ettt e e e e et b b e e e e e s abb e e e e e s nnnnnees 407,895 - - 407,895
5101 oTo] o T T=1 =T I TT= Lo 1= 46,853 - - 46,853
Short POSItIoN IN DONAS ........oiiiiiei e s - - 80 80
Short position in bonds used for economic hedging ...........ccccocoviiiiiiiiiiii e - - 148 148
Derivatives - - 4,572 4,572
Derivatives used for hedge acCoUNtING ..........coooiiiiiiiiiiie e - - 12,108 12,108
Other financial labilities ..........cooiii e eeeeeees 15,447 - - 15,447
FINANCial [abiliti€S ...cc..eieiiieeiiee e e 1,289,670 - 16,908 1,306,578
* Including effect from hedge accounting derivatives.
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25. Financial assets and financial liabilities, continued

31.12.2022* Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost OcCl thr. P/L Total
Cash and balances with Central BanK ............ccoooiiiiiiiiiieiieeiiiiieeeee e 114,118 - - 114,118
Loans to Credit INSHEULIONS ........vvuiieiieeeeeee et e e e e et e e e e e eaaberaeeeees 43,433 - 2,068 45,501
o= 1 g ES (ol o1 U ) (0] 1 1 =T £ TP 1,084,757 - - 1,084,757
LO@INS ittt ettt s 1,242,308 - 2,068 1,244,376
Bonds and debt instruments
[T (=0 PR PUPP PPN - 115,806 21,390 137,196
[0y =T PR UPRSPPRNY - - 978 978
Bonds and debt iNSTIUMENTS .......uuiiiiiiiiiiiiiiiiiitt ittt eeeeeeeeeeeeeeeeeeeeeeaeeeeaaaeaees - 115,806 22,368 138,174
Shares and equity instruments with variable income
[ (=T RO T T TSRO P PO P PR PPPPPPPROE - - 6,429 6,429
UNBISTEA .ttt e et e et e st ea bt e et e e e - - 9,709 9,709
Bond funds with variable income, UNliSted .............eoiiiiiiiiiiiiiei e - - 1,595 1,595
Shares and equity instruments with variable iNnCoOMe ........ccoccvvviiiiiiiiiiee s - - 17,733 17,733
Derivatives
OTC AEIVALIVES ..ottt e st sessaesnsaneeenenneeeees - - 9,448 9,448
Derivatives used for hedge aCCOUNTING ........ccocuiiiiiiiiiiiiee e - - 68 68
DEIIVALIVES ..ottt arantaaaaanaaaaaaaes - - 9,516 9,516
Securities used for economic hedging
Bonds and debt inStruments, lISTEA ...........coiiiiiiiiiiiiccceeeee e - - 3,890 3,890
Shares and equity instruments with variable income, listed ...........ccccoocvviiieiiiiiiiee e, - - 24,016 24,016
Securities used for economic hedging - - 27,906 27,906
Other financial assets
ACCOUNES TECEIVADIE .....vvviiiiiiiiiiie et e e e e e et e e e e e e e et s e eeaees 1,308 - - 1,308
Other fINANCIAI ASSELS ......vvveiiiiiiiiiee e e e e e e e e e e e et s e e e s e eab s 3,412 - - 3,412
Other fINANCIAI ASSELS .....iiuviiiii i e e e e e et e e e e e e et e e e s e eeabaas 4,720 - - 4,720
FINANCIAI @SSEES ...ttt et e e e 1,247,028 115,806 79,591 1,442,425
Financial liabilities
Due to credit institutions and Central Bank ...............cooooiiiiiiiiiiiiieiceeeeeeeeeeeeee 11,697 - - 11,697
[ D=7 o 1o 1] £ TP PSP P OUPPPPPUPPPPPP 755,361 - - 755,361
Borrowings ** .... 392,563 - - 392,563
Subordinated HabilitieS ** .........cciiiiii e e e e e e e e e e e e e e e e e e e e e e e e 47,331 - - 47,331
Short position in equity used for economic hedging ..........cccccceeeiiiiiiiiiiiii s - - 11 11
Derivatives .........cceevvvevieiiiiiiiiiiiiinnnns - - 4,730 4,730
Derivatives used for hedge acCoUNtiNG ...........coooiiiiiiiiiiie e - - 16,256 16,256
Other financial iabilities ..........ooooi i e eeeeeees 6,527 - - 6,527
FINANCIAl HTADITITIES ...uviiiiiiiiiiiiiiiiiiiiiii ettt e e e et e e e et e e e e e e e eaaaaeaaaaaaaaaaaaaaaaaaaaens 1,213,479 - 20,997 1,234,476
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
** Including effect from hedge accounting derivatives.
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25. 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
30.9.2023 OcClI thr. P/L Total
Financial and iINSUFANCE ACHIVILIES .......coiieeieiee ettt e e e e e et e e e e et e e e s e e e seaabbseeeseesaens 19,428 10,398 29,826
LU o] TR Y=Tox o RSSO PRUP 130,210 14,108 144,318
[070] 70 Jo]£= 1 (=1 T TP PP TP TP P PP UUPT RO PPPPPPPPINE - 2,914 2,914
Bonds and debt inStruments at fair VAIUEG .........oooiiviiiiiiiiiieeee et e e e 149,638 27,420 177,058
31.12.2022
Financial and iNSUIANCE ACLIVILIES ........cccciiiiiieiiieci et eeeseeeeeeeeeeeeeeaeaeeeraeaaeeeaaeeaeees 18,898 9,967 28,865
Public sector . 96,908 9,319 106,227
Corporates - 3,082 3,082
Bonds and debt instruments at fair VAIUE .........ooovvvviiiiiiiiiiieeeeeeee 115,806 22,368 138,174

The total amount of pledged bonds was ISK 3.0 billion at the end of the period (31.12.2022: ISK 3.6 billion). Pledged bonds comprised
Icelandic Government Bonds and Financial Institutions Bonds that were pledged against funding received and included in Due to credit
institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

26. 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

30.9.2023
Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENES ........iiiiiiiiiieii e e e e e e e e e e e e eeeaas 173,320 3,710 28 177,058
Shares and equity instruments with variable income . . 4,953 6,805 2,390 14,148
[ LY A= LAY/ T N - 8,864 - 8,864
Derivatives used for hedge aCCOUNTING .......cooiiuiiiieiiiiiiiii e - 798 - 798
Securities used for ecoNOMIC hEAGING .....oouvvviiieeiiiiiiie e 19,692 452 - 20,144
INVESTMENT PIrOPEILY ...oiiiiiiiiiiiie et a e e s ibaes - - 9,461 9,461
ASSELS At FAIT VAIUE ..uuiiiiiiiii e e et e e e e e e e et s e e e e e eabaes 197,965 20,629 11,879 230,473
Liabilities at fair value
Short POSItION 1N DONAS ....c.veiiiiiie e s 80 - - 80
Short position in bonds, used for economic hedging . . 148 - - 148
[0S = LAV - 4,572 - 4,572
Derivatives used for hedge acCoUNtiNG ..........cooouiiiiiiiiiiie e - 12,108 - 12,108
Liabilities at fair VAIUE ......ooviiiiiiccce e 228 16,680 - 16,908
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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26. Fair value hierarchy, continued

31.12.2022

Assets at fair value Level 1 Level 2 Level 3 Total
Loans to Credit INSHIULIONS ........vvuiieiiieeeee et e e e e e e e e e e eaab s e eeeees - 2,068 - 2,068
Bonds and debt INSIIUMENES ........iiiiiiiiiee et e e e e e e e e e e e e et e e e eeeeaans 135,126 2,946 102 138,174
Shares and equity instruments with variable iINCOME ............ccccovvviiiiie i 5,214 10,587 1,932 17,733
[ LY A= LNV TN - 9,448 - 9,448
Derivatives used for hedge accounting .. - 68 - 68
Securities used for ecoNOMIC NEAGING ......c.vvviiiiiiiiiiiie e 27,906 - - 27,906
INVESTMENT PIOPEITY ..ottt - - 7,862 7,862
ASSEES At TAIT VAIUE ...t e e e e e e et e e e e e raaaaaaes 168,246 25,117 9,896 203,259
Liabilities at fair value

Short position in equity used for economic hedging ...........ccoovuieieiiiiiiiiieeie e 11 - - 11
[T 1Y L1V TN - 4,730 - 4,730
Derivatives used for hedge aCCOUNTING ..........coiiuiiiiiiieiiie e - 16,256 - 16,256
Liabilities at fair VAIUE .......oooeeiiieeeeeeeeeeee e 11 20,986 - 20,997

Transfers from Level 1 to Level 2 amounted to ISK 799 million during the period (2022: Transfers from Level 1 to Level 2 ISK 1,098 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 24 is used as an approximation for the fair value of the asset. This is straight forward
for cash and cash equivalents but is also used for short term investments and borrowings to highly rated counterparties, such as credit
institutions, on contracts that feature interest close to or equal to market rates and expose the Group to little or no credit risk.

Level 1: Fair value established from quoted market prices

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

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

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

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

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

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 September 2023 32



| - b4
Notes to the Condensed Consolidated Interim Financial Statements

26. 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
30.9.2023 property Bonds Shares Total
Balance at the beginning Of the YEAr ..........ccoviiiiiiiiiii e 7,862 102 1,932 9,896
Net fair ValUE ChANGES .......ooiiiiiiiiiiiiee et e e e e aeeeeas 1,563 (74) 259 1,748
Additions 36 - 75 111
Disposals .... - - 4) 4)
Transfers iNt0 LEVEI 3 ... it - - 128 128
Balance at the end of the PEriod .........ccuiiiiiiiiiiii s 9,461 28 2,390 11,879
31.12.2022
Balance at the beginning of the year .. 6,560 97 3,808 10,465
Net fair value changes 26 6 135 167
X [0 11103 PR OPRPPRRNY 49 - 29 78
DISPOSAIS ...ttt (@) 1) (1,907) (1,915)
Transfers from held for sale assets .... 1,234 - - 1,234
Transfers out of Level 3 .... - - (133) (133)
Balance at the end Of the YEar ........coiiiiiiiiee e 7,862 102 1,932 9,896
Line items where effects of Level 3 assets are recognized in the Income Statement
1.1.-30.9.2023
Net fiNANCIAl INCOME ........ooiiiiii e - (74) 259 185
Other operating income 1,563 - - 1,563
Effects recognized in the INnCoOmMe Statement ..........ccocviiiiiiiiiie i 1,563 (74) 259 1,748
1.1.-30.9.2022
Net fINANCIAI INCOMIE ...t e e e e e - 2 75 7
Other operating income . 20 - -
Effects recognized in the INnCoOmMe Statement ..........ccocviiiiiiiiiie i - 2 75 77
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26. Fair value hierarchy, continued

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

30.9.2023 Carrying Fair Unrealized
Financial assets not carried at fair value value value gain (loss)
Cash and balances With CENral BANK .............ooiiiiiiiiiiiieie et e et e e e e e s e e e e e e as s e eeeees 80,288 80,288 -
Loans to credit institutions . 51,302 51,302 -
o oY Eo (o U ] (o] 1 = £ 1,143,473 1,126,494 (16,979)
Other fINANCIAI ASSELS .....cvvviiiiiieeiicee ettt e e e e e ettt e e e e e e eeat s e e e s e as bt aeeseessbaaseeeeeesens 19,912 19,912 -
Financial assets Not carried at fair VAIUE ..........ooiiiiiiiiiiiii e e e 1,294,975 1,277,996 (16,979)
Financial liabilities not carried at fair value

Due to credit institutions and CeNntral BANK ............coiiiiiiiiiiiiiiieeeiiieee e e e e e e e e e e aaaaaaes 13,144 13,144 -
[T oo 1 £ SRR 806,331 806,331 -
[2T0] (01111 T [PPSO T P OPPPPPPRORE 407,895 395,406 12,489
S0 o T o [T aF= L (=T M= Lo 1= 46,853 45,051 1,802
Other financial liabilities ... . 15,447 15,447 -
Financial liabilities not carried at fair VAIUE ..........coiiiiiiiiiiiiec e eeaans 1,289,670 1,275,379 14,291
31.12.2022*

Financial assets not carried at fair value

Cash and balances With CENral BANK .............oiiiiiiiiiiiiiiieeeeeeee et e e e e e e e e e e aabbe s e eeeees 114,118 114,118 -
LoANS t0 Credit INSHEULIONS .......vviiiii et e e et e e e e e e et e e e e e e e et b s e e e e sesbaa e e eeeesanaaaes 45,501 45,501 -
o oY E (o U 5] (0] 1 = £ 1,084,757 1,017,671 (67,086)
(@)1 =T (TR =T a (o = = 1T Y= £ O 4,720 4,720 -
Financial assets Not carried at fair VAIUE ..........ooiiiiiiiiiiiii e e v 1,249,096 1,182,010 (67,086)
Financial liabilities not carried at fair value

Due to credit institutions and CeNntral BANK ...........ccciiiiiiiuiiiiiiiiiieiieee et e e e e e e e e e aaaaaaes 11,697 11,697 -
Deposits ..... 755,361 755,361 -
Borrowings 392,563 381,426 11,137
S0 oY o [T a Tt (=T M TT= Lo L1 1= 47,331 48,310 (979)
Other fINANCIAI TADIIILIES .......oieiiiiiicei et e e e e e e e e e e st e e e e e e saaab e eeesesebans 6,527 6,527 -

Financial liabilities not carried at fair value 1,213,479 1,203,321 10,158

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 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.

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

Derivatives Notional Fair value
30.9.2023 value Assets  Liabilities
Forward exchange rate agreEMENLS ..........c.oiiiiiiiiiie i 48,797 833 292
Fair value hedge of INtEreSst rate SWAP .........ooiiiiiiiiii e 229,359 798 12,108
Interest rate and exchange rate agreEMENLS .........c..uiiiiiiiiiiiiee et e e e e e e 66,802 2,827 4,013
BONA SWAP AQIEEIMENES .....oiiiiiiiiiiie ettt s e s n e e e e s e e ee e 4,415 173 3
Share swap agreements .. . 23,196 5,031 264
DEIIVALIVES ..eeiiiiieiiiee e e ettt e ettt e et e e e e e e e e e e e e e aaae e e e e s s s tbeeeeeessasaeeeeeesssaaeeeeeansaaeeeeesanntbaeeaeeenntneen 372,569 9,662 16,680
31.12.2022
Forward exchange rate agrEEMENLS ........oc.uiiiiuiiiiiiie ettt ettt e e st st ntnee s 73,127 2,383 168
Fair value hedge Of INtEreSt FAte SWAD ........viiiiiieiiii ettt 246,965 68 16,256
Interest rate and exchange rate agrEEMENES .......coueiiiuiiiiiee ettt ettt ettt et 93,206 2,737 3,540
BONA SWAP GOIEEIMENES .. ..eiiiitiiiiiii ettt ettt ettt ettt r bt st e et e e ettt e e et e ettt e et et e e bb e e e naneeeanneeeaas 5,668 277 19
SHAre SWAP AOMEEMENTS ....coiuiiiiiiiite itttk e ettt e e bt e e sttt e ea b et e sa b et e et et e e bb e e esn e e aabeeeebneeaabneeenene 36,057 3,694 975
Options - purchased agreements, unlisted ... 5 357 28
[ LT Y= AV =E TR 455,028 9,516 20,986
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26. 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 EUR bonds, see Note 34, 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 59 in the Annual Financial Statements 2022.

Gain (loss)
Notional Maturity Fair value on FV
1.1.-30.9.2023 date Assets Liabilites ~ changes
Interest rates swaps - EUR ..........cccciiiiiiiiiic s - - - - 76
Interest rates swaps - EUR ... 11,605 6-12 mth - 379 504
Interest rates swaps - USD .........ccoccceiiiiiiiiiiiiiiccceccccciee e 13,765 1-5 years - 986 115
Interest rates swaps - EUR ..........ccociiiiiiiiiiic s 72,853 1-5 years - 7,210 873
Interest rates swaps - EUR ..........cccciiiiiiiiiiiiccc 43,712 1-5 years - 3,533 729
Interest rates swaps - EUR .. 43,712 1-5 years 609 - (131)
Interest rates swaps - EUR ... 43,712 1-5 years 189 - (593)
609 12,108 1,573

1.1. - 31.12.2022
Interest rates swaps - EUR ... 20,680 0-3 mth 68 - (747)
Interest rates swaps - EUR ..........ccociiiiiiiiiciicccc 45,451 1-5 years - 2,332 (1,933)
Interest rates swaps - USD .........ccoccceiiiiiiiiiiiiiicccecece e 14,180 1-5 years - 908 (1,103)
Interest rates swaps - EUR ... 75,752 1-5 years - 7,986 (6,911)
Interest rates swaps - EUR ..........ccociiiiiiiiiicccs 45,451 1-5 years - 4,151 (3,321)
Interest rates swaps - EUR ..........ccociiiiiiiiiiccccc 45,451 1-5 years - 879 (840)

68 16,256  (14,855)

Hedged borrowings and subordinated liabilities Accumulated Gain (loss)
Book fair value on FV
1.1. - 30.9.2023 value Assets Liabilites ~ changes
EUR 300 million - iSSUEA 2018 = 5 YEAIS ....cccuvviiieeeiiiiiieeeeeiiiieee e ettt e e e e e e eineeeeeens - - - (156)
EUR 300 million - iSSUEA 2020 - 4 YEAI'S .....cccuvveieeeeiiiiiieeeeeiiiieee e s sttt e e e s sibaeee e s s eibneeeeeaans 11,255 341 - (487)
USD 100 million - issued 2020 - PErpetUAl ..........c.uuviieiiiiiiiiiee et e e e 12,932 854 - (98)
EUR 500 million - iSSUEA 2021 = 5 YEAIS ...ccciuvviiieeeiiiiiieeeeeiiiieee e s sttt e e e sibreee e s e eisneeeeeens 64,937 6,594 - (875)
EUR 300 million - iSSUEA 2021 = 4 YEAI'S ...ccciuvrieieeeiiiiiieeeeeiiiieeeesssitbeeeee e s sibaeeeeseeinneeeeeaans 40,555 3,100 - (725)
EUR 300 million - iSSUEA 2022 = 2 YEAI'S ....cciuviieieeeeiiiiiee e ettt e e s sttt e e e sibaeee e e s eiineeeeeens 44,386 883 - 132
EUR 300 million - issued 2023 - 3 years ... 44,115 573 - 589
Hedged borrowings and subordinated liabilities ............cccociiiiiiiiiince 218,180 12,345 - (1,620)
1.1.-31.12.2022
EUR 500 million - issued 2017/18 - 5 YEAIS .......cccccueiiiiieiiiieieiie e 20,672 156 - 13
EUR 300 million - iSSU€d 2018 - 5 YEAI'S .....ccuvvieiiieiiiiiiee ettt 43,181 2,363 - 1,930
EUR 300 million - iSSUEA 2020 - 4 YEAI'S .....ccuvvreeeeeiiiiiiee ettt ettt e e e eee e 13,396 1,001 - 1,024
USD 100 million - issued 2020 - PErpetUAl ..........c.ueviieiiiiiiiiiieiiiiieeee e 66,231 7,765 - 6,927
EUR 300 million - iSSUEA 2021 - 5 YEAI'S ....cocuvrieieieiiiiiiee ettt e e 41,404 3,973 - 3,288
EUR 300 million - issued 2021 - 4 years ... 44,557 792 - 766
Hedged borrowings and subordinated liabilities ............ccccciiiiiiiiiiiiecs 229,441 16,050 - 13,947

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 97-
115%.
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27. 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
30.9.2023 nettings liabilities ~ Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements ......... 17,165 (10,021) 7,144 9,996 - 17,140 - 7,144
DEriVatiVES ......eeeeieieiiiieeiieesiee e 3,554 - 3,554 (3,151) - 403 6,108 9,662
Bank accounts netted against fin. liab. . 14,245 - 14,245 (14,245) - - - 14,245
Total aSSetS ...oovvvvieriiiieiiieeeiee e 34,964 (10,021) 24,943 (7,400) - 17,543 6,108 31,051
31.12.2022

Reverse repurchase agreements ......... 17,781 (10,212) 7,569 10,187 - 17,756 - 7,569
Derivatives . 2,642 - 2,642 (1,395) - 1,247 6,874 9,516
Bank accounts netted against fin. liab. . 19,517 - 19,517 (19,517) - 19,517
Total aSSets ......ccovevivveiiiieeiieeeieee 39,940 (10,212) 29,728 (10,725) - 19,003 6,874 36,602

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

30.9.2023 nettings assets  Sheet, net assets pledged potential angements sheet

Repurchase agreements ...................... 25 (10,021) (9,996) 9,996 - - - (9,996)

DEriVatiVES ......eeeeieieiiiieeciie e 16,186 - 16,186 (14,441) — 1,745 494 16,680

Deposist netted agains other assets ..... 2,955 - 2,955 (2,955) - - - 2,955

Total liabilities .......cocveviveeiieeeieee, 19,166 (10,021) 9,145 (7,400) - 1,745 494 9,639
31.12.2022

Repurchase agreements .. . 25 (10,212)  (10,187) 10,212 - 25 - (10,187)

DerivatiVes ........ccccveeviviiniiieiiiee e 20,098 - 20,098 (19,559) - 539 888 20,986

Deposist netted agains other assets ..... 1,353 1,353 (1,353) - 1,353

Total liabilities .......ccccvvviiiiiieiiece, 21,476 (10,212) 11,264 (10,700) - 564 888 12,152

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

28. Investments in associates
30.9.2023 31.12.2022

Carrying amount at the beginning Of the YA .........cooiiiiiiiiii e 787 668
Acquisitions / increased Share Capital .............ccuiiiiiiiiiiii e 72 90
DISPOSAIS ...ttt e e e e e e s et eennee e - (241)
Share of (loss) profit of associates and profit from SaAlE ............cccoiiiiiiiii e (15) 270
INVESTMENT IN @SSOCIALES ....viiiiiiiiiiiiiie ettt s et e e e ettt e e e e ettt e e e s e bbb et e e e s aab et e e e e e e e e e e e enannneeees 844 787
The Group's interest in its principal associates

Bilafragangur ehf., LAgmUli 5, ReyKjavik, ICEIANG ............ciiiiiiiiiiecieee e e 33.4% 33.4%
Hableer ehf., Sudurlandsbraut 18, Reykjavik, ICEIANG .............cooiiiiiiiiiei e 32.0% 49.0%
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, ICEIand .............coceiiiiiiiiiiiiiic e 23.0% 23.0%
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK ........cccuuiiiiiiiiiiiiiiie ettt 35.3% 35.3%

During second quarter of 2023 share capital of Hablaer was increased. Arion Bank invested for ISK 75 million but the Banks shareholding
decreased as other shareholders increased their shareholdings even further.
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29. 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 Finite 3-10 years

USEFUITIVES ... Undefined
Straight-line basis over
Amortization Method .........cccoioiiiiiiiiii e Impairment test 6-15 years and
impairment test

Straight-line basis
over 3-10 years

Acquired and internally

Internally generated or acquired ..........ccccovcvveeiiieiniieeiiic e Acquired Acquired generated
Customer
relationship
Infra- and related
30.9.2023 Goodwill structure agreements Software Total
Balance at the beginning of the year ............cccocoiiiiiii e 730 2,383 547 5,123 8,783
X [0 11103 SRR OTPPTPR - - - 306 306
AMOTIZALION ...t - - (45) (755) (800)
INEANGIDIE @SSELS i 730 2,383 502 4,674 8,289
31.12.2022
Balance at the beginning of the year 669 2,383 607 5,804 9,463
Additions 61 - - 355 416
AMOTTIZALION .ottt - - (60) (1,036) (1,096)
INTANGIDIE ASSELS ..eviiiiiiiiiiiiiee e 730 2,383 547 5,123 8,783

Goodwill related to the insurance operation is recognized among assets in the operating segments Corporate & Investment Banking and
Retail Banking and in 2022 Leiguskjél acquired a subsidiary including ISK 61 million in goodwill wich is recognized in the operating segment
Other subsidiaries, see Note 6.

30. Tax assets and tax liabilities 30.9.2023 31.12.2022
Assets  Liabilities Assets  Liabilities
(@0 ¢ (=1 0 = G UUTRPPPRRY - 10,981 - 8,471
[ DL (=T =10 1R = T 427 2,518 135 1,832
Tax assets and taxX [ADilItiES .......cooiiiieie e e e e 427 13,499 135 10,303
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions

Financial Statements 30 September 2023 37



| - b4
Notes to the Condensed Consolidated Interim Financial Statements

31. Assets and disposal groups held for sale and associated liabilities

Assets and disposal groups held for sale 30.9.2023 31.12.2022
REEI ESTALE .....viiiiiiiiic i 61 61

Assets and disposal groups held for sale ... 61 61

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

Solbjarg ehf., a subsidiary of Eignabjarg ehf.

Solbjarg 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. All operations were sold during the years 2020-2022. Following the sale of the operation of Heimsferdir ehf.
Solbjarg became a minority shareholder in Ferdaskrifstofa islands ehf. through its ownership in Heimbjarg ehf. (former Heimsferdir ehf.).
Solbjarg sold its shares in Heimbjarg ehf. in Q2 2023 with minor effects on the Income Statement.

32. Other assets

30.9.2023 31.12.2022*
Property and @QUIDMENT ..........ouiiiieieee ettt et e st e e e e s e e e st e e n e et e e h e e s e e e e e e e nre e 3,659 3,787
RIGNT O USE @SSO ...ttt sttt s e e et e et e s e e e s ae e s ae e e aa e et e e s reenee e e e e nneeneeeas 686 745
ACCOUNES TECEIVADIE ... ettt ettt saasaeaeaeeeeaaneeeaeaeaees 1,698 1,308
UNSEHEd SECUIMIES TrAAING ....veeeiiteeeiiie ettt e e et e et e e ettt e e sa bt e sm bt e e snbe e e enteeeenneeeenseeesnbeeeenbneeenene 14,496 860
ST Lo [ V= EoET=] (PSPPSR 4,973 3,576
(4 YT =T =) £ 25,512 10,276
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

33. Other liabilities

30.9.2023 31.12.2022*
ACCOUNES PAYADIE ...ttt et ettt ettt s et eoa et e e a et eeae e e e n et e e em bt e e am bt e e anbe e e et et e e bneeenneeenneeeenn 1,034 1,013
UNSEHEd SECUIHIES TrAAING ....veeeiiteeeiiie ettt ettt e et e ettt e e sttt e e sa bt e sm bt e snte e e e bt e e enneeeenseeeanbeeeenbneeenene 5,756 1,844
I YUl = Vol cR o] 11z 1ot A I F= o | 111 19,409 17,451
A Vg oo [T g o i = O TSP PPUPR 622 2,637
Bank levy ......... 2,112 1,761
J ool (=T [ c o =T FY T TSP PPTPRPOE 3,537 4,776
[ (=T oo To Tt 3 T OSSPSR 1,456 1,590
Impairment of off-DAIANCE IHEIMS ..........oiiii ettt 336 449
LASE NADIILY ... 897 970
ST Lo [V L= o 11T PSSRt 8,320 6,910
(10 g LT T oYL L A= PP PP PPRRSPPINY 43,479 39,401
Insurance contract liabilities
Liabilities fOr remM@aIiNING COVEIAGER .........viiiiiiiiee ettt ettt a bt e et e e ettt e ettt e nbb e e nnn e e e s 4,064 3,412
Liabilities fOr INCUITEA CIAIMS ......iiiiieiiie et e e e ettt e e e e e e e e e e e e e e e e taab e e e e s e sabba e e eeseesssaanaeaaes 14,678 13,410
RISK AAJUSTMENT ...ttt ettt ettt o1kt e okt e 4kt ehb e e et et et e e be e e e ee b et e ne e e e n e et 667 629
INSUTANCE CONTIACT [HADTTITIES L.uvureiiiiiiiee et e e e e ettt e e e e e s et e e e e e e e aab b s e e e sseabaaseeeaees 19,409 17,451
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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34. Borrowings
First Maturity

Currency, original nominal value issued Maturity type Terms of interest 30.9.2023 31.12.2022
ARION CB 24 ISK 28,900 million ......... 2019 2024 At maturity Fixed, 6.00%0 ......cccevieriiiiiiienienienns 25,841 25,736
ARION CBI 25, ISK 37,940 million ....... 2017 2025 At maturity Fixed, CPI linked, 3.00% 50,610 47,184
ARION CBI 26 ISK 17,080 million ........ 2019 2026 At maturity Fixed, CPI linked, 2.00% .... 20,521 19,219
ARION CBI 29, ISK 27,200 million ....... 2014 2029 At maturity Fixed, CPI linked, 3.50% 38,092 35,602
ARION CBI 48, ISK 11,680 million ....... 2018 2048  Amortizing Fixed, CPI linked, 2.50% ................ 12,191 11,828
ARION CB EUR 500 million * ............... 2021 2026 At maturity Fixed, EUR 0.05% .......cccoovernennnne 64,937 66,231
ARION CB 27, ISK 41,000 million ........ 2022 2027 At maturity Fixed, 5.50%0 .....ccoevieriiiiiiiienieniens 17,876 7,058
ARION CBI 30, ISK 7,020 million ......... 2023 2030 At maturity Fixed, CPI linked, 2.75% ................ 6,069 -
53 o UL o YA oo XY= =To I To o o £ SO RPTPPTPRN 236,137 212,858
NOK 250 million .......ccccevvrrieiiraieennns 2017 2023 At maturity Fixed, 3.02% ....ccocevieiriiiiieniennns - 3,671
EUR 300 million * .....coooveiieiieiieeene 2018 2023 At maturity Fixed, 1.00% .....cccooverririiienieninns - 20,672
EUR 300 million * .....ccooveiieiieiieeiene 2020 2024 At maturity Fixed, 0.625 % .....ccccoveieeeiienienne 11,255 43,181
NOK 250 million .......ccccevvriieiiraieaenns 2017 2027 At maturity Fixed, 3.40% 3,277 3,680
EUR 300 million Green * 2021 2025 At maturity Fixed, 0.375% 40,555 41,404
ARION 26 1222 Green (ISK 5,760m) ... 2021 2026 At maturity Fixed, 4.70% 5,601 5,382
ARION 24 1020 Green (ISK 6,020m) ... 2022 2024 At maturity Floating, REIBOR 3M +0.70% ........ 6,101 6,062
EUR 300 million Green * ...........cccceueene 2022 2024 At maturity Fixed, 4.875% ......ccccoceevereiienienennns 44,386 44,557
NOK 550 million ........cccevvrviriiraieaenns 2022 2025 At maturity Floating, OIBOR 3M +2.35% .......... 7,156 7,952
SEK 230 million .......cccvvvveiiieniieiieniens 2022 2025 At maturity Floating, STIBOR 3M +2.35% ......... 2,927 3,144
NOK 200 million .........cccocvvvviriiiieene 2023 2025 At maturity Floating, Oibor 3M + 2.55% ............ 2,588 -
SEK 300 million ... 2023 2026 At maturity Floating, Stibor 3M + 3.00% ........... 3,797 -
EUR 300 million* .........covvvvvveeiiiiiieiennnns 2023 2026 At maturity Fixed, 7.25% .......cocooveviiiiiiiiiiennen, 44,115 -
ST o LAV FY=Tea ] g =To I o Yol o[ F- R 171,758 179,705
12 ToT 4 o)V T s T I PP PR PPPPRPN 407,895 392,563

* 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 26.

The book value of listed bonds was ISK 408 billion at the end of the period (31.12.2022: ISK 393 billion). The market value of those bonds
was ISK 395 billion (31.12.2022: ISK 381 billion). The Group repurchased own debts amounting to ISK 33 billion during the period with a net
loss of ISK 225 million recognized in the Income Statement (9M 2022: ISK 14 million gain).

35. Subordinated liabilities

First call
Currency, original nominal value Issued Maturity date Terms of interest 30.9.2023 31.12.2022
SEK 500 Million .......coeviiviiiiieiiiieeeenn 2018 2028 22 Nov '23 Floating, 3 month STIBOR +3.10% . 6,351 6,822
NOK 300 MillioN ....coovvveviiieeiiieeiiiees 2019 2029 9Jul'24  Floating, NIBOR +3.65% ................. 3,948 4,383
SEK 225 million .....coocviiviiiiiiiiiceen 2019 2029 20 Dec 24 Floating, 3 month STIBOR +3.70% . 2,849 3,066
ARION T2l 30 ISK 4,800 million ........... 2019 2030 4 Jan '25 Fixed, CPI linked, 3.875% ............... 6,168 5,841
ARION T2 30 ISK 880 million ............... 2019 2030 4 Jan'25  Fixed, 6.75% ......ccccccoiviiiiiiiniieene 893 908
EUR 5 million ........ccovevvneens . 2019 2031 6 Mar '26  Fixed, 3.24% .. 737 772
ARION T2l 33 9,860 million 2022 2033 15 Dec '28 Fixed, CPlI linked, 4.95% ................ 10,675 9,894
ARION T2 33 2,240 million ................... 2022 2033 15 Dec 28 Fixed, 9.25% ....ccccovcvvveririieniinieninenn 2,300 2,249
LTI VT o Lo Y do ITa b= =To M TT=T o 11 LT AT 33,921 33,935
ARION AT1 USD 100 million * ............. 2020 Perpetual 26 Mar '25 Fixed, 6.25% .......ccccevvveeriiireniieeennns 12,932 13,396
Additional Tier 1 subordinated lHabilitieS .........oviiiiiiiii 12,932 13,396
R0l Je Y go TaT= L =Te B EE=T o TT L A= TRTRTRR 46,853 47,331

* 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 26.

Additional Tier 1 and Tier 2 subordinated liabilities are eligible as regulatory capital under the Icelandic Financial Undertakings Act No.
161/2002.
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36. Liabilities arising from financial activities
Non-cash changes
Cash Interest Foreign Effect At period
30.9.2023 1 Jan flows expenses exchange from hedge end
Covered bonds in ISK - CPI linked...........cccoovineiiiiiiciicice 113,833 3,615 10,035 - - 127,483
Covered bonds iN ISK........cooiiiiiiiiiciee e 32,794 9,243 1,680 - - 43,717
Covered bonds in FX 66,231 (1,543) 1,879 (2,542) 912 64,937
Senior unsecured bonds iN FX.........viiiiiiiiiiiiiiieeeeeie s 168,261 (8,801) 6,093 (7,604) 2,107 160,056
Senior unsecured bonds iN ISK.........ccceeviiiiiiiiiiiee e, 11,444 (351) 609 - - 11,702
Subordinated bond CPI T2 linKed..........cccooeeiiiiiiiiiieiieeiiiiiiieeeeeees 15,735 (487) 1,595 - - 16,843
Subordinated bond T2 ISK... 3,156 (163) 200 - - 3,193
Subordinated bond T2 FX.......cooiiiiiiieiieiiereeee e 15,044 (691) 705 (1,173) - 13,885
Subordinated bond ATL FX.....oooviiiiiiiiiieieeieesee e 13,396 (1,279) 1,057 (365) 123 12,932
Liabilities arising from financial activities...........c.cccecvveeiennns 439,894 (457) 23,853 (11,684) 3,142 454,748
31.12.2022
Covered bonds in ISK - CPI linKed............ccceeviieiniieiiie e 102,007 (814) 12,640 - - 113,833
Covered bonds in ISK........coiiiiiieieeeeee e 57,512 (27,114) 2,396 - - 32,794
Covered bonds in FX. ... 43,624 26,690 386 2,515 (6,984) 66,231
Senior unsecured bonds iN FX......cccooeviiiiiiiiiiiiiiiiveeeeieeeveeeeeeeennns 149,970 17,949 2,044 4,278 (5,980) 168,261
Senior unsecured bonds iN ISK............uuveeiiiieiieiiiieieieeeeeieeeeeeeeeees 3,524 7,359 561 - - 11,444
Subordinated bond CPI T2 liNKed...........coooeveeieieiieee, 5,337 9,651 747 - - 15,735
Subordinated bond T2 ISK.......ccooiiiiiiiiiiiie e 907 2,182 68 - - 3,157
Subordinated bond T2 FX......ooiiiiiieiiieeiee e 15,619 (596) 643 (623) - 15,043
Subordinated bond ATL FX.....c.ccoiiiiiiieeiieieeeee e 13,225 (867) 880 1,149 (991) 13,396
Liabilities arising from financial activities............c.ccceeviveenneen. 391,725 34,440 20,365 7,319 (13,955) 439,894
37. Pledged assets
Pledged assets against liabilities 30.9.2023 31.12.2022
Assets, pledged as collateral againSt DOITOWINGS ........eiiiiiiiiiiiee ittt e e e e s s bb e e e s st bb e e e e e s nnnbeees 356,502 328,811
Assets pledged as a collateral against loans from banks and other financial liabilities .............ccccccviiiiiiieiiiiiiieeenn, 17,289 23,108
Pledged assets agaiNSt lADITITIES .......ciiiiiiiiiiiiiii e e e e e e st b b e e e e s s nbb e e e e e anbneeeas 373,791 351,919
Thereof pledged assets against issued covered bonds held by the Bank ............ccccuviiiiiiiiiiiiiiiiii s (85,232) (70,850)
Assets against repoed ISSUE DONGS .......coiiiiiiiiiiiii e e e e s e e e s e s bbbt e e e s s s bbbt e e e e s aibeees 16,585 17,029
Pledged assets against [iabilitieS 0N DAIANCE .......cooiiiiiiiiiii e 305,144 298,098

The Group has pledged assets against due to credit institutions and borrowings, both issued covered bonds and other issued bonds and
loan agreements. Pledged loans comprised mortgage loans to individuals. The book value of those liabilities were ISK 236 billion at period
end (31.12.2022: ISK 213 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 57 billion that can be used for repo borrowings at the Central Bank of Iceland, the
European Central Bank or sold if market conditions are favorable (31.12.2022: ISK 45 billion). Pledged assets against those covered bonds
are ISK 69 billion (31.12.2022: ISK 54 billion).
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38. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,460 million, with par value of ISK 1 per share. The
holders of ordinary shares are entitled to receive dividends as approved by the AGM and are entitled to one vote per share at shareholders'
meetings.

Share Oown Share Total Share Oown Share Total

capital shares  premium 30.9.2023 capital shares  premium 31.12.2022
Balance at the beginning of the year .... 1,510 (45) 11,907 13,372 1,660 (142) 21,166 22,684
Share capital reduction .............ccccceeeee (50) 50 - - (150) 150 - -
Purchase of treasury shares ................. - (22) (3,238) (3,260) - (58) (9,793) (9,851)
Share option vested .........c.ccceeeieiienen. - 2 295 297 - 4 349 353
Incentive scheme - 1 194 195 - 1 184 185
Balance at the end of the period ....... 1,460 (14) 9,157 10,604 1,510 (45) 11,907 13,372
Own shares / issued share capital ........ 0.95% 3.01%

In accordance with the Bank's dividend policy Arion Bank has in place a regular buyback program. On 5 September 2022 the FSA
authorized a buyback program which amounts up to a total of 57.3 million shares or up to ISK 10 billion. During the first half of 2023 Arion
Bank bought back own shares for ISK 3,260 million. The Program ended 1 June 2023.

At the AGM in March 2023 a motion was passed to reduce the Bank’s share capital by ISK 50 million. The reduction was effective 25 April
2023 and Arion Bank's share capital was reduced from ISK 1,510 million to ISK 1,460 million. At the AGM in March 2022 a motion was
passed to reduce the Bank’s share capital by ISK 150 million. The reduction was effective 4 April 2022.

Share options

Arion Bank has in place a share option plan for all employees of the Bank, Vérdur and Stefnir, approved at the Banks annual general
meeting, under which employees may be granted options to purchase ordinary shares. The annual maximum purchase price for each
employee is ISK 1.5 million, in line with Article 10 of the Income Tax Act no. 90/2003, at an exercise price determined by the Bank’s
average share price 10 days prior to issue date. The employee must remain continuously employed with Arion Bank until the expiring date.
The options carry neither rights to dividends nor voting rights and are valued using the Black-Scholes pricing model.

Arion Bank Condensed Consolidated Interim

The following share option contracts are in existence at period end. Number Exercise
of shares  Exercise price
(in ths.) year (ISK)
Issued in 2021 (ISK 600,000) - employees of Arion Bank ............cccocieiiiiiiiiiiiiiiieeeeeeeeee e 8,086 2024-2026 95.50
Issued in 2023 (ISK 900,000) - employees of Arion Bank ...........ccccvviiiiiiiiiiiiiiiiiiiee e 8,254 2024-2026 153.75
Issued in 2023 (ISK 1,500,000) - employees of Arion Bank ............ccccceviiiiiiiiiiiiieeceeeeeee e 5,912 2024-2026 153.75
Issued in 2023 (ISK 1,500,000) - employees Of SUDSIAIANIES ..........ueieeiiiiiiiiieeiiiiieee e 2,183 2024-2026 140.56
24,435

Movements in share options during the period. 30.9.2023 31.12.2022
Weighted Weighted
Number  average Number  average
of shares contract  of shares contract
(in ths.) rate (in ths.) rate
Outstanding at the beginning of the Year ..........cooviiiii i 30,882 143.2 19,728 95.5
Share optionNS Granted ............cooiiiiiiiiiiiii e 16,349 153.8 17,362 180.3
Share OptionNS fOIFEILEM ........ooiuiiiiiiie e (20,152) 168.2 (2,916) 95.5
Share options exercised, WAVG share price ISK 151.79 at exercise date (2022: 187.56) . (2,644) 95.5 (3,292) 95.5
Outstanding share options at the end of the period .............cccoooiiiiiiiiiiii, 24,435 136.2 30,882 143.2

No share options are exercisable at period end. Next exercise periods are in February and May 2024.

All outstanding share options, if exercised, represent approximately 1.7% of the total issued shares.

To meet the Bank's obligations on the basis of the share option plan, the Bank will issue new share capital or deliver treasury shares. Arion
Bank has no legal or constructive obligation to repurchase or settle the options in cash.

The fair value of the employee stock options granted is measured by using the Black-Scholes model.

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.

Amounts are in ISK millions
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Other information

39. Shareholders of Arion Bank 30.9.2023 31.12.2022
{1 To LI 132177 TS o Lo [ SRR 9.85% 9.77%
Lifeyrissjodur StarfSManNa MKISINS ...........eeiiiiiiiiiieiiie et et ste e e st e e e sseeeeseeeeseeeaseeeeatbeeesnbeeesnseeennneees 9.63% 9.53%
LifeyriSSjOTUI VEIZIUNGIMANNA .......eeiiiieeiiie ettt e sieeesieeeeteeesteeeasaeeeasteeeasteeeateeeasseeeasseeesseeansseeensseeessseeessbeeeanseeennnns 9.30% 9.14%
3 (oo 1 o | ST TPOPPUROTPPPPPPPPP 5.38% 5.20%
= LU I 1= 53 Lo o [ PSPPSRI 4.00% 3.69%

Vanguard ......... 3.96% 2.27%
Birta lifeyrissjédur 3.60% 3.47%
[ U (= VST Lo 1o [V o o PSPPSR 3.44% 3.17%
3 VT 1534 1] oo [ SRR 3.16% 3.02%
SEEINIT FUNGS ..ottt oot okt e ekt e e ae et et e e ek bt e e e bn et e sa et e s e e nnrreean 2.67% 4.05%
[ V210 O o | P T O T P O PP U PP PR PP UPPP 2.52% 2.44%
TSIANASDANKI NF. ..ttt 2.25% 2.38%
Festa lifeyrissjodur .... 2.20% 1.92%
Almenni lifeyrissjédur 1.52% 1.47%
KVIKA DANKI N, .otttk b e et e et e e s 1.50% 1.82%
LandShankinm N, ...t e et et e e 1.22% 1.21%
[T o o1 (<] ) SR T OO PSP PR PPRTUPTUPROPN 1.21% 1.43%
LIFSVEIK PE@NSION FUNG ...ttt h ekt b ekt h bt ab et et e e be e saeeenb e e b e e nbeenbne s 1.18% 1.08%
S [o1Z Yo Lo [0 T- U PSPPSRSOt 1.17% 1.00%
Arion banki hf. ... 0.95% 3.01%
Other shareholders with less than 1% Shar€holding ...........cooiiiiiiiiiiiii e 29.29% 28.96%

100.0% 100.0%

On 15 March 2023 the AGM approved to reduce the Bank’s share capital by ISK 50 million nominal value, amounting 50 million own
shares, by cancelling the Bank’s own shares. The reduction was carried out on 25 April 2023. The Bank’s share capital therefore reduces
from I1SK 1,510 million to ISK 1,460 million which is divided into an equal number of shares and each share is accompanied by one vote.

At the end of the period the Group's employees held a shareholding of 0.81% in Arion Bank (31.12.2022: 0.65%). The Board of Directors
and the members of the Bank's Executive Committee shareholding is as follows:

30.09.2023 31.12.2022

Warrants / Number Warrants / Number
options of shares  options of shares

Steinunn Kristin ThOrdardOttir, DIFECLOL ............uvuuervrrrriirrireeeereeerereeeeeeeeeeeeeereeeeeeeeeeeereeeaaeaaes - 12,000 - 12,000
Alternate directors of the Board .... . - 13,000 - 13,000
Benedikt GISIAason, CEO ........ciiiiiiiiiiiee ettt e e et e e e e a e e e e enbaaaaaessnnsaees 997,947 2,561,783 1,006,482 2,506,283
Eight members of the Executive Committee (2022: €ight) ..........ccccoviiiiiiiiiiiiiiieeceee, 4,038,815 971,648 4,945,258 787,751

Other members of the Board of Directors do not hold shares or warrants in Arion Bank.

40. 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 period, the Group had several unresolved legal
claims.

Contingent liabilities

Legal proceedings regarding damages

In a lawsuit brought in June 2013, Kortapjonustan hf. claimed damages from Arion Bank hf., islandsbanki hf., Landsbankinn hf., Borgun hf.
and Valitor hf. in the amount of ISK 1.2 billion plus interest. The lawsuit is a result of damage Kortapjénustan hf. contended the five parties
caused the company due to violations of the Competition Act. In June 2017 the Supreme Court dismissed the case on procedural grounds.
Since then, Kortapjénustan hf. and subsequently its largest shareholder EC-Clear have tried to initiate five lawsuits against the same
defendants which have all been dismissed, the last one in March 2021. In September 2021 EC-Clear has once again brought the same
matter of dispute, claiming damages in the amount of ISK 922 million plus interest, against the same defendants. In September 2022 the
District Court dismissed the claims. EC-Clear appealed the dismissal but with a ruling in January 2023 the Court of Appeal rejected the
District Court’s ruling and ruled that the case should be heard on its merits by the District Court. Should the defendants be found liable for
damages, they would be jointly responsible. Therefore, the Bank has not made any provision.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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40. Legal matters, continued

On-site inspection by the Central Bank

The Financial Supervisory Authority of the Central Bank of Iceland (the “FSA”) did an on-site inspection at the Bank in 2022. Following the
inspection, the FSA identified and reported deficiencies in the Bank's compliance with the relevant Act and regulations. In August 2023,
following receipt of FSA’s final report, the Bank requested that the matter be concluded by way of settlement. The matter is now pending
with the FSA.

Consumer Association’s class-action lawsuit

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

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

The Consumer Association in May 2021 published an article on its website calling for participants in a class action lawsuit. The intention is
to commence court proceedings against Icelandic credit institutions to provide court precedents for loans with variable rates. Arion Bank
has received information requests from a legal firm representing approximately 1,200 individuals. One case has been filed against the Bank
and with a judgement of the District Court of Reykjavik on the 7th of February 2023 the Bank was acquitted. The plaintiffs have appealed
the judgement to the Court of Appeal. Considering the District Court’s judgement as well as an outside opinion commissioned by the Bank
on its legal position the Bank has not made any provision.

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 Sél 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.

Legal matters concluded

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 was 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. With a judgment of the district court in April 2022 FSA was acquitted. The Bank appealed the
ruling and with a judgement of the Court of Appeal in June 2023 the district court’s ruling was confirmed.

41. Events after the reporting period

No event has arisen after the reporting period and up to the approval of these Condensed Consolidated Interim Financial Statements that
require additional disclosures.
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Off balance sheet information

42. Commitments

Financial guarantees, unused credit facilities and undrawn loan commitments 30.9.2023 31.12.2022
FINANCIAI QUAIANTEES .....eiiiiiiiiiiiie ettt e st e e e et e e e e e s et e e e e e ab b bttt e e e s s bbb e e e e e eaanbbeeeeeeanbbaeeeeessnnbbnes 22,594 20,312
Unused overdrafts ............ . 64,506 57,259
UNArawn (08N COMMUEIMENTS ....uuuuuiiiiieiiiiee et e e e ettt e e e e e ettt e e e e e e eaaa e e e e e e s aa s b seeese s s baa s eeeessaaaaneeeessassbanaeeeeees 83,550 105,888

Financial guarantees, unused credit facilities and undrawn loan cCOmMmMItMENtS .........cccevviiiiiiiee i 170,650 183,459

43. Assets under management and under custody

YNy =y SN To (=T g PV P Vo T=T 4 =Y | PRSPPI 1,314,092 1,298,289
Assets under custody 1,250,071 1,067,052

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

44. Related party

Arion Bank defines related party as shareholders with significant influence over the Group, the key management personnel and the Group's
associated companies.

Shareholders with significant influence are shareholders that have the power to participate in the finanical and operating decisions of Arion
Bank but do not control those policies. At the end of the period no shareholder was defined as related party with an influence over the
Group (31.12.2022: none).

The key management personnel includes the Board of Directors and the Executive Committee of Arion Bank, as well as their close family
members and legal entities controlled by them. The Executive Committee consists of the CEO, Managing Directors of Retail banking, CIB,
Markets, Finance, Risk, IT, Customer experience and head of General councel.

For information on the associated companies, see Note 28.
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.

Key management Associated
personnel companies

30.9.2023 31.12.2022 30.9.2023 31.12.2022

LOBINS ..ottt e e 60 64 313 71
Other assets .... 2 2 - -
TOLAI ASSEES .ttt ettt e 61 66 313 71
Deposits ..... . (577) (1,1112) 77) (155)
Other TADINIES .......veieii e - - (18) 27)
TOUAL TIADIITEIES ..ot es e (577)  (1,111) (95) (182)
Arion Bank Condensed Consolidated Interim 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 exposures, 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 ensures that the exposure to risk remains within acceptable levels.

The Board of Directors is ultimately responsible for the Bank's risk management framework and for ensuring that satisfactory risk policies
and governance for controlling the Group's risk exposure are in place. Each subsidiary is responsible for its own risk management
framework but adheres to the Bank's ownership policies which outline the Group's internal control policy, risk appetite and reporting
mechanisms. The Board sets the risk appetite for the Bank, and in some cases the Group, 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) approves certain proposals for credit origination, debt cancellation, underwriting and investments, while the Board
of Directors is the supreme authority for cases which entail deviations from risk appetite or strategy. On the management level the CEO has
established six 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. Finally, the Executive Risk Committee (ERCO), chaired by the
CRO, oversees the implementation of risk policies, ensures that the Bank's limit framework adheres to the risk appetite, reviews the Bank's
ICAAP, ILAAP and stress testing, and approves economic scenarios, credit models and specific provisions under IFRS9. The Executive
Committee is concerned with business and strategic risk.

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) and to the Board of Directors.

The Bank's Compliance function is headed by the Compliance Officer. It is independent and centralized and the Compliance Officer 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 the CRO reports directly to
the CEO. The division is divided into four 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; Credit Analysis, which supports the Bank's credit transaction process and participates in credit decisions; and Security Team, headed
by the Bank's Chief Security Officer, which facilitates and monitors information security risk management in the first line. The Bank's Risk
Officer for Pension Funds reports to the CRO.

Arion Bank is a small bank in an 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, business risk and sustainability 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 and fund management.

Further information on risk management and capital adequacy is provided in the Annual Financial Statements for 2022, in the Pillar 3 Risk
Disclosures for 2022 and in the quarterly Additional Pillar 3 Risk Disclosures. These documents are available on the Bank's website,
www.arionbank.com.
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45. 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 when the Group commits its funds, resulting in capital or earnings being dependent on counterparty, issuer or borrower
performance. Loans to customers are the largest source of credit risk. Credit risk is also inherent in other types of assets, such as loans to
credit institutions, bonds, derivatives and off-balance sheet items such as commitments and guarantees.

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

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

Credit risk is managed and controlled by setting limits on the amount of risk the Group is willing to accept for individual counterparties,
group of connected clients, industries, geographies and loan types, 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, valuation model, 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 action is taken to remedy insufficient collateral coverage where the underlying agreement provides for
such remedies. Collateral value is reviewed to ensure the adequacy of the allowance for impairment losses. Collateral values shown are
capped by the related book value amount.
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45, 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
30.9.2023 exposure  securities estate Vessels collateral collateral
Cash and balances with Central Bank ...........cccooeeeeiiviiiieeneennnnn, 80,288 - - - - -
Loans to credit institutions at amortized cost .. 51,302 - - - - -
Loans to customers at amortized COSt ............cuveeeeieiriiiiiienneennnns 1,143,473 26,531 861,612 56,074 115,282 1,059,499
INAIVIAUAIS ..o 601,463 360 550,481 6 19,053 569,900
540,297 19 539,876 - 4 539,899
61,166 341 10,605 6 19,049 30,001
Corporates 542,010 26,171 311,131 56,068 96,229 489,599
Real estate activities 113,609 2,259 108,594 28 971 111,852
Construction ........ 75,099 592 68,840 35 3,133 72,600
Fishing industry .......ccccooceveieneicieees 90,082 940 17,252 53,945 13,129 85,266
Information and communication technology . 26,719 60 1,479 - 13,080 14,619
Wholesale and retail trade 88,226 85 51,200 3 26,181 77,469
Financial and insurance activities 41,728 21,222 6,307 - 13,070 40,599
Industry, energy and manufacturing 52,311 780 33,330 - 15,257 49,367
Transportation 8,237 7 1,093 847 3,973 5,920
Services 21,093 217 10,197 1,203 6,489 18,106
Public sector 12,998 9 2,112 7 207 2,335
Agriculture and fOreStry ..........oceeverienienie e 11,908 - 10,727 - 739 11,466
Other assets with credit riSk ........cccooeeeeeiiiiiiiieeees 19,912 - - - - -
Financial QUArantees ...........oocvveiieeiiiiiiiie e 22,594 2,867 4,565 282 6,123 13,837
Undrawn loan commitments and unused overdrafts ................. 148,056 - - - - -
Fair value through OCI .........cccviiiiiiiiiiiiie e 149,638 - - - - -
GovernMENt BONAS .........covvvuiiieiiiiiiie e 130,210 - - - - -
Bonds issued by financial institutions and corporates ............ 19,428 - - - - -
Balance at the end of the period .........ccccceeiiiiiii i, 1,615,263 29,398 866,177 56,356 121,405 1,073,336
31.12.2022*
Cash and balances with Central Bank ...........ccccoeeeiiiviiiiieneennnnns 114,118 - - - - -
Loans to credit institutions at amortized COSt ...........cccoevveernnenne 43,433 - - - - -
Loans to customers at amortized COSt ............euvveeeieiriiiiiieneeennnns 1,084,757 26,285 796,745 51,717 104,911 979,658
INAIVIAUAIS ..o 582,371 517 531,300 16 18,919 550,752
513,605 9 513,252 - 32 513,293
68,766 508 18,048 16 18,887 37,459
Corporates 502,386 25,768 265,445 51,701 85,992 428,906
Real estate activities 105,304 838 101,514 - 368 102,720
Construction ........ 55,208 211 41,157 47 2,478 43,893
Fishing industry ........cccccooeeeniniineenns 91,427 1,123 14,278 49,501 13,023 77,925
Information and communication technology . 24,622 110 1,441 - 14,775 16,326
Wholesale and retail trade 85,005 24 50,831 - 26,584 77,439
Financial and insurance activities 41,378 22,938 6,377 - 7,390 36,705
Industry, energy and manufacturing 44,154 295 25,635 - 13,219 39,149
Transportation 14,058 87 1,127 1,043 3,195 5,452
Services 19,155 131 11,007 1,104 3,904 16,146
Public sector 10,576 11 2,101 6 172 2,290
Agriculture and fOrestry ..........cccceeveriiieinie e 11,499 - 9,977 - 884 10,861
Other assets with credit risK ............ccoeeeiiiiiiiiiiiiiie e, 4,720 - - - - -
Financial guarantees .............ccvevviiiiiiiiiieeeeiiiee e 20,312 2,378 3,872 37 3,288 9,575
Undrawn loan commitments and unused overdrafts .. ... 163,147 - - - - -
Fair value through OCI ..........cocoiiiiiiiicee e 115,806 - - - - -
GovernMENt BONAS ........ccoccuuiiiiiiiiiiiiiiiiirireeereeeeee e eeeeeeeeeees 96,908 - - - - -
Bonds issued by financial institutions and corporates ............ 18,898 - - - - -
Balance at the end of the year ...........ccccovviiis 1,546,293 28,663 800,617 51,754 108,199 989,233
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
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45, 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 residential mortgage portfolio. LTV is calculated
as the ratio of the total exposure of individual borrowers to the value of the pledged real estate without adjusting for possible costs of
obtaining and selling the collateral. An exposure to a particular borrower appears in a single row in the table (whole-loan approach). The
residential real estate valuation model used gives an estimate of current value on a monthly basis. This model is used when the observed
market value becomes older than 2 years.

Thereof credit
impaired loans

30.9.2023 31.12.2022 30.9.2023 31.12.2022

[T P T T 0 PSSP 193,902 172,790 2,357 1,817
BO-B0Y0 +.vveeeteeeeeitte e ettt e et e et e et — e e et — e e e a— e e e t—t e e tat et beeeahbeeeanteeeanraeeannaeenrneeeane 99,966 91,201 679 511
BO-T0U0 ..eeeeeeeee e ettt e e e ettt e e e e e e e e —e e e e e a————ee e e e tb———aeeeaa———aaeeeaaa—aaaaeeaararaaaeaaans 104,524 90,224 1,138 826
TO-BOY0 ..vveeeeee et ettt e et ettt e e et — e e et e e e ht e e e b— e e ettt e et be e e ettt e e nrteeeanraeeannaeennaeeeane 76,256 86,856 690 408
8079090 ...eeeiieetiee e ettt e e e e e e e e ———— et e e —————ee e e et ————aeeeaa———aaaeeaa—aaaaeeanraraaaeaaans 60,258 69,629 446 429
L0 00 OSSPSR 4,163 2,111 167 153
MOTE than 100D .....evviiieeiiiiiiie e et e e e et e e e e et e e e e s st e e e e e e aaaseeeeeesssneeeeessnntbaeeaeeaaaes 2,150 1,171 265 118
NOT CIASSIFIEA ...ttt e e e e e b e e e e e nbbeeeeas - 25 - -
Gross carrying amount at the end of the period .........cccooiiiiiiiiiii s 541,219 514,007 5,742 4,262

The following table gives an alternative representation of the loan to value profile of the mortgage portfolio. Here, each exposure is split into
pieces and each piece is placed into the appropriate LTV bucket. A single exposure can therefore be spread between several rows in the
table (loan-splitting approach).
Thereof credit
impaired loans

30.9.2023 31.12.2022 30.9.2023 31.12.2022

[T 1 P T TS L SRR 475,773 445,185 4,911 3,643
LTS R {0 PP UUTPPSRPPRRN 46,454 48,024 497 380
TO-BOU0 ..ottt e et e et e e etae e e etae e e eabe e e aateeeeteeearaeeeraeeerreeeanns 13,869 16,045 154 132
80-90% ... 3,984 3,895 77 65
901000 ..vveeereee ettt et e et et et e et —e e e e e et e e e be e e e beeeabaeearaeeataeearaaaaas 627 516 28 20
MOTE thaN 100D ....eeeevieeiiiiee ittt e eee e et e e et e e ettt e et e e e st e e e saaeeessseeessseeessseeesssaeessseaesnteeennes 512 317 75 22
Not classified - 25 - -
Gross carrying amount at the end of the period ..........cccoceeeviiiiniiii e, 541,219 514,007 5,742 4,262

Collateral for financial assets in stage 3

At the end of the period, the gross carrying amount of assets in stage 3 was ISK 17,703 million (31.12.2022: ISK 12,903 million) with ISK
15,668 million in collateral (31.12.2022: ISK 10,627 million), thereof ISK 13,784 million in real estate (31.12.2022: 9,434 million).

Collateral repossessed

During the period, the Group took possession of no assets due to foreclosures (31.12.2022: nil) and nil in other assets (31.12.2022: nil).
Assets aquired due to foreclosure are held for sale, see Note 31.
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45, Credit risk, continued

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. 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 period (31.12.2022: two large exposures).

30.09.2023 31.12.2022
No. Gross Net Gross Net
10.1% 10.1% 11.5% 11.5%
<10% <10% 10.3% 10.3%
Sum of large exposure gross and net > 10% .... 10.1% 10.1% 21.8% 21.8%

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 58 in the Annual Financial Statements 2022.

The following tables show financial instruments subject to the impairment requirements of IFRS 9 broken down by rating scale, where risk
class 5, DD, represents exposures in default. 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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45. Credit risk, continued
Credit quality profile for financial instruments subject to IFRS 9 impairment requirements Financial
Cash and Loans to instru-
30.9.2022 balances credit ments at
Loans to credit institutions, securities and cash with CB institutions FvOCI
INVESTMENT GIAUE ...ttt e et e e et e e e e e bbb e et e e e s abb b et e e e e s nnabneeeeeennnnes 80,288 51,302 149,641
NON-INVESTMENT QAU ....oeitiieiitieie ettt et et e et e bt e e nab e et e e e sneeeeans - - -
Gross carrying amount 80,288 51,302 149,641
LOSS @IIOWANCE ....cciviiiiiee ettt ettt e ettt e e e et bbbttt e e e e b bbbt e e e e e ab b e e e e e e e bttt e e e e e nbbe e e e e e s nnbraee - - 3)
[2ToTo] QY- 11U = PP OTPPPPTNt 80,288 51,302 149,638
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA 0 A-) ....oooiiiiiiieiee e 407,569 190 - 6 407,765
Risk class 1 - (Grades BBB+ to BBB-) .. 317,162 4,919 - 159 322,240
Risk class 2 - (Grades BB+ 10 BB-) ........cccoeiiiiiiiieiiiie it 224,117 31,788 - 21 255,926
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuuiiieiiiiiiiiieeeiiiiiieeeeeiiiieee e e 88,047 60,081 - 5 148,133
RISK ClaSS 5 = (DD) ...veieiiiieiiieeiiiie ettt ettt et e eennnee e - - 17,356 347 17,703
18101 2= =T [ PSP PPRR PP 343 1 - - 344
GroSS Carrying @mMOUNT ...oooiuvviiiieeiiiiiiee e et e e ee e e e st e e e e s s nnbaaeeeeeenne 1,037,238 96,979 17,356 538 1,152,111
LOSS @lIOWANCE ...t (2,158) (2,545) (3,748) (187) (8,638)
Book value 1,035,080 94,434 13,608 351 1,143,473
Loans to customers - Individuals
Risk class 0 - (Grades AAA t0 A=) .ooooiiiiiiiieeiiiiieee e 303,429 190 - 6 303,625
Risk class 1 - (Grades BBB+ to BBB-) .. 207,130 159 - 159 207,448
Risk class 2 - (Grades BB+ t0 BB-) .......cccuuviieiiiiiiiiiieiiiiiieee e 42,593 18,636 - 21 61,250
Risk class 310 4 - (Grades B+ t0 CCC-) .....cccvviiiiiiiiinieiieeee e 11,593 12,368 - 5 23,966
RISK CIASS 5 = (DD) ..eieiiiiiiiiiee ettt e e ee e e s - - 7,385 160 7,545
[T = (=T [PPSR 15 1 - - 16
GroSS Carrying amOUNT ......ccuieiieiieiee e 564,760 31,354 7,385 351 603,850
LOSS @lIOWANCE ...eoeeiiiiiiiiie ittt e e (498) (586) (1,303) - (2,387)
BOOK VAIUE ..ttt e 564,262 30,768 6,082 351 601,463
Loans to customers - Corporates
Risk class 0 - (Grades AAA 10 A-) c.eeiiiiiie e 104,140 - - - 104,140
Risk class 1 - (Grades BBB+ t0 BBB-) ........ccccoooiviiiiiiiiiiiiiiee i 110,032 4,760 - - 114,792
Risk class 2 - (Grades BB+ 10 BB-) ........cccceiiiiiiiieiiciicnie e 181,524 13,152 - - 194,676
Risk class 310 4 - (Grades B+ t0 CCC-) .....ccovvveiiiiiaiiiieniieesiee e 76,454 47,713 - - 124,167
RISK ClaSS 5 = (DD) ....eviiiiiieiiii e - - 9,971 187 10,158
{874 = =T [P PPRTUPPRPN 328 - - - 328
Gross Carrying amOUNT .......coouiiiiiiiaiee et 472,478 65,625 9,971 187 548,261
LOSS @lIOWANCE ......ovieiiiieiiiie e (1,660) (1,959) (2,445) (187) (6,251)
BOOK VAIUE ...ttt e et e e e st bre e e e e enrnnes 470,818 63,666 7,526 - 542,010
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 (Grades AAA t0 BBB-) .....cccoeeiiiiiiiiiciiicesieee e 96,006 2,429 - - 98,435
Risk class 2 t0 4 (Grades BB+ t0 CCC-) ..cccvveriiiiniiieiiiie et 59,475 5,605 794 - 65,874
{8131 2= 11T [N 6,341 - - - 6,341
Nominal .... 161,822 8,034 794 - 170,650
Loss allowance ............cc........ (230) (101) (5) - (336)
Nominal 1ess 0SS alloWanCe .........ccooeiiiiiiiiii e 161,592 7,933 789 - 170,314
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45, Credit risk, continued
Financial
Cash and Loans to instru-
31.12.2022 balances credit ments at
Loans to credit institutions, securities and cash with CB institutions FvOCl
INVESTMENT GIAUE ..ottt e e e et e e e s et bbb et e e e s abb b et e e e e s nnnbneeeeeannnnes 114,118 43,433 133,838
Non-investment grade - - -
GrOSS CAITYING @MOUNT c..viiiiiiiie ittt e ettt ettt e s bt e e be e e e ae e e e be e e e be e e e abb e e e abbe e e snbeeeanteeeans 114,118 43,433 133,838
LOSS @IIOWAINCE ...ttt ettt e e ettt e e s o bbbt e e e e e bbb e e e e e e b et e e e e et a e e e e e s nnbreee - - (13)
[2ToTo] QY- 11T OO U PP PPPPTNE 114,118 43,433 133,825
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA 0 A-) ....oooiiiiiiiieiie e 394,307 1,681 - - 395,988
Risk class 1 - (Grades BBB+ t0 BBB-) ........cccccoiiiiiiieiiiiiiiiiee i 316,636 3,157 - 115 319,908
Risk class 2 - (Grades BB+ 10 BB-) ........ccceeiiieiiiieiiiie it 196,778 35,275 - 53 232,106
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuvivieiiiiiiiiieeeiiiiiieeeeesiiieee e e 85,101 44,415 - 14 129,530
Risk class 5 - (DD) .. . - - 12,561 341 12,902
{8131 2= 1 (=T [N 1,239 - - - 1,239
GroSS Carrying @mMOUNT ...oooiuviiiiiee it et e e s eiree e e e st e e e s s sbaeeeeeeanne 994,061 84,528 12,561 523 1,091,673
LOSS @lIOWANCE ...t (2,334) (1,519) (2,932) (131) (6,916)
BOOK VAIUE ...ttt et e e e e st e e e s s enaaaeaeeas 991,727 83,009 9,629 392 1,084,757
Loans to customers - Individuals
Risk class 0 - (Grades AAA 10 A-) .oooiiiiiiiieeeiiiiiee e 293,411 1,552 - - 294,963
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccoceeiieiiiiiinieeee e 203,585 2,749 - 115 206,449
Risk class 2 - (Grades BB+ t0 BB-) .......cccuueiieiiiiiiiieie et 41,795 13,064 - 53 54,912
Risk class 310 4 - (Grades B+ 10 CCC-) .....ocvivviiiiiiiiiiieeniieenieeeeieee e 11,301 10,325 - 14 21,640
RISK CIASS 5 = (DD) ..eieiiiiiiiiieeeiiiiieee ettt ettt e e e ee e e s - - 5,861 161 6,022
[T = (=T [PPSR 160 - - - 160
GroSS Carrying amOUNT ......ccuieiiiiieiee et 550,252 27,690 5,861 343 584,146
LOSS @lIOWANCE ...eoeeiiiiiiiiie ettt e e e (445) (287) (1,043) - (1,775)
BOOK VAIUE ..ttt ettt e 549,807 27,403 4,818 343 582,371
Loans to customers - Corporates
Risk class 0 - (Grades AAA 0 A-) ....oooiiiiiiiieiie e 100,896 129 - - 101,025
Risk class 1 - (Grades BBB+ t0 BBB-) .......ccccoooiviiiiiiiiiiiiiee i 113,051 408 - - 113,459
Risk class 2 - (Grades BB+ to BB-) ..... . 154,983 22,211 - - 177,194
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuvvieiiiiiiiiieeiiiiiieeeeesiiiieeeeens 73,800 34,090 - - 107,890
RISK ClaSS 5 - (DD) ....eeeiiiiiiiii e - - 6,700 180 6,880
18131 2= 1(=To [T 1,079 - - - 1,079
Gross Carrying amOUNT .......coouiiiiiiiaiie et 443,809 56,838 6,700 180 507,527
LOSS @lIOWANCE ......ovieiiiiiiiiie e (1,889) (1,232) (1,889) (131) (5,141)
BOOK VAIUE ...ttt e e e e e st e e e e e enneees 441,920 55,606 4,811 49 502,386
Loan commitments, guarantees and unused credit facilities
Risk class 0 t0 1 - (Grades AAA t0 BBB-) ......ccccveiiiiiiiiiiieniieeee e 109,205 23 - - 109,228
Risk class 2 t0 4 - (Grades BB+ 10 CCC-) ....ccoviviiiiiiiiiiiieeeee e 60,752 9,110 271 - 70,133
4,094 4 - - 4,098
174,051 9,137 271 - 183,459
LOSS @lIOWANCE ......coviiiiiiecic e (351) (93) 5) - (449)
Nominal 1ess 0SS alloWanCe .........ccooeiiiiiiiiiii e 173,700 9,044 266 - 183,010
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45. 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
30.09.2023 amount  allowance amount  allowance amount allowance value
Loans to credit instit., securities & cash .................. 281,231 ?3) - - - - 281,228
Loans to individuals .. . 564,760 (498) 31,545 (586) 7,545 (1,303) 601,463
MOTGAGES ...eeeeviiieeiiieeiiee ettt 510,113 (235) 25,365 (358) 5,742 (330) 540,297
Other ..o 54,647 (263) 6,180 (228) 1,803 (973) 61,166
LOoans t0 COrPOrates .........cceveeerreiirereeniiirieee e 472,478 (1,660) 65,625 (1,959) 10,158 (2,632) 542,010
Real estate activities ..........ccceevveeeiiieeiiiee e 99,260 (292) 12,153 (159) 3,517 (870) 113,609
CONSIIUCLION ... 69,314 (362) 5,669 (95) 612 (39) 75,099
Fishing iNAUSEIY ....ccveeiiiiiiiiicic e 79,859 (93) 9,938 (135) 1,297 (784) 90,082
Information and communication technology ......... 25,322 (178) 1,599 (140) 181 (65) 26,719
Wholesale and retail trade ..............c.cccociiiiiniens 74,343 (273) 12,755 (545) 2,564 (618) 88,226
Financial and insurance activities ........................ 29,256 (196) 12,904 (360) 129 (5) 41,728
Industry, energy and manufacturing .................... 50,161 (88) 1,923 (81) 420 (24) 52,311
Transportation ...........cccceeveeiiniieie e 4,054 (19) 4,187 (103) 132 (14) 8,237
SEIVICES oveiiiiieiiiee e 17,742 (91) 3,082 (321) 849 (168) 21,093
PUDIiC SECLOT ... 12,801 (48) 248 3) 1 1) 12,998
Agriculture and forestry ..., 10,366 (20) 1,167 7) 456 (44) 11,908
Balance at the end of the period ...........c..cccceeeae 1,318,469 (2,161) 97,170 (2,545) 17,703 (3,935) 1,424,701
31.12.2022
Loans to credit instit., securities & cash .................. 273,362 (6) - - - - 273,356
Loans to individuals ...........cccccoveiiiiiiniieiieseee 550,252 (445) 27,872 (287) 6,022 (1,043) 582,371
MOMGAGES ... 486,371 (116) 23,373 (125) 4,262 (160) 513,605
Oher .o 63,881 (329) 4,499 (162) 1,760 (883) 68,766
L0oans tO COMPOrates ......ccuvveeeeriiiiiiiieeiiiiiieee e e 443,809 (1,889) 56,838 (1,232) 6,880 (2,020) 502,386
Real estate activities ..........cccceeevveeriicniieeiieee 94,680 (213) 8,668 87) 2,609 (353) 105,304
Construction .... 51,280 (401) 4,161 (74) 252 (10) 55,208
Fishing iNAUSEIY .....cooeiiiiiiiiicieeeeeee 81,810 (193) 9,633 (137) 368 (54) 91,427
Information and communication technology ......... 21,372 (81) 3,410 (99) 49 (29) 24,622
Wholesale and retail trade ..............c....... 68,357 (321) 16,508 (499) 1,904 (944) 85,005
Financial and insurance activities 33,478 (247) 8,244 (171) 79 5) 41,378
Industry, energy and manufacturing .................... 41,992 (128) 2,286 32) 42 (6) 44,154
Transportation 13,877 (73) 205 (6) 61 (6) 14,058
SEIVICES .ttt 16,183 (136) 2,421 (110) 1,385 (588) 19,155
PUDIIC SECLOT ... 10,323 (42) 299 4 - - 10,576
Agriculture and forestry .........ccccocevvieiiniieenieeene 10,457 (54) 1,003 (13) 131 (25) 11,499
Balance at the end of theyear .........ccccoevviieneenne 1,267,423 (2,340) 84,710 (1,519) 12,902 (3,063) 1,358,113
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45, 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 period.

Derecognitions and maturities

Reflect the allowance related to assets derecognized during the period 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 period.

30.9.2023
Impairment loss allowance * Stagel  Stage2  Stage 3 POCI Total
Balance at the beginning of the year ..........ccccccvviiiiiiiiiie e (2,678) (1,612) (2,937) (131) (7,358)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...cccvvvveiiiiiiiiiiee e (1,104) 861 243 - -
Transfers to Stage 2 (lifetime ECL) ......ccccoveiiiiiiiieeeeeeeeeeeeeee e 330 (849) 519 - -
Transfers to Stage 3 (credit impaired financial assets) ............ccceeeeeennne 57 232 (289) - -
Net remeasurement of l0ss allowance ** .............cccocvviiieeniene s 1,752 (1,360) (1,922) (56) (1,586)
New financial assets, originated or purchased ............ccccccooviiiiieeiiiiiiieeeeenn. (1,292) (209) (198) - (1,699)
Derecognitions and MatUrities ............cccveiiiieiiiieeiiie e 546 286 361 - 1,193
WWIIEE-OFFS ¥¥% ittt et 1 5 470 - 476
Impairment 10Ss allowanCe **** . ... (2,388) (2,646) (3,753) (187) (8,974)
Impairment loss allowances for assets only carrying 12-month ECL ............ 3) - - - 3)
Total impairment [0SS AllOWANCE ......ccooviiiiiiiiiiiiiiie e (2,391) (2,646) (3,753) (187) (8,977)

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

** During the period the loss allowance balance for stage 3 loans was raised by ISK 407 million due to unwinding of interest income.
*** During the period an amount of ISK 465 million was written off but is still subject to enforcement activities subject to Icelandic law.

***x | oss allowance for all assets other than cash, bonds and loans to credit institutions.
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Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ..........cccccciiiiiiiiiee (2,327) (1,519) (2,932) (131) (6,909)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...c..eevveiiiiiiiiiieiiiiiieeeeeiinees (2,033) 790 243 - -
Transfers to Stage 2 (lifetime ECL) ......coocvviiiiiiiiiiiieiieeieeeeeee 317 (836) 519 - -
Transfers to Stage 3 (credit impaired financial assets) . . 55 230 (285) - -
Net remeasurement of 10SS allOWaNCE ...........cccevriieiiiieeniieeiieeeeee e 1,529 (1,301) (1,926) (56) (1,754)
New financial assets, originated or purchased ..............cccccoovvveeeeiiiinnnns (1,127) (166) (198) - (1,491)
Derecognitions and Maturities ............cceeiiuieiiiiee e 427 252 361 - 1,040
WIEE-OFFS i 1 5 470 - 476
Total loss allowance for loans t0 CUSTOMErS .......ccoevviivieeeeiiiiiieeeenne (2,158) (2,545) (3,748) (187) (8,638)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ...........c.ccccoooiiiiiiiiiciees (446) (287) (1,043) - (1,776)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ......ccccceviiiiiiienieneeee. (409) 297 112 - -
Transfers to Stage 2 (lifetime ECL) .......occcvvvereeiiiiiiiineeiiiieeeeen 84 (111) 27 - -
Transfers to Stage 3 (credit impaired financial assets) . . 15 136 (151) - -
Net remeasurement of 0SS allowance ...........ccocccvvvieeiiiiiiieeeeniiiiens 327 (631) (518) - (822)
New financial assets, originated or purchased ................ccccoceeneeneee. (159) (64) (38) - (261)
Derecognitions and MAatUrties ............ceeevviiiiiiieen e 89 70 155 - 314
WWIEE-0FFS ittt 1 4 153 - 158
Total loss allowance for loans to individuals ............cccocoociinns (498) (586) (1,303) - (2,387)
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year ............ccccccciiiiiiiiiieeiiieeen (1,881) (1,232) (1,889) (131) (5,133)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....ccccvveeiviiiviiieeiiiiieeenn (624) 493 131 - -
Transfers to Stage 2 (lifetime ECL) .......ccccoovieiieiieiieee e 233 (725) 492 - -
Transfers to Stage 3 (credit impaired financial assets) .... . 40 94 (134) - -
Net remeasurement of loss allowance ..............cccocoeeeene 1,202 (670) (1,408) (56) (932)
New financial assets, originated or purchased .... (968) (102) (160) - (1,230)
Derecognitions and Maturities ...........cccocceviiriini e 338 182 206 - 726
WIEE-OFS it - 1 317 - 318
Total loss allowance for loans to corporates (1,660) (1,959) (2,445) (187) (6,251)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year ...........cccccccoiiviiiic, (351) (93) (5) - (449)
Transfers
Transfers to 12-month ECL ... (71) 71 - - -
Transfers to lifetime ECL .......coccveiiiiiiiiiieieceee e 13 (13) - - -
Transfers to credit impaired .............ccccoviiiiiic 2 2 4) - -
Net remeasurement of 10SS allOWANCE ...........ccceevviiiiriiiieniiieesieeeeieeee 223 (59) 4 - 168
New financial commitments originated ..............ccccceiiiiiiiiiiiiiee s (165) (43) - - (208)
Derecognitions and Maturities ............ccceeoriiiiiiiieniie e 119 34 - - 153
Total loss allowance for loan commit., guarantees, unused facilities (230) (101) 5) - (336)
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45. Credit risk, continued
31.12.2022
Impairment loss allowance * Stagel  Stage2  Stage 3 POCI Total
Balance at the beginning of the year .........c.ccccooiii (1,606) (1,897) (4,824) 1) (13,044)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ... (1,213) 929 284 - -
Transfers to Stage 2 (lifetime ECL) .......occvvvvieeiiiiiiiiee e 310 (891) 581 - -
Transfers to Stage 3 (credit impaired financial assets) ...........cccoceeevueeen. 42 169 (211) - -
Net remeasurement of 0SS allowancCe ** ..........ccccoccuviiiieiiiiiiiee e 1,178 (121) (1,065) 1 2,048
New financial assets, originated or purchased .............cccoccoooviiiiiieiieneene. (2,192) (265) (1,048) (131) (2,670)
Derecognitions and maturities . 795 457 2,120 (166) 2,570
WWIIE-0FFS ™% ...ttt 1 7 1,226 166 2,768
Impairment l0ss allowance *** ... (2,685) (1,612) (2,937) (131) (8,328)
Impairment loss allowances for assets only carrying 12-month ECL ............ (6) - - - (13)
Total impairment 10Ss @alloWance ...........cccocviiiiiiiecee e (2,691) (1,612) (2,937) (131) (8,341)

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

** During the period the loss allowance balance for stage 3 loans was raised by ISK 468 million due to unwinding of interest income.
*** During the period an amount of ISK 2,059 million was written off but is still subject to enforcement activities subject to Icelandic law.

***+ | 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 ..........cccccciiiiiiiii e (1,313) (1,806) (4,480) 1) (7,600)
Transfers of financial assets:

Transfers to Stage 1 (12-month ECL) ...ccccvveeviiiiiiiieniiiiieee e (1,044) 760 284 - -

Transfers to Stage 2 (lifetime ECL) ......ccccoveviiiiiiiineeeeeeceeeee 289 (870) 581 - -

Transfers to Stage 3 (credit impaired financial assets) ..................... 41 168 (209) - -
Net remeasurement of l0SS @lloOWanCe ..........c..cccevieiiiiiine e 921 41 777) 1 186
New financial assets, originated or purchased .............cccccovivviieeiniinnns (1,683) (196) (1,048) (131) (3,058)
Derecognitions and MAatUrities ...........cccocoeiiiiiiiiieieesee e 454 377 1,491 (166) 2,156
WWIIEE-OFFS .ttt 1 7 1,226 166 1,400
Total loss allowance for loans to customers ...........coceeeeeeeiccccccnnnnns (2,334) (1,519) (2,932) (131) (6,916)

Impairment loss allowance for loans to customers - Individuals

Balance at the beginning of the year .............cccccoooiviiiiiiciiees (492) (246) (1,151) (1) (1,890)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) . (525) 326 199 - -
Transfers to Stage 2 (lifetime ECL) .......cococveiviieiiiiiiiieeeieeee 92 (148) 56 - -
Transfers to Stage 3 (credit impaired financial assets) ............... 18 138 (156) - -
Net remeasurement of 10SS @lloOWanCe ...........ccccovvveiiiiieniiieenieees 581 (378) (474) 1 (270)
New financial assets, originated or purchased .............cccccocoevevinenne (241) (74) (75) - (390)
Derecognitions and maturities . 121 86 272 - 479
WIEE-OFS .o 1 7 286 - 294
Total loss allowance for loans to individuals .............cccccoceennen. (445) (289) (1,043) - a,777)
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Stage 1 Stage 2 Stage 3 POCI Total
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year .........c.cccccooviiiinccn (821) (1,560) (3,329) - (5,710)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) (520) 434 85 - 1)
Transfers to Stage 2 (lifetime ECL) .......cococeviiiiiiiieiiieeeieeee 197 (722) 525 - -
Transfers to Stage 3 (credit impaired financial assets) ............... 23 29 (53) - 1)
Net remeasurement of 0SS allowance ...........c.ccvvevieiiiiiiieeeeniiiiees 340 419 (303) - 456
New financial assets, originated or purchased ...........c.cccccvovieninnenne (1,441) (123) (973) (131) (2,668)
Derecognitions and MAatUrties ............ceeeviiiiiiiieen e 333 291 1,219 (166) 1,677
WHIEE-OFFS 1.ttt nnee e - - 940 166 1,106
Total loss allowance for 10ans to COrporates .........ccccoveevevineennns (1,889) (1,232) (1,889) (131) (5,141)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year ..........ccccoccvvciiiiiiiiiiie e (293) (91) (344) - (728)
Transfers
Transfers to 12-month ECL ........ccooiiiiiiiiiiceceeeee e (169) 169 - - -
Transfers to lifetime ECL .........c.ccooiiiiiiiiiie e 21 (21) - - -
Transfers to credit IMpaired ...........ccccoviiiviiiee i 1 1 2) - -
Net remeasurement of |0SS @lloWanCe .............cccevvveiiiniine e 257 (162) (288) - (193)
New financial commitments originated ............ccccevvviiiiieiiiieniec s (509) (69) - - (578)
Derecognitions and maturities 341 80 629 - 1,050
Total loss allowance for loan commit., guarantees, unused facilities (351) (93) 5) - (449)

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 30% and optimistic 10% (31.12.2022: base case 65%, pessimistic 25% and optimistic 10%). The
macroeconomic forecast and scenario probability weights is done by the Bank’s Chief Economist and approved by the Bank’s Executive
Risk Committee. The following table shows values used for IFRS 9 impairment calculations.

Base case
2023 2024 2025
Unemployment rate 3.6% 4.1% 4.0%
HOUSING PIICES vtiiiiiiiitiiit ettt ettt ettt e e e e et e e e e e s bbbt e e e e e e bbb b et ee e s anbbbeeeeeeannnbeeeeeeennnnns 5.0% 1.0% 3.3%
Private CONSUMPLION .......oiiiiiiiiiii ittt be e s e s e e nree e 2.8% 2.3% 2.8%
(] O TP PO U SO P PR PPTOPOPROTN 3.9% 2.3% 2.7%
Optimistic Pessimistic
2023 2024 2025 2023 2024 2025
Unemployment rate 3.2% 3.1% 3.7% 4.6% 6.0% 5.3%
Housing prices .......... . 6.5% 4.5% 6.3% 3.0% -5.1% 1.3%
Private consumption 4.4% 4.6% 2.5% 1.0% -1.4% 2.3%
GDP e 4.7% 4.1% 3.3% 1.9% -1.3% 2.9%

Sensitivity analysis

Regarding macroeconomic outlook, see Note 4, 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 1.5 billion, ISK 3.3 billion
and ISK 9.7 billion for the optimistic, base case and pessimistic scenarios, respectively. At year end 2022 the corresponding calculated loss
allowance was ISK 1.8 billion, ISK 3.1 billion and ISK 8.4 billion, respectively.
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45, 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.

Stage 1 Stage 2 Stage 3 Total
Gross Gross Gross Gross

carrying Loss carrying Loss carrying Loss carrying Loss

30.09.2023 amount  allowance carrying  allowance carrying  allowance carrying allowance
INdividuals ........ccccovvieieniiieneeeeee 2,618 (15) 3,891 (111) 3,106 (376) 9,615 (502)
COMPANIES .o 3,537 (30) 12,138 (763) 2,368 (479) 18,043 (1,272)
TOUMSM e 2,165 (24) 10,711 (752) 1,351 (249) 14,227 (1,025)
Other than tourism ..........ccocceeeviveenns 1,372 (6) 1,427 (11) 1,017 (230) 3,816 (247)
TOtal e 6,155 (45) 16,029 (874) 5,474 (855) 27,658 1,774)

31.12.2022

INdiVIdUuals .......ccoveeiiiieniieeeeeee . . 7,948 (42) 2,254 (257) 10,202 (299)
COMPANIES .o - - 16,815 (606) 3,529 (1,259) 20,344 (1,865)
TOUMSM i . . 13,100 (563) 2,511 (1,065) 15,611 (1,628)
Other than tourism ........cccccoevviiiieennn. - - 3,715 (43) 1,018 (194) 4,733 (237)
TOtal e . . 24,763 (648) 5,783 (1,516) 30,546 (2,164)
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46. 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 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 tracks market risk closely 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 fair value 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 8.0%, has
exceeded the Central Bank’s target of 2.5% since June 2020 and is expected to remain over the target throughout 2023. The Central Bank
has responded by increasing interest rates by 8.5% from its lowest value of 0.75% at the start of 2021. From the second half of 2021 to the
start of 2022, this resulted in a sharp increase in demand for non-indexed fixed rate mortgages with corresponding increase in interest rate
risk. The risk exposure receded over the course of 2022 and into 2023, as the duration of these loans shortens and the demand for indexed
loans resumes.

Interest rate risk

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 26, and are therefore different from the amounts shown in these Condensed
Consolidated Interim Financial Statements. 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.

30.09.2023 Upto3 3-12 1-5 5-10 Over 10

Assets months months years years years Total
Balances with Central Bank .............coocuuieiiiiiiiiiiiiiieeeeeeiiiieeeees 80,288 - - - - 80,288
Loans to credit iNStitUtioNS .........ccoeeeeieii e 51,302 - - - - 51,302
Loans to customers ............ 776,005 131,707 215,374 3,408 - 1,126,494
Bonds and debt instruments 114,651 42,918 7,280 8,552 3,657 177,058
Bonds and debt instruments used for hedging ............cccccceevnee. - 544 1,257 878 2,679
DEMVALIVES ..vvviieeiiiiiiiiie e e et e ettt e e et e et e e e e e eaaaaaae e 121,151 22,923 220,985 - - 365,059
ASSEES .ttt 1,143,397 197,548 444,183 13,217 4,535 1,802,880
Liabilities

Due to credit institutions and Central Bank ............ccccoeeeeeevivnnnnn. 13,144 - - - - 13,144
DEPOSIES ..vviiieiiiittiii et 801,153 5,178 - - - 806,331
Derivatives 269,575 83,420 8,247 - - 361,242
Borrowings ... 21,141 34,952 286,795 40,828 11,690 395,406
Subordinated abilities ..........cccvvviiieiiiiiiie e 6,000 3,720 23,103 12,228 - 45,051
Liabilities 1,111,013 127,270 318,145 53,056 11,690 1,621,174
NEt INTEreSt AP ..viiiiiiiiieieiie e 32,384 70,278 126,038 (39,839) (7,155) 181,706
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31.12.2022 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ............ccooeuuiiiiiiiiiiiiiiiieeeeeeviiieeeees 114,118 - - - - 114,118
Loans to credit iNStEULIONS ..........cceveeiiiiiiiiiie e, 45,501 - - - - 45,501
LOANS 10 CUSIOMELS ...cvviciiieciii et e e e e e eeen 679,615 100,734 234,246 3,076 - 1,017,671
Bonds and debt iNStrUMENtS ........cooeiiiiiiiiiiiieiieee e 79,754 43,433 7,181 5,682 2,124 138,174
Bonds and debt instruments used for hedging ............cccccvveeenne - 23 1,890 664 1,313 3,890
DEMVALIVES ....vviiivieiciiee ettt 127,576 71,983 231,337 - - 430,896
ASSBLES .oviiiitie ittt 1,046,564 216,173 474,654 9,422 3,437 1,750,250
Liabilities
Due to credit institutions and Central Bank ............ccccceeeeevvvvnnnn. 11,697 - - - - 11,697
DEPOSIES .vveeeieiiieeiie et sieesee ettt e e neeeneas 753,439 1,922 - - - 755,361
DEMVALIVES ....vvieiiiie ittt ettt re et snae e nnaeeenes 123,579 292,009 13,445 - - 429,033
BOMOWINGS ..uviiiiieiieeiee ettt e e ees 35,373 3,411 298,896 32,446 11,300 381,426
Subordinated abilities ..........cccooviiiiiiiiiiee e - 6,819 29,387 12,104 - 48,310
(I LT 1L A= PSPPSR 924,088 304,161 341,728 44,550 11,300 1,625,827
NEL INLErESE GAP wvviiiiiieeiiiieiiie et 122,476 (87,988) 132,926 (35,128) (7,863) 124,423

Sensitivity analysis of interest rate risk

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 deposit interest rates. Changes were made to the NIl calculations in 2022, for the reference date. The
interest rate shifts in both directions take account of the floor on interest rates so that when the floor has an effect then the shifts are

restricted.
30.09.2023 31.12.2022

NPV change in the banking book -100 bps +100 bps -100 bps +100 bps

ISK, CPHINAEX-NNKEA ...ttt (4,159) 3,192 (1,994) 2,782

ISK, NON INAEX-TNKE ... (1,456) 1,424 (1,106) 886

FOr@IGN CUMTENCIES ...ttt s (293) 297 (36) 32

NPV change in the trading book

ISK, CPHINAEX-NNKEA ...ttt 322 (293) 173 (156)

ISK, NON iNAEX-INKE ..ttt e e e e enees 311 (286) 211 (199)

FOTEIGN CUITEINCIES ...ttt ettt ettt e e (14) 14 (38) 38

NIl change

ISK, CPIINAEX-NKEA ..ot (1,515) 1,515 (947) 947

ISK, NON iNAEX-TNKE ...ttt st e s (419) 409 (2,022) 981

Foreign currencies .... (121) 121 (83) 71
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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46. 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

30.09.2023 Uptol lto5 Over 5

Assets, CPI index-linked year years years Total
o= 1 g Eo (ol o1 U ) (0] 0 1= T 6 PP PPN 11,592 61,832 256,112 329,536
FINANCIal INSLIUMENTS ....oovveiieeieeeeeeeeeeeeeeeeee e 8,077 4,540 9,905 22,522
ASSets, CPIINAEX-TNKEA .....coiiiiiiiiieie e 19,669 66,372 266,017 352,058

Liabilities, CPI index-linked

[DT=T o1y (OSSPSR 108,238 16,047 3,875 128,160
BOITOWINGS ...ttt ittt ettt ettt sttt ekttt e ettt e e st e e ae e e e bt e e enb e e e snb e e nnbeeesnneeas 366 72,689 54,428 127,483
Subordinated liabilities . - - 16,843 16,843

251 1,444 2,614
174 - 2,221
89,161 76,590 277,321
Net on-balance sheet POSItION ...........coociiiiiiiiii e (89,854) (22,615) 189,427 76,958
Net off-balance sheet position .. (2,047) (174) - (2,221)
CPIDAIANCE ..t (91,901) (22,789) 189,427 74,737
CPI balance for prudential consolidation, excluding insurance operations * .......... (91,329) (27,077) 179,880 61,473
31.12.2022
Assets, CPI index-linked
(o= 1 g Eo (ol o1 U ) (0] 1 =T ¢ PP PT RS 8,525 37,589 210,878 256,992
FINANCIAl INSLIUMENTS ....ovveeeeeeeeeeeeeeeeeeeeeeeee e 5,208 3,435 9,684 18,327
PN = E O d T T L=y R 1T =T I 13,733 41,024 220,562 275,319
Liabilities, CPI index-linked
DIBPOSIES ..ttt e 89,217 20,240 3,493 112,950
BOITOWINGS ...ttt it e sttt ettt e et e sttt ekt e ettt e e s e e e st e e ae e e e aba e e e snbe e e anbeeeanbeeeanneeas 336 67,836 45,661 113,833
Subordinated HADIITIES ...........uiiiiiiiiiee e e e s - - 15,735 15,735
[ 13T PSSP 1,121 251 1,393 2,765
Off-balance Sheet POSItION ........ccciiiiiiiiii e 1,889 1,520 - 3,409
Liabilities, CPlIIindexed HNKed ...........coiiiiiiiiiic e 92,563 89,847 66,282 248,692
Net on-balance Sheet POSILION ...........cccviiiiiiiiiie e (76,941)  (47,303) 154,280 30,036
Net off-balance Sheet POSItION ...........coiiiiiiiii e (1,889) (1,520) - (3,409)
CPIl balance (78,830)  (48,823) 154,280 26,627
CPI balance for prudential consolidation, excluding insurance operations * .......... (77,727)  (52,007) 144,954 15,220
* Consolidated situation as per EU Regulation No 575/2013 (CRR)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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46. Market risk, continued

Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is exposed to currency risk through a
currency mismatch between assets and liabilities. Net exposures per currency are monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

30.09.2023
Financial assets ISK EUR UsD GBP DKK NOK Other Total
Cash and balances with CB .................. 78,983 475 330 108 97 33 262 80,288
Loans to credit institutions .................... 998 21,359 22,789 1,834 883 761 2,678 51,302
Loans to customers ............ .. 946,389 113,384 53,142 1,719 25,971 1,627 1,241 1,143,473
Financial instruments 98,181 68,236 35,850 184 357 16,544 1,660 221,012
Other financial assets ............ccccvvvvvenns 8,496 11,313 63 11 34 (5) 13 19,925
Financial assets 1,133,047 214,767 112,174 3,856 27,342 18,960 5,854 1,516,000
Financial liabilities
Due to credit inst. and Central Bank ..... 2,804 5,263 5,028 - - - 49 13,144
DEPOSIES ..vveeveeeieeeiieeieeiee et 678,344 34,641 80,688 3,453 4,764 2,244 2,197 806,331
Financial liabilities at fair value ............. 1,306 13,126 2,168 4 - 302 2 16,908
Other financial liabilities . 9,917 2,456 1,275 462 660 306 373 15,448
BOIMMOWINGS .....ooiiiiiieiieieecee e 182,902 205,249 - - - 13,021 6,723 407,895
Subordinated liabilities ..............c.c.ce..... 20,037 737 12,931 - - 3,948 9,200 46,853
Financial liabilities 895,310 261,472 102,090 3,919 5,424 19,821 18,544 1,306,579
Net on-balance sheet position .............. 237,737 (46,705) 10,084 (63) 21,918 (861) (12,690)
Net off-balance sheet position .............. (28,043) 48,312 (11,254) (65) (21,895) 637 12,308
Net position * ......ococeeviiiiieeeeeee 209,695 1,607 (1,170) (128) 23 (224) (382)
Non-financial assets
Investment property ........ccccccvvvvvvvvennnnnns 9,461 - - - - - - 9,461
Investments in associates .................... 844 - - - - - - 844
Intangible assets ........cccccvvveeiiiiiinnenn, 8,289 - - - - - - 8,289
TaX @SSELS ....ovvvvrririiririiiiiiieieeeeeeeeeeeeeees 427 - - - - - - 427
Assets and disposal groups

held for sale .......coooeeeviieeiiieicee, 61 - - - - - - 61
Other non financial assets .................... 5,269 219 77 20 - 14 (12) 5,587
Non-financial assets 24,351 219 77 20 - 14 (12) 24,669
Non-financial liabilities and equity
Tax liabilities ........cooevvveiiieeeeeee 13,499 - - - - - - 13,499
Other non-financial liabilities ................. 28,023 48 (40) - 1 - 1) 28,031
Shareholders' equity ...........ccccoecveeennnne 191,899 - - - - - - 191,899
Non-controlling interest ............ccccveeee 661 - - - - - - 661
Non-financial liabilities and equity .... 234,082 48 (40) - 1 - 1) 234,090
Management reporting

of currency risk ** ........ccocovvviiennnn. (36) 1,778 (1,053) (108) 22 (210) (393)

* 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.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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46. Market risk, continued

31.12.2022*
Financial assets

Cash and balances with CB ..................
Loans to credit institutions ....................
Loans to CUStOMErS ......cevvvvveeriieeeniieens
Financial instruments ...........cccccvveeeeennns
Other financial assets ...........ccccccuvveee.n.

Financial assets ........ccccocccvveeriicivnnnnen,

Financial liabilities

Due to credit inst. and Central Bank .....
DEPOSIES ..vvvieeiiiiiieeeeiciiieeee e
Financial liabilities at fair value .............
Other financial liabilities ..............c.........
BOIMMOWINGS .....ooviiiieieieee e
Subordinated liabilities .............ccccoevnne

Financial liabilities .........ccccoocvviennnne

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

Net position ** ...

Non-financial assets

Investment Property ........cccceeevvveevivneanins
Investments in associates ..
Intangible assets ........cccccvvveeiiiiiinnenn,
TaX @SSeLS .oovvviiieiieeiiiiie e
Assets and disposal groups

held for sale ........cccoecvvvveeeiiiiiiiieees
Other non financial assets ..
Non-financial assets .........cccccoocuvveeennn.

Non-financial liabilities and equity

Tax liabilities .....c.coovveeeiiieiiieiccee
Other non-financial liabilities .................
Shareholders' equity ............ccceevveeinnnne.
Non-controlling interest ...........c..ccvveee...
Non-financial liabilities and equity ....
Management reporting

)l 14
Notes to the Condensed Consolidated Interim Financial Statements
ISK EUR UsSD GBP DKK NOK Other Total
112,744 593 257 127 85 43 269 114,118
1,414 11,884 23,809 3,444 553 1,270 3,127 45,501
888,036 114,378 51,053 1,551 27,965 146 1,628 1,084,757
107,687 62,878 3,443 88 372 18,817 44 193,329
4,292 274 123 11 4 - 1 4,705
1,114,173 190,007 78,685 5,221 28,979 20,276 5,069 1,442,410
9,777 252 231 9 2 - 1,426 11,697
662,541 35,413 46,102 3,058 3,023 3,099 2,125 755,361
1,784 16,970 2,008 1 1 195 38 20,997
2,227 1,234 1,775 257 223 589 222 6,527
158,071 216,045 - - - 15,303 3,144 392,563
18,891 772 13,396 - - 4,383 9,889 47,331
853,291 270,686 63,512 3,325 3,249 23,569 16,844 1,234,476
261,257 (80,679) 15,173 1,896 25,730 (3,293) (11,775)
(51,950) 81,095 (15,967)  (1,950) (25,649) 3,161 11,260
209,307 416 (794) (54) 81 (132) (515)
7,862 - - - - - - 7,862
787 - - - - - - 787
8,783 - - - - - - 8,783
135 - - - - - - 135
61 - - - - - - 61
5,275 128 66 86 - 11 6 5,572
22,903 128 66 86 - 11 6 23,200
10,303 - - - - - - 10,303
32,816 51 6 - 1 - - 32,874
187,307 - - - - - - 187,307
649 - - - - - - 649
231,075 51 6 - 1 - - 231,133
1,135 493 (734) 32 80 (121) (509)

of currency risk ** _.......coiiennns

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

** The net position of the currency risk is presented in accordance with IFRS.

** The management monitors currency risk with more assets and liabilities underlying as it is considered to be a more accurate measurement of the Group's
currency exposure. The net position, as seen by the management, is the position used for managing the currency imbalance.
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Notes to the Condensed Consolidated Interim Financial Statements

46. 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 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).

30.09.2023 31.12.2022
Currency -10% +10% -10% +10%
[ = SO (178) 178 (49) 49
105 (105) 73 (73)
11 (11) 3) 3
(2 2 8) 8
21 (21) 12 (12)
39 (39) 51 (51)

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 32 and 25 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.

30.09.2023 31.12.2022
Equity -10% +10% -10% +10%
Trading book - listed (183) 183 (165) 165
Banking book - listed (313) 313 477) 477
Banking DOOoK - UNISTEA ........c.uvviiiieiiiiiiiec e (418) 418 (430) 430

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 26 provides a breakdown of the Group's
derivative positions by type.

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

47. Liquidity and Funding risk

Liquidity risk is 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 72% 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 Group'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

30.09.2023 On Upto3 3-12 1-5 Over 5 With no Book
Financial assets demand months months years years maturity Total value
Cash and balances with CB .................. 14,577 49,885 16,356 - - - 80,818 80,288
Loans to credit institutions .................... 37,028 14,255 19 - - - 51,302 51,302
Loans to CUStOMErS .......covvvvvveeeeeinnenen. 5,487 168,870 147,063 534,961 1,402,437 - 2,258,818 1,143,473
Financial instruments .... . 11,015 113,266 39,103 15,846 14,890 31,612 225,732 221,012
Derivatives - assets leg ..... . - 64,386 30,072 26,359 - - 120,817 105,345
Derivatives - liabilities leg ........cc..ccorv..... - (56,309)  (30,892)  (22,919) - - (110,120) (95,683)
Other financial instruments ............ccocce.. 11,015 105,189 39,923 12,406 14,890 31,612 215,035 211,350
Other financial assets .............ccocvvvvvnnnns 407 17,313 531 1,661 - - 19,912 19,912
Financial assets ........ccccocvvveeiiiiiinennnn, 68,514 363,589 203,072 552,468 1,417,327 31,612 2,636,582 1,515,987
Financial liabilities
Due to credit inst. and Central Bank ...... 9,611 3,618 - - - - 13,229 13,144
DEPOSILS ..eevevveeiiiieeriieeeee e 584,395 182,591 21,098 16,437 4,379 - 808,900 806,331
Financial liabilities at fair value ............. - 5,089 5,018 20,278 - - 30,385 16,908
Derivatives - assets 16g ........c..ccc.cvvrruen. - (31,579) (4,038) (4,143) - - (39,760) (36,774)
Derivatives - liabilities leg ........................ - 36,588 9,056 24,421 - - 70,065 53,454
Short position in bonds ...........cccccevieniene - 80 - - - - 80 228
Other financial liabilities ..............cccce.... 81 14,005 659 701 - - 15,446 15,447
BOITOWINGS ..vveeeiiieeeieee e - 10,419 46,187 335,730 59,108 - 451,444 407,895
Subordinated liabilities ...........ccccceeeennne - 953 2,478 21,997 38,750 - 64,178 46,853
Financial liabilities ........ccccccoevvivieennne 594,087 216,675 75,440 395,143 102,237 - 1,383,582 1,306,578
Net position for assets and liab. ........ (525,573) 146,914 127,632 157,325 1,315,090 31,612 1,253,000 209,409
Off-balance sheet items
Financial guarantees .............cccccveeennne - 1,223 9,268 4,453 7,650 - 22,594 22,594
Unused overdraft ...........cccoeeeeeeeiiiiiiinnnns - 64,506 - - - - 64,506 64,506
Undrawn loan commitments ... . - 53,486 18,889 10,016 1,159 - 83,550 83,550
Off-balance sheet items ..................... - 119,215 28,157 14,469 8,809 - 170,650 170,650
Net contractual cash flow .................. (525,573) 27,699 99,475 142,856 1,306,281 31,612 1,082,350 38,759
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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47. Liquidity and Funding risk, continued

31.12.2022*
Financial assets

Cash and balances with CB
Loans to credit institutions ..
Loans to CUStOMErS .........cccvvvveeeeeinnnneen.
Financial instruments ............cccvveeeennne
Derivatives - assets leg .....
Derivatives - liabilities leg .....
Other financial instruments .
Other financial assets ............cccccvveenenn.

Financial assets .........cccccevvveeevicivnennnn.

Financial liabilities

Due to credit inst. and Central Bank ......
DEPOSILS ...oeevieiiiesiie e
Financial liabilities at fair value ..
Derivatives - assets leg ........ .
Derivatives - liabilities l1eg ............c.ccccuveue
Short position in bonds used for hedging
Other financial liabilities ............c..c........
BOITOWINGS ..vveeeeeiiiiiieeeeeiiiieee e
Subordinated liabilities .............cccccoeene

Financial liabilities .........c.cccccvvveeennnns

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

Off-balance sheet items

Financial guarantees ............cccccveeeenne
Unused overdraft .........cocceveviveeinieeennns
Undrawn loan commitments ...

Off-balance sheet items ..........ccccee..

p{ 14

Notes to the Condensed Consolidated Interim Financial Statements
On Upto3 3-12 1-5 Over 5 With no Book
demand months months years years  maturity Total value
18,183 88,515 7,531 - - - 114,229 114,118
23,904 21,597 31 - - - 45,532 45,501
2,282 139,996 147,972 470,458 1,138,049 - 1,898,757 1,084,757
8,527 77,677 43,773 12,384 15,775 41,749 199,885 193,329
- 76,104 22,301 32,447 - - 130,852 123,547
- (69,826)  (19,032)  (29,503) - - (118,361) (114,031)
8,527 71,399 40,504 9,440 15,775 41,749 187,394 183,813
488 858 2,611 763 - - 4,720 4,720
53,384 328,643 201,918 483,605 1,153,824 41,749 2,263,123 1,442,425
7,233 4,484 - - - - 11,717 11,697
545,764 102,796 84,239 20,568 3,795 - 757,162 755,361
- 1,647 2,973 18,487 - - 23,107 20,997
- (25,891) (25670)  (12,131) - - (63,692) (62,420)
- 27,527 28,643 30,618 - - 86,788 83,406
- 11 - - - - 11 11
109 5,121 343 954 - - 10,099 6,527
- 21,755 14,169 338,265 50,794 - 424,983 392,563
- 1,402 1,634 19,685 36,111 - 58,832 47,331
553,106 137,205 103,358 397,959 90,700 - 1,285,900 1,234,476
(499,722) 191,438 98,560 85,646 1,063,124 41,749 977,223 207,949
- 2,194 10,024 2,058 6,036 - 20,312 20,312
- 57,259 - - - - 57,259 57,259
- 47,464 27,308 27,686 3,430 - 105,888 105,888
- 106,917 37,332 29,744 9,466 - 183,459 183,459
(499,722) 84,521 61,228 55,902 1,053,658 41,749 793,764 24,490

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

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.

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 fUNTING .......oioiii ettt et e et e e e st nab e et ennne s

Required stable funding ..

Net stable fFUNAING FALIO .....eiiie e e
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30.9.2023 31.12.2022

1,182,579 1,109,623
971,343 931,991

122% 119%
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47. Liquidity and Funding risk, continued

Liquidity coverage ratio

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

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

As of January 2023 rules no. 266/2017 were replaced with rules no. 1520/2022 which reference the EU LCR regulations directly. The
minimum requirement for the total LCR remains at 100% but the requirement for the LCR in ISK changed to 50% and there is no longer any
minimum requirement for the aggregate position in all foreign currencies. Instead the bank is required to maintain an 80% minimum for the
LCR in EUR.

The following table shows the breakdown for the Group's LCR calculations.

30.09.2023 ISK EUR Total
[T (U] To = TEY= N (oA I PP PPP P PPPPPPRTPON 99,561 74,432 225,025
LiQUID @SSEES TEVEI 2 ...ttt ettt ettt e s 23,777 - 23,777
[ T e = ] = £ PSSR PPPPR 123,338 74,432 248,802
(D70 10| TSP P PP PP PPN 137,384 9,158 187,470
204 (01 Vo L RSP OTPRRT 2,799 36 2,915
Other CASh OULTIOWS ....uvveiiiieeeeee e e e e et e e e e e e e b e e e e e e e eraaaeeeeaeeeans 9,687 9,648 14,500
CASH OULFIOWS ..ttt ettt b e s bt e s b et s bt e bt e nbe e e eneeea 149,870 18,842 204,885
Short-term deposits With Other Danks ** ... ......ooiiii e e - 12,369 29,092
Other CASN INTIOWS ...ttt e e e e e e e e e e e e e bt e e e s e e et b eeeeesabaaaaaaaees 30,880 3,304 36,837
CASH INTIOWS ittt h ettt b s b e s h ettt e st e ne e e enne s 30,880 15,673 65,929
Liquidity coverage ratio (LCR) ™ ... ittt e e e e e e e s et e e e e s nsbbneeeeas 104% 1580% 179%
31.12.2022 ISK FX Total
LiQUID @SSEES IEVEI L * ...ttt ettt e et e ettt et e e 139,562 73,729 213,291
LiQUIA @SSEES IEVEI 2 ..ottt et e ettt e st e et e e e e anreeas 23,956 - 23,956
Liguid assets 163,518 73,729 237,247
[DT=T 0L £ SOOI 155,507 34,631 190,138
BOITOWINGS ...ttt e et e ke e ek etk et e et e sttt e st e e e st et e eeb et e e e e e nnre e nnne s 580 73 653
Other Cash OULTIOWS ........oooiiiiiieeee et sensnnenennees 9,868 6,266 13,949
(021 o oYU 1 1 (o 1V 2= 165,955 40,970 204,740
Short-term deposits With Other Danks ** ... - 23,388 23,388
Other CaSh INFIOWS ...t e e e e e eeeans 23,854 7,794 31,648
(2= Y T 12110 L USSR 23,854 31,182 55,036
Liquidity coverage ratio (LCR) ™ ... . 115% 720% 158%

* 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.

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

** |LCR 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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47. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
30.09.2023 ISK uUsD EUR Other Total
Cash and balances with Central Bank ...........ccooooiiiiiiiiiiiiiiiiiiiieee s 78,983 330 475 500 80,288
Short-term deposits with financial iNSttUtioNS ............ccvevviiiiiiieiie - 10,953 12,369 5,770 29,092
Domestic bonds eligible as collateral with Central Bank ............cccccoovveneen. 43,689 - - - 43,689
Foreign government DONAS .........c.uvviiiiiiiiiieceeceee e - 34,827 73,957 15,370 124,154
LiQUITITY TESEIVE ittt e et e e st e e s 122,672 46,110 86,801 21,640 277,223
31.12.2022
Cash and balances with Central Bank ...........cccccceevvveeeieiiiiiiiiiiieiiieiieieeeeeeees 112,744 257 593 524 114,118
Short-term deposits with financial iNSttULIoONS ............coveviiiiiiieeieces - 14,125 4,456 4,807 23,388
Domestic bonds eligible as collateral with Central Bank ............cccccoovvvenneen. 50,116 - - - 50,116
Foreign government BONAS ........c.uvviiiiiiiiiiiee s - - 55,915 16,435 72,350
LiQUITILY TESEIVE ittt et a e sntae e aaee s 162,860 14,382 60,964 21,766 259,972

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

30.09.2023 stable % Stable % deposits* deposits
INAIVIAUAIS ..o e e e 111,591 11% 125,435 5% 120,869 357,895
Small and medium enterpriSES .........cccvvviieeiiiiiiieeeeeiiiieee e 105,257 10% 18,372 5% 20,999 144,628
Operational relationShip ..........cccooviieiiiiieiiee e 10,484 25% - 5% - 10,484
[©0]7 s To] = 1o OO PPRRPPTP 120,133 40% 15,723 20% 19,886 155,742
Sovereigns, central banks and PSE ... " 33,461 40% 18 - 924 34,403
PeNnSioN fUNAS ......oovvviiiii e 50,588 100% - - 13,390 63,978
Domestic financial entities ..........cc.eeeeeeiiiiieee e 39,891 100% - - 10,458 50,349
Foreign financial entities ..........cccccoeiiiiiiiiieiiie e 1,996 100% - - - 1,996
TOTAD et 473,401 159,548 186,526 819,475
31.12.2022
INAIVIAUAIS ..o e 99,019 10% 117,733 5% 108,788 325,540
Small and medium enterpriSes ..........coocveerereeniieeiiieeeee e 102,870 10% 16,972 5% 10,155 129,997
Operational relationShip ...........cccocoiiiiiiiiiieeec e 14,801 25% - 5% - 14,801
COMPOFALIONS ...ttt ettt e e 108,565 40% 15,493 20% 10,907 134,965
Sovereigns, central banks and PSE ...........cccoccceiiiiiiniiieeiiiinnns 43,869 40% - - 778 44,647
PenSion fUNAS ......coovviiiiiecieeeeee e 56,987 100% - - 14,561 71,548
Domestic financial entities ..............vveeeeeeiiiiiiiiiee e, 39,740 100% - - 4,913 44,653
Foreign financial entities ............cccoovieriiieniiecec e 908 100% - - - 908
TOTAD et 455,538 150,199 161,321 767,058
* Here term deposits refer to deposits with maturities greater than 30 days.
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48. 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 with later changes,
through which CRD V / CRR Il have been adopted. The Group applies the standardized approach to calculate capital requirements for
credit risk, including counterparty credit risk, credit valuation adjustment risk, 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.

Own funds 30.09.2023 31.12.2022*
Total equity .................. 192,560 187,956
Unaudited interim net earnings (6,135) -
Non-controlling interest not eligible for inclusion in CETL Capital ..........ccccoiiiiiiiiiiiieiie e (661) (649)

Common Equity Tier 1 capital before regulatory adjustments .. 185,764 187,307

Intangible assets ................ (7,073) (6,425)
Additional Value adjUSIMENTS ..........oiiiiiiiii ettt st e r e s e e s e e s e e e e e e neesbeeseee e (247) (224)
Foreseeable dividend and DUYDACK ¥ .........oouiiiiiiiiiiiie et e et e e e s eeeean (6,683) (15,980)
Adjustment under IFRS 9 transitional arrangements as @amended ...........cocvieiiiiiiiiieiiiie e 1,041 1,142
Common EQUItY Tier 1 CAPITaAl ....cceoiiiiiiiiie ittt st 172,802 165,820
Non-controlling interest eligible for iNCIUSION IN TL CAPILAI ....ccceiiuviiiiieiiiiiiiie e 115 105
PN o 1T g T U I 1= o= o] - | PSP PS 12,932 13,396
L= o= 11 ST OUPRPRN 185,849 179,321
TIier 2 iNSIUMENES ... . 33,921 33,935
Tier 2 instruments of financial sector entities (significant INVESIMENTS) .........ccuviieiiiiiiiiiee e (1,242) (1,155)
g o= 11 €= | PRSP PPPR PPN 32,679 32,780
o] = o 1TV o IR 10 o PR 218,528 212,101
Risk-weighted exposure amount (REA)

Credit risk, loans and off-balance ShEEt ItEMS ...........cvviiiiiiiiiieeeee e, 737,824 707,479
Credit riSk, SECUTILIES ANG ONET .....oeuiiiii ettt e e e e ettt e e e e e e et et e e e e e s saatb s e e e s eesbbaeeeaees 55,066 56,714
(OoTU g1 CCTq oo T A VAo (T L) ] OSSP OPS 12,567 14,645
Market risk due to CUIreNCY IMDAIANCE ..........eiiiiiiiiiiie et e et e e e sttt e e e s s bbb e e e e e e saabeeeesennnnes 1,907 1,387
Market risk due to trading DOOK POSILIONS .......cc.ueiiiiiieiiiee ittt sttt e et e e eennee e 7,165 7,493
Credit Valuation @OJUSTMIENT ......iiiiiiiiiie ettt e ettt e e sttt e e e e s bbb e e e e e e e sbbb et e e e s s s bbbt e e e e s snsbbeeeeeeansbneeeeesannbnes 3,494 6,010
(O] oT=T = Vi o o T ] PSPPSR 89,166 89,166
Total risk-weighted EXPOSUIE @MOUNT ......oiiiiiiiiiiie ettt e ettt e et e e st e e st b e e snbeeesnbeeesnteeesnseeesneeeennne 907,189 882,894
Capital ratios

(O = I - [0 T TP PP PRPRPOE 19.0% 18.8%
1= o 20.5% 20.3%
Capital adequacy ratio 24.1% 24.0%
Total own funds, including interim profit not eligible for INCIUSION ...........cooiiiiiiiii e 221,595 212,101
CETL1 ratio, including interim profit not eligible for INCIUSION ...........cccoiiiiiii e 19.4% 18.8%
Tier 1 ratio, including interim profit not eligible for INCIUSION ............coooiiiiii s 20.8% 20.3%
Capital adequacy ratio, including interim profit not eligible for iNCIUSION ...............cccciiiiii e 24.4% 24.0%

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 3 for further information.
** On 30 September 2023, the deduction consists of 50% of profits as per the Bank's dividend policy. On 31 December 2022, the foreseeable dividend and buyback
corresponds to 50% of profits and the remaining part of the buyback authorized by the Central Bank in September 2022.

The Bank has opted to make use of the transitional arrangements for IFRS 9 and Covid-19 in its capital adequacy calculations and this is
reflected in the Group's capital ratios. The transitional arrangements increase the capital adequacy ratio by 0.1 percentage points.
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48. Capital management, continued

Capital ratios of the parent company 30.09.2023 31.12.2022

CET1 ratio 19.7% 18.8%
Tier 1 ratio ... 21.1% 20.3%
24.7% 23.9%

Capital adequacy ratio ..

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.

Capital buffer requirement, % of REA 30.09.2023 31.12.2022

Capital CONSEIVALION DUTFEE .........oiiiiiee e s 2.5% 2.5%
Capital buffer for systematically important iNSHIULIONS ..........cooiiiiiiiiiiiiii e 2.0% 2.0%
SYSEMIC FSK DUFTEI ¥ ...ttt r e st e e e e e e e e 3.0% 3.0%
Countercyclical Capital DU * ... ... e et e e e e et e e e s st b e e e e e s anbnees 2.0% 2.0%
Combined capital bUffer FEQUITEMENT .......oiii e e et e e et e e e e s nnaneees 9.5% 9.5%

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

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

Capital requirement, % of REA CET1 Tier 1 Total
Pillar 1 capital FEQUITEMENT ........iiiiiie ittt e e et e e e s sttt e e e s et e e e e e s nnbbeeeeesesaaeeeeenans 4.5% 6.0% 8.0%
Pillar 2R capital requirement ** 1.2% 1.6% 2.1%
Combined buffer requirement * ... 9.2% 9.2% 9.2%
Regulatory capital requirement 14.9% 16.8% 19.3%
AVAIIADIE CAPITAL ..o 19.0% 20.5% 24.1%

* 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 2022. The Pillar 2R requirement is 2.1% of risk-weighted exposure amount based
on the Group's prudential consolidation under CRR, which excludes Vordur.

Leverage ratio

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

30.09.2023 31.12.2022

On-balance sheet exposures ... 1,490,781 1,415,353

Derivative exposures 23,872 32,118
Securities financing tranSaction EXPOSUIES ............iiiiiiiiiiie i e e as 10,020 10,174
52,682 59,723

Off-balance sheet exposures .

1,577,355 1,517,368
185,849 179,321

Total exposure ...

Tier 1 capital
Leverage ratio 11.8% 11.8%
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48. Capital management, continued

MREL

The Group must fulfil a minimum requirement for own funds and eligible liabilities (MREL) in accordance with the Act on Resolution of
Credit Institutions and Investment Firms, no. 70/2020, as amended, which transposes BRRD I/Il into Icelandic law. Own funds which are not
used to fulfil the combined buffer requirement can be used towards the MREL requirements. In October 2023, the Icelandic Resolution
Authority (IRA) presented the Group with the MREL requirements based on year-end 2022 financials. The requirements are expressed as a
fraction of total REA, and as a fraction of the total exposure measure. Both ratios are shown in the table below. An MREL subordination
requirement has not been implemented in Iceland.

Minimum requirement for own funds and eligible liabilities 30.09.2023  31.12.2022
OWIN FUNDS <.ttt btk h ekt a et ea bt e e bt e bt e eE e e 4h e 4R bt 4 b £ e ke e ke e eh bt eab e eabe e bt e nbeenbeeenbeene e e 218,528 212,101
Eligible liabilities 160,504 155,667
Own funds and eligible ADITITIES ........oiiiiiiiiie ettt e st e e bee et e e 379,032 367,768
Combined buffer requIremMent (CBRY) ..........oiiiiiiiiie et 83,461 82,196
Own funds and eligible liabilities NOt USEd fOr CBR .........oiiiiiiiiiiie e 295,570 285,572
Risk-weighted exposure amount (REA) .........ccccoceeveeiiiennene 907,189 882,894
Own funds and eligible liabilities not used for CBR (% REA) ........uuiiiiiiiiiiiec ittt 32.6% 32.3%
MREL reqUIir€mMeENnt (%0 REA) ....ooiiiiiiiiiee ettt e e ettt e e e s ettt e e e s aa bbb e e e e e e e bbb e e e e e eanbbbeeeeessnbbneeaeenanes 20.2% 23.0%
Total eXpPoSUre MEASUIE (TEM) .......uiiiiiiiiiiiie ettt et e e ettt e e e e ettt e e e s s bbb et e e e e s abb et e e e e esabeeeeesensbbbaeaeesnnbbnes 1,577,355 1,517,368
Own funds and eligible liabilities not used for CBR (% TEM) .......coouiiiiiiieiii e 18.7% 18.8%
MREL requiremMent (%0 TEM) ......oii ittt ettt st e e b s e st e e e na e e sa e s e e an e e e e eaneas 6.0% -
Solvency Il for insurance subsidiary Voérdur

Excess of assets over liabilities in accordance with SOIVENCY Il .........c.ccciiiiiiiiiiii e 9,870 9,175
S U] o Jo T (o (1 F= 1 (=To W LF= o1 L=y 1,230 1,169
FOreSeabIe AIVIAENAS .........eiiiiiie ettt et e st e e st e e e st e e e ste e e es bt e e snbeeennbeeesnteeeans - -
OWN FUNAS oottt asaeaseaaeeaeaaaaaaeaeaeeees 11,100 10,344
Solvency capital requIremMENtS (SCR) .....cc..ooiiiiiiiie ittt st e e s e e s beesieeseeeeneennee e 7,594 7,114
5101 = 3 - o PSP TP P TP PR UPPRTPO 146.2% 145.4%

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

49. 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.
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50. Sustainability risk

Sustainability risk is 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. Under 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 30.09.2023  31.12.2022
[T 0oL TSP PRPRN 26,926 21,274
Borrowings 97,372 97,405

Book value 124,298 118,679

Identified eligible green assets by category

Sustainable fisShery and @QUACUITUIE ..........oc.uiiiiiiiiiiii ettt sttt e et e et eebeeesnbeeeenbneeeas 35,094 51,936
RENEWADIE ENEIGY ...ooiiiiiiiiiie ettt e ettt e e e e bt e e e e et bb et e e e e e e Rt bbbt e e e e st bbb e e e e e e bt e eeeeeanbaeeeeas 106 -
(@1 T I =T EY oo 4 r= i o o SRR 5,783 4,879
(T =T= I o TU 1o [T PSP PP PPPPPPP 66,723 64,232
Energy efficienCy ... 14,655 8,189
Pollution prevention and control and wastewater ManNagEeMENT ...........coiiiuuiiieeriiiiieee e eiiieeee e e e e e sibbeeee e e e 6,370 6,174
ST T0] Gz 11 L= N 128,731 135,410
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