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Higher profitability in a more
challenging interest rate
environment

Benedikt Gislason
CEO




Key messages

A smaller but more profitable bank going forward

Arion Bank is operating in a strong and
healthy economy

2

Arion Bank operates a diversified business
model and enjoys strong market position

o Arion Bank is adopting a more disciplined
capital allocation approach to increase ROE

@ Arion Bank is in a position to continue to
release surplus capital to its shareholders




The Icelandic economy: Strong and healthy

GDP growth
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Diversified business model and strong market position
Banking, insurance and investment services in a robust economy

Retail Banking ciB

- Digital leader in the retail « Corporate banking and
market strategic advisory

+ Large private provider of + Selective use of own capital
residential mortgages in with increased capital market
Iceland intermediation

*  ~ 31% market share! * Managed c. 2/3 of all IPOs in

+ Wide range of financial Iceland since 2011

services for individuals and

SMEs x ' «‘

Business profile: Retail Banking CiB
No. of clients c. 100k c. 500
Client lending ISK 460bn ISK 306bn
R ISK 283bn ISK 324bn

allocation

1. Capacent. Based on monthly customer survey (individuals), year end 2018. Q: What is your main retail bank?
2. 30.9.2019 including subsidiary Stefnir
3. Based on 2017 annual accounts (Valitor, Borgun and Kortapjénustustan)

Markets

+ Largest asset manager in the

Icelandic market with ISK
1.057 BN of AuM?

« Focus on institutional

investors and HNW clients

* Aleading capital markets

house

+ Largest custody service

provider in Iceland

Arion Bank’s subsidiary Stefnir is a leading
fund management company in Iceland

@ STEFNIR
Markets
c. 100k
ISK 14,3bn

Insurance

The Bank’s subsidiary Vordur
is the largest life insurance
company in Iceland

4th largest universal
insurance company in Iceland
based on insurance
premiums?

Has been a growing
contributor to Arion Bank's
operating income mix in the
last three years

vordur

Payments

Largest card payments
company in Iceland based on
operating revenues®

Valitor is currently in a sales
process and defined as held
for sale in the accounts

VALITOR

The subsidiaries (Vordur, Stefnir and Valitor) are independent entities regulated by the FME.
Arion Bank exercises ownership through strategy and board memberships.

X
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Market leader in life insurance and fast growing in P&C

Vordur Insurance has become the fourth pillar to the group’s revenue generatio

Vordur P&C Leveraging bancassurance

. Strong development since Arion Bank acquisition in 2016/17 o .
* 40.400 non-life clients partnership in digital innovation

+ 35.900 individuals * Insurance in the Arion App

* 4.500 commercial

*  15% of the non-life

premium market? Premiums 8.265 10.844 8.757
. i i 0 0 0
vVérdur Life Combined ratio 100,5% 92,3% 92,5%
+ 29.000 life clients
« 339% of the life premium Net Profit 637 1.246 1.450
market?
Equity 5.350 6.753 7.752
Market share
premiums? 14,6% 15,9% 16,2%
7
1. Based on Voérdur Group premiums vs TM; VIS and Sjova ‘

2. Based on 9M 2019 vs TM, VIS and Sjova
3. Including Okkar Lif



Market leader in asset management

Private banking, institutional services, fund management and PF administration

AuM: Commercial banks with management AUM breakdown (bn. ISK)
companies in Iceland (bn. ISK)
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Market leader in digital banking

Launching 7 customers facing products in 2019

Open App

Launched in February 2019

Everyone can use the Arion app by logging in through
digital authentication, without having prior business with the
Bank. The following products were made available for direct
purchase in app:

Debit cards
Consumer loans

Credit cards
Savings account

Apple Pay and Mobile Wallet*

Launched in 1h 2019

& Pay

Customers can link their credit and debit cards to Apple Pay or
Mobile Wallet* directly through the Arion app and use their
phone to pay in shops that have contactless card machines

Vordur Insurance

Launched in July 2019

Customers can get a quote for car and home insurance
and complete the purchase within a few seconds in the
Arion app. The insurance offering is personalized to each
customer based on data & analytics

*For android devices in Arion app

il

Personal Finance Management

Launched in July 2019

In the Arion app customers now have an insights option
giving them an overview of their spending by period in
specified categories

Aggregation of Accounts

Launched in July 2019

In partnership with Meniga you can now see your accounts
and transactions at other banks in the Arion App securely
and conveniently

Rés concept introduced

Launch in Q4 2019

Machine learning models are deployed to identify appropriate
products and recommend to individual customers.

To make the recommendation personal and compelling we
introduce a bot concept “Rés” that delivers the
recommendations to our customers

X
LS



Sustainable and responsible banking

The dual listing has further supported the emphasis on ESG at the bank

B\

UN Principles for
Responsible Banking (PRB)

A founding signatory of the UN
PRB

« Commitment to strategically align
our business with the Sustainable
Development Goals and the Paris
Agreement on Climate Change

10

°e

AllBright

* In 25th place out of 333 listed
companies in Sweden which are
setting a good example in terms of
gender diversity in management
teams and at board level

5 3

Other commitments and
certifications

* Recognized as a company which
has achieved excellence in
corporate governance by the
Center for Corporate Governance

* Equal pay certification by the labor
union VR in 2015

* Awarded Ministry of Welfare’s
equal pay symbol in 2018

X
LS



A more disciplined capital allocation approach

Capital requirements, taxation and growth of pension fund system a catalyst for co-
investment strategy through syndication and intermediation

SA risk weights and next to full utilization of capital buffers result in high
capitalization requirements for banks in Iceland
Specific bank taxes in Iceland are very high in international comparison

Continued growth of pension fund system and increasing involvement in diverse
asset classes

— Hunt for yield likely to increase appetite for mortgages and corporate credit

Fintech increasing role in sector innovation but banks will continue to play key
role in regulated products and services

— Partnerships between banks and Fintech increasingly an avenue of growth

200% Pension fund assets % of GDP

160%

120%

80%

40%

0%

11

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Deposits m Bonds H Shares Foreign assets m Direct lending Other

Source: Central Bank of Iceland '
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Capital requirements are high

Icelandic banks apply the standardized approach to RWAs and capital

buffers are almost in full force

25.00%

20.00%

15.00%

10.00%

5.00%

0.00%

Source: CITI and S&P data

B everageratio ®CET1




Taxation is also high

Bank specific taxes and government charges on systematically important banks,
% of average total assets 2017 Figures

0.60%

0.50%

0.40%

0.30%

0.20%

0.10%

0.00%
Denmark Norway Sweden Holland Ireland UK Iceland before Foreseeable Iceland after
planned reduction in planned
reduction in Banklevy  reduction in

Bank levy Bank levy

13 (2

Source: Whitebook on the future of the Icelandic financial system




Expanded by half of Arion Bank’s total assets in H1 2019

Pension funds and banking system, total assets, % of GDP
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Building long-term shareholder value

Customer focus with efficient use of capital

Enhance operational Reduce earnings volatility Optimize capital structure
efficiencies and returns
* Long term client relationships
« Cutting costs / improve margins and disciplined capital allocation + Group capital and funding
. : _ optimization
— Leveraging partnerships for — Increased co-investment
Infrastructure costs strategy through syndication — Share buy-back program
and intermediation
— Leveraging partnerships in * Increase capital turnover
Fintech + Cut assets / products that have S _ _
- Digital solutions at the core of all returns towards higher ROE / growth
activities products & clients

_ o * Building a winning team
- Strengthen and build on existing

competitive advantages

« Enhance product/ client
ownership and responsibility and
improve cost transparency

15
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The road to sustainable +10% ROE 1

Release of CET1 plays a fundamental role

 Exit from non-
core assets,
primarily on the
corporate side,
that are not
yielding
acceptable
returns

Underlying

~5.5% ROE

« Discontinued
operation excluded
and impairments
normalized to 30
bps of loans to
customers 2

Reported
2.6% ROE

9M 2019

1. Bars in chart are illustrative and not to scale
2. 30 bps. impairments on loan book are based on average cost of risk from Risk models
3. Subject to regulatory approval, market conditions and other factors

_ * Capital release

tothe 17% CET1
target 3

— Surplus capital

— Issuance of Tier
2and AT1

— Share buy-back
and dividend
payments

* Increased

revenues from
RWAs

— New target of
6.5% for the
Bank, an
increase from
5-6% in recent
years

— Result of more
capital velocity,
higher margins
and fee
generation

to reach target
of <50%

— Structural
changes to
support more
efficient
operation and
continued focus
on digitalization,
both in frontline
and support
functions

— Decrease in
number of
FTE’s at the
end of Q3 the
first step on the
road

>10.0% ROE

I
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Key takeaways

Higher profitability in a more challenging interest rate environment

Arion Bank is operating in a strong and
healthy economy

2

Arion Bank operates a diversified business
model and enjoys strong market position

@ Arion Bank is adopting a more disciplined
capital allocation approach to increase ROE

@ Arion Bank is in a position to continue to
release surplus capital to its shareholders

17




.. Soft Landing, Slow Takeoff

Erna Bjorg Sverrisdottir
" Chief Economist -




The missing recession?

According to the latest forecast from the CBI, published in the beginning
of November, GDP will contract by only 0.2% this year.

Arion Bank's forecast for GDP growth in 2019
0,0%
-0,2%
-0,4%
-0,6%

-0,8%

-1,0%

-1,2%

-1,4%

-1,6%

-1,8%

-1,9%
March 2019 August 2019 September 2019* CBI November 2019

-2,0%

11 November 2019  Sources: Arion Bank, CBI. *Not a new forecast. August forecast updated with 2H
GDP figures.




Export sectors are resilient against headwinds

Together tourism, seafood and aluminum account for over

70% of total export revenues of the Icelandic economy
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20

Share in total exports

mTourism ®Seafood ®Industrial goods ® Other

11 November 2019  Sources: Statistics Iceland, CBI, Icelandic Tourist Board, Arion Bank. * Arion

Bank’s forecast.
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0.9% GDP growth in 1H

Stronger GDP figures result of weaker imports
than expected

GDP growth in the first six months of each year

-YoY
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11 November 2019  Sources: Statistics Iceland, Arion Bank
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dic tourism has risen to the challenge

softeningih

t is spending more than before,
execonomic blow of WOW air's

bankruptcy\
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Wooing the high-yield tourist

Average spending per tourist Average number of overnight Type of accommodation by
- thous. ISK stays tourists
250 6,5 50%
45%
6!4 0,
200 400/0
6.3 35%
30%
150 6,2 25%
20%
100 6.1 15%
6 10%
0,
50 5%
5,9 0%
Hotels Hotel  Airbnband Hostel
0 58 apartments  similar
WOW air Icelandair WOW air Icelandair = WOW air ®Icelandair

o \

. 8 ‘

- £

Increase in spending per tourist in ISK Increase in duration of stay Increase in overnight hotel stays per tourist
April — September, YoY change April — September, YoY change April — September, YoY change
23 (2
11 November 2019  Sources: Icelandic Tourist Board, Centre for Retail Studies, Statistics Iceland, Arion Bank




Modest angle of attack

Tourist arrivals via KEF airport

- Arion Bank’s forecast, millions annually, % increase
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11 November 2019  Sources: Icelandic Tourist Board, Statistics Iceland,Arion Bank
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The resilience of tourism has cushioned the blow to the labor market

Register based employment in tourism Unemployment rate
industries - Arion Bank’s forecast
- % of total in employment 8%
18%
16% 7%
16%
Forecast
14% 6%
12% 5%
0 0,
10% 9% 4%
8%
3%
6%
2%
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1%
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0% M < OB © - 0 O O d N M < 10D O~ 0 O O
O O O O © O O 4 d d 4 d4 +d o 4 4 4 N «
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11 November 2019  Sources: Statistics Iceland, Arion Bank
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Moderate wage increases... in Iceland?!

Iceland has been known for hefty wage increases

Nominal wages
- Arion Bank's forecast, YoY %-change
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11 November 2019  Sources: Statistics Iceland, Arion Bank




Moderate wage increases... in Iceland?!

Iceland has been known for hefty wage increases. Average annual
wage increases have been around 6.5%.

Nominal wages
- YoY %-change
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The desirable soft landing within reach?

Analyst expect the recession to be short lived, followed by a gradual turnaround

GDP growth
6%
5% 4,8%
4,4%
4%
3% o
2,5%
2% !
1%
1,0%
0,
0% \\//
1% '0,6%
2017 2018 2019 2020 2021 2022
= Arion Bank CBI Statistics Iceland = IMF

11 November 2019  Sources: CBI, Statistics Iceland, IMF, Arion Bank



That's so Iceland!
The ISK has been used as a reset button in the past.

Current account

- % of GDP
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Setting the stage for a more stable ISK

EUR/ISK Current account*
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Are we breaking the mold?

Low inflation, interest rate cuts and adjustment through the

labor market, not the typical Icelandic way

Inflation* and the CBI's
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Well equipped to handle the turn of the tide
The GDP growth has been export driven

Household debt Non-financial corporate debt General government debt
- % of GDP - % of GDP - % of GDP
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At Corporate Banking we are changing course

N\ After a period where the emphasis was on loan growth, partly at
the expense of pricing, sector split and composition of the loan
book, we are changing course.

1
<

#

We have reviewed our corporate loan book and formed an
opinion on where we want to position ourselves, both within
industries and size of companies.

O

Our focus is clear - addressing mispricing within the loan book.
@ We willincrease our ROE with margin adjustments, repayments of
@ " certain exposures or placements where exposures, which do not fit
our portfolio vision, will be sold to a third party or refinanced through
bond issuance.

34




Arion Bank has already begun with the HFF transaction

L Ea\

35

Following the Q2 results, Arion Bank announced an agreement to sell
to the Housing Financing Fund (HFF) a mortgage loan portfolio in
the amount of ISK 48 bn.

The agreement has a positive impact due to the realization of
interest discounts, lower funding costs and lower bank tax.

The transaction released ISK 16 bn. of RWAs (2% of total) and ISK
3.5 bn. of regulatory capital, which can be re-deployed to other
profitable business and/or distributed to shareholders
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Our corporate portfolio shows similarities to the Icelandic economy

Relative to the Icelandic economy, our book is overweighted in fisheries and wholesale and retail, but underweighted in
industry, energy and manufacturing. However, debt related to the energy industry in particular is to a large extent listed both

domestically and internationally.

Corporate portfolio — as of 30.9.2019

Industry, energ
and
manufacturing;

10% Real Estate
and
Construction;
33%
Wholesale and
retail;
14%

Fishing
industry;
20%

Sources: Creditinfo and Arion Bank

*Interest bearing debt according to newest available financial reports of Icelandic
companies from Creditinfo, categorized by ISAT

Other sectors include agriculture, services, transportation and public administration

Arion Bank's corporate loan portfolio vs. Icelandic economy‘s debt* — by
sectors, data labels indicate over/underweight
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Four large impairments significantly color Corporate Banking’s historic cost of risk

Corporate Banking cost of risk —in bps.
* The corporate loan book

has taken four large hits in
recent years: a offshore
services company, two
airlines and United Silicon.

200

- If the above impairments 150
had not occurred, and for
demonstration purposes
only, the average cost of risk
would have been
approximately 80 bps. lower
during the period

100

+  With more diversity, reduced 50
concentration within
individual  sectors, more
accountability and asset-
backed loans we will see
the cost of risk reduced to
more normalized levels in
the future. -50

X
LS

Cost of risk calculated as trailing 12M sum of impairments on corporate loan book as percentage of corporate loan book
*Normalized Cost of risk = excluding four largest single name losses



orate Banking’s ROE is not acceptable
ead is to get ROE to 10% or higher '

 We will be in direct contact with
approximately 50% of our loan book in Target > 10%
the next two years

* Clear focus on addressing mispricing

» With strong view on sectors, projects,
margins and duration we are
determined to get ROE to >10% target

 We want to syndicate certain risks,
which are capital intensive, but fit with
the investment mandate of institutional
investors

Current

+ Syndication will lead to higher returns
on certain projects within Corporate
Banking

38 ’

Current ROE without budgeted impairments
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By increasing our multi-product clients, we will contribute
more towards the bank’s Revenue / RWA target

Revenues / RWA — Corporate & Investment Banking and Arion
Bank’s target

~ 4%
in 2020

~3% historical

2016 2017 2018 2019* CIB target

*9M 2019, annualizesd




Currently, 60% of Corporate Banking’s clients are

multi-product
Our goal is to increase this ratio across the Bank




We are aiming to reduce our corporate loan book by
~ 20% by year-end 2020

(~ 20%)

.
u

*Based on 95% average of RW on loan book.
Not adjusted for Pillar 2 changes

X
LS
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Our corporate loan book should be placed in mid cap companies

The large cap companies are bound for debt capital markets, where Arion Bank is a well suited partner to handle the listing,
underwriting and market making. The corporate book can work within the mid cap companies, where more risk distribution and higher
margins can be achieved.

Revenues

Small cap i Mid cap i Large cap
] I
1 1
1 1
] I
Annual revenues < ISK 500m : ISK 0.5 — 10bn : > ISK 10bn
] I
1 1
1 1
] I
Number of ~ 24,000 i ~ 1,200 i ~ 100
companies I i
] I
1 1
] I
% of total debt 25% : 36% : 39%
] I
1 |
] I
Long-term debt / 73% i 50% i 47%
] I
1 1
1 1
!

X
LS

Source: Creditinfo and Arion Bank
*Size of companies categorized by Arion Bank



It’s time for the debt capital market to take the next step in its growth stage

The government is by far the most prominent market player on the Icelandic debt capital market. We want to help it take
its next step, to grow and show more similarities to other Nordic countries.

Next step
| v
Stage: Stage 1 Stage 2 Stage 3 Stage 4 Stage 5

Key objectives: Establishing basic bond ) Enhance infrastructure/ ) Widening the issuer ) Improving liquidity and ) Expand integration with

market “ecosystem” processes for corporate and investor base risk management international markets
and processes bond markets
Corporate bond markets in the Nordics - % GDP* Breakdown of Nordics debt capital mkt. Icelandic bond mkt. by category of issuer, % of total

190%
100% 100% ‘
60%
I 40%

= Government = Financials = Real estate = Utilities

Denmark Sweden  Norway  Finland Iceland Iceland  Finland Sweden Norway Denmark

® Government ® Others

e 9

Sources: Bloomberg, Kodiak Excel, World Economic Forum and Arion Bank
*Rounded numbers
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Key takeaways

We are committed to:

Diversifying our sector allocation and
achieving sustainable relationships with
selected multi-product clients

Reducing RWA, lowering our costs and
having strict discipline in capital allocation

Supporting the Icelandic debt capital market
to take the next step forward in its growth
phase

Deliver our >10% ROE

and contribute more towards the >6.5%
Revenue / RWA targets on the back of
ancillary services




offee break




Driving bottom line results
. through digitalization

|6a Benediktsdéttir
~MD of Retail Banking
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Where are we coming from?

Our digital journey started in 2016

The focus of power is shifting towards the _
customers who expect more convenience, choice
and quality

A more competitive environment demands
Increased cost efficiency, clear differentiation and
faster development

We needed to radically rethink our culture,
service and product offering to stay relevant




We introduced a new marketing plan and

a new way of doing things
Focus on fast development and go to market of digital solutions

A customer-oriented purpose: We work with our
customers to build a prosperous future

’,‘% The main target group: Families with diverse financial
needs

FE 28 2

< A simple proposition: More convenient banking
i A clear ambition: To be the leading digital bank in Iceland

The vehicle: in-house digital accelerators we call “digital
future” _

» Cross Functional Teams

* End to End Processes

* Focus on Customer Journeys

¢ Fixed Timeframe of 16 weeks

48




Our distribution network

98% of all customer touchpoints are digital

< D e o |

Telephone calls Branch visits Digital branch visits Online Banking logins arionbanki.is App
290,000 407,000 441,000 6,355,000 13,900,000 21,500,000

" 9

Figures are from July 2018 to June 2019




Digital service

Focus on the best user experience




Daily interactions made available online in 2016-2017

The first wave was focused on the most common interactions

Opening new Changing overdraft Arion customer Online mortgage
accounts online limit in app club into app process
3 minute process Spreading the credit Changing the credit Online mortgage

for onboarding card bill in app card limit in app

51

credit assessment




Credit assessment process




Winning daily interactions in 2018

Second wave was about more advanced solutions

End of month process Opening new Mortgage
and push notifications business accounts refinancing
Onboarding for Automatic car loan Online pension Consumer lending

Investment Banking process

53

service

solution




The Arion app is the best banking app in Iceland

Question: What do you think is the best mobile banking solution in Iceland?

Comparison of apps

52% 50% 52%

31%
25%

24%

23%

22%

16%

2017 § 2018 g 2019 2018 g 2019

Arion banki Bank 1 Bank 2

54

MMR research MAY 2019 comparison of mobile banking solutions in Iceland




Branch network

Focus on increased efficiency and digital development




Simplification and streamlining of branch network

Introduction of new branch concepts in 2017 and 2018

- Better access to banking service
 Simplicity

- Digital banking solutions

* Advice and education

« Uplifting customer service

* Queuing

* IT legacy and work processes
» Square meters and barriers

- Branch space

+ Cost

56




Banking habits are changing

There is an obvious preference between age groups of how to use the branches

Age distribution of video conference in Digital Branches vs. visits in traditional
branches by age

3,0%

2,5%

2,0%

1,5%

1,0%

0,5%

0,0%
omwoo N
i

15
18
21
24
27
30
33
36
39
42
45
48
51
54
57
60
63
66
69
72
75
78
81
84
87
90
93
96
99

— Traditonal Branch —==Digital Branch




Results video
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We are considered industry leaders in banking innovation

Market share has increased, especially in our main target group

 Arion Bank has taken the lead
in the banking market in the
opinion of people aged 18-44,
and managed to regain some
of the advantage of the other
banks in the older target

group.

 Market share as measured
here is relatively stable.

* The development of market
share has quickened after
Arion Bank began to
emphasize the digital route

* Churn in the banking market
in Iceland is still low. Which is
why this development is
important.

Bank at the forefront, age group: 18-44

0
41% 39%

33%

30%

25%

2017 2019

Bank 2

24%

2019

2017

Bank 1

2017

Arion banki

Market share, age group: 18-44

39%
°37%

2017 2019

Bank 1

34%
° 32%

28%

27%

2017

2019

Arion banki

Bank 2

Gallup Tracking Research, Mars 2017 vs. Feb 2019, 3 months running average.

Bank at the forefront, all age groups

41%

33% 34%

32% 31%
2017 Jf 2019 [ 2017 [ 2019

Bank 1 " Bank?2

20%

2017 2019

Arion banki

Market share, all age groups

37% 37%

2017 2019

Bank 1

33%

31%

28% 29%

2017

Arion banki

2017

Bank 2
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Digital sales have increased
steadily. As a percentage of
total sales, they have
increased by 276% between
2016-2018

The results show Arion Bank
IS now one of the digital
leaders among the world's
banks.

Digital sales ratio 66% for
credit cards, current accounts
and savings accounts

Please note that mortgages
are not included in this figure
altough 65% of mortgage loan
are granted through an
electronic process and 94% of
customers use digital credit
assessment

Online sales has increased dramatically in the past two years

We are now amongst the leading banks in digital sales in the world

Digital sales increased by 276% in 2 years?

176
148
130
78

2016 2017 2018

179

mArion bank m Average of leading banks in the world

Online sales as % of total (savings accounts, current accounts & credit cards)?

2016 2017 2018 2019

21%

m Digital HBranch

'Calculated as the number of products sold through digital distribution channels relative to total active customers. The figures are comparative
figures from the research firm Finalta (McKinsey), which conducts standardized research annually in this field worldwide.




Digital services are changing customer behavior

The Bank’s digital journey has produced outstanding results

* The growth in active Arion
Bank app users was 16% in
the first 9 months

+ New digital branches continue
to drive increased customer
usage

* Visits to traditional branches
continue to trend down —
decreased by 32% since 2013

« Total branch space decreased
by 45% since 2014

62

Active online bank users?
000s

+6% +5% -3% 0% 1%

2013 2014 2015 2016 2017 2018 Q32019

Number of visits to branches?
000s

(8)%
(18)%
3% +17%
9)%

185

331

804 742

611 593 541

447
294

2013 2014 2015 2016 2017 2018 9m 2019

H Traditional branches u Digital branches

1. 90 day active online users/individuals and 90 day active app users,

2. Data: Qmatic ticketing system for traditional branches and Mobotix camera counting system for digital branches. Two different methods.

Active Arion app users!
000s

+16%
+26%

+31%

+44% 79

+29% e
54
+64% »
29
22

13

2013 2014 2015 2016 2017 2018 Q32019

Number of calls to the call centre
000s

0,
9% g6 % 7%

381

328 319 323 208

218

2014 2015 2016 2017 2018  9m 2019



Steady growth in operating income since 2013

Increase in net interest income in 2019 despite transfer of ISK 1 billion in net interest income to Corporate
Banking division at beginning of the year

- Strong focus on Operating income 2013-2019 (ISK million)

increased profitability has
resulted in substantial
Increase in operating
income

23.341 22.787

21.151

* CAGR of 7.7% during 18.670

eriod
p 16.346

+ Branch at Keflavik 14.565 15.217
International Airport
opened in 2016 which is
partly reason for growth in
commission income
+ At beginning of 2019 ISK
54 billion of corporate
loans were transferred
from Retail Banking to

Corporate Banking. This
resulted in ISK 1 billion
decrease in net interest

income.
* Net interest income
nevertheless grew in 2013 2014 2015 2016 2017 2018 12019
2019
m Net interest income m Net fee and commission income m Other operating income

12019 Operating income are for the first nine months of 2019 and calculated to an annual basis
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Improved operating efficiency

Mostly because of Bank’s digital journey

Number of branches

» Strong emphasis on digital
solutions has led to more use of
the Bank’s self-service channels

+ This approach has created
opportunities to reduce the
number of branches and FTEs
which represent the main
operating expenses in the

division 2013

2014

1
3
2
25 23 23 24 24

2015 2016 2017 2018 9m

2019

m Traditional branches m Digital branches

* Due to more automation FTES
are down by 80 in Q3 2019 than
at year-end 2017

* Resulted in a lower cost to

. . ISK million
income ratio
* The increase in expenses from
2017 is mainly due to the
opening of the Keflavik
International Airport branch
(mainly housing cost), offset by 5,518
higher fee income
2013

! Without Allocated expense, Bank levy and Net impairment

2014

Operating expenses in Retail Bank

6.898 6.830
6.011 6.134 5.792

2015 2016 22017 2018 °>2019

Without reversal of expense with Depositors’ and Investors’ Guarantee Fund of ISK 1.8 billion in 2017
2019 Operating expense and income are for the first nine months of 2019 and calculated to an annual basis. Without JCC cost which was allocated cost previous years

FTEs in Retail Banking

367 355 358 367
343 317
287

2013 2014 2015 2016 2017 2018 9m
2019

1
Cost toincome

37,9% 39,6% 36,8%
32,9% 32,6%
29,3%
25,4%

2013 2014 2015 2016 °2017 2018 22019

Yo
LS



Preparing for open banking

Orchestrator of ecosystems




Integrate into broader customer journeys in 2019

Preparation for Open Banking and the opportunities ahead with broader value ecosystems

Open app, Insurance sales Account aggregation
onboarding in app through app with other banks in app
Personalized recommendation Mobile payments Personal finance
using analytics on all touchpoints management in app

66 ’




ROs video
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Going forward:

We are ready for the open banking environment

Development and deployment of API strategy to be ready for
PSD2 and the era of open banking

Increased co-operation with third party to source and implement
solutions for our customers and further develop new revenue
streams

Further deployment of data & analytics for service, sales &
marketing, as we do with credit decisions

Further streamlining and development of branch network to meet
changed requirements of our customers and increase cost efficiency

Focus on SME with increased digital service

Maintain our leadership status as the best digital bank in Iceland,
integrate into broader customer journeys and become ecosystems
orchestrator in open banking environment
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Arion Bank Fina
a new trajectory

Stefan Petursson . &
CFO i
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Balance sheet - Assets

Strong and simple

30.09.2019 30.06.2019 31.12.2018
ISK 1,213 billion  ISK 1,233 billion ISK 1,164 billion

Other and intangibles: 7.1%

of total assets

ISK 316 billion, of which
ISK 257 billion liquidity
reserve

* LCR ratio 246%
* |ISK LCR ratio 171%

Loans to customers
67.0% of total assets

® |ndividual, mortgages
Individual, other
= Corporate and other

Intangibles —— g
Financial instruments 162

Cash & balances with
Central Bank

Loans to credit institutions

10ther includes investment property, investment in associates, tax assets, assets and disposal groups held for sale and

other assets

All amounts in ISK billion




Balance sheet — Liabilities and equity

Very strong capital position with a Capital Ratio of 23.6% and well balanced funding

30.06.2019 31.12.2018
ISK 1,234 billion ISK 1,164 billion

30.09.2019
ISK 1,213 billion

Equity

CET1 ratio 21.6%
Leverage ratio 12.8%

Borrowings (in ISK)
ISK 216 billion

EUR 152 billion
Other currencies 42
billion

Deposits

On demand 71%
Up to 3M 12%
More than 3M 17%

8.3% increase from
YE 2018

= Individuals

* Pension funds &

* Other

Othert

Subordinated liabilities

= Covered bonds
Senior unsec. bonds

= Other

Due to credit institutions and Central Bank

Corporates

domestic fin. institutions

1 Other includes Financial liabilities at fair value, tax liabilities, Liabilities associated with disposal groups held for sale and Other liabilities

All amounts in ISK billion




Loans to customers are well balanced and well diversified

6.9% reduction in corporate loans since YE 2018 in line with strategy has released SK 48 billon of RWA's

Loans to customers Loans to customers by sector (%)

® |ndividuals

B Real Estate & Construction

812

= Fishing
H \Wholesale & Retail

® Finance & Insurance

= Other sectors

Loans to customers by type (%)

u CPI linked
¥ Non-CPlI linked

" FX

31.12.2016 31.12.2017 31.12.2018 30.06.2019 30.09.2019

® Corporate ™ Individ. Mortgage ™ Individ. other

72

All amounts in ISK billion




Income statement Q3 2019

substantial improvement in earnings from continuing operations

e

Q32019 Q32018 Diff%e Q2 2019 Diff%

Net interest income 7,382 7,209 2% 7,808 (5%)
Net commission income 2,639 2,686 (2%) 2,478 6%
Net insurance income 1,087 984 10% 823 32%
Net financial income 934 569 64% 1,023 (9%)
Share of profit of associates 30 34 (12%) )] -
Other operating income 272 422 (36%) 95 186%
Operating income 12,344 11,904 4% 12,220 1%
Salaries and related expenses (4,130) (3,129) 32% (3,805) 9%
Other operating expenses (2,810) (2,864) (2%) (2,813) (0%)
Operating expenses (6,940) (5,993) 16% (6,618) 5%
Bank lewy (809) (937) (14%) (912) (11%)
Net impairment 484 (2,650) - (988) (149%)
Net earnings before income tax 5,079 2,324 119% 3,702 37%
Income tax expense (1,278) (973) 31% (891) 43%
Net earnings from continuing operations 3,801 1,351 181% 2,811 35%
Discontinued operations, net of tax (3,040) (202) - (715) 325%
Net earnings 761 1,149 (34%) 2,096 (64%)
b All amounts in ISK million ’




Net interest income

Net interest income increased by 2.4%
from Q3 2018, mainly through funding
and liquidity management

The Bank’s strategy of increased focus

on returns rather than loan growth is

reflected in increased income from loans

to customers on a static loan book

The NIM is strong considering that:

— The Bank has issued ISK 10.8
billion of Tier 2 subordinated bonds
in 2019

— The policy rate has been lowered
with a negative effect on NIM

— The FX deposits with negative carry
have increased from 2018

— Netinflation effect is negative from
Q3 2018 to Q3 2019 with effective
inflation significantly lower, but with
ISK 35 billion lower CPI imbalance
the effect is less than otherwise

The Bank has increased the proportion

of ISK in its liquidity buffer, thus

improving net interest income

All amounts in ISK million

Holding up at time of base rate reduction and T2 issuance

Effective inflation

Net interest income

4.2% 4.4%
3.5%
2.1%
1.8%
Q32018 Q42018 Q12019 Q22019 Q32019 Q32018 Q42018 Q12019 Q22019 Q32019
Net interest margin

Net interest income Q3 2018 vs Q3 2019 (ISK million)

(6)
473

340
136
7,382

7,209

— — |
NIl Q3 2018 Loans to Loans to Securities Deposits Borrowings Subordinated Net inflation NIl Q3 2019
credit customers and other effect
institutions
and CB

X
LS



Total operating expenses

Positive development in cost-to-income excluding cost relating to redundancies at the end of third quarter

*10.5% reduction of FTE’s at the parent
company from Q2 and 16.2% from Q3
2018

— ISK 1.1 billion one-off expense in Q3
due to redundancies

— Expected quarterly cost savings of
approx. ISK 300 million going
forward

+  General wage inflation of 5.0% from Q3
2018 did put pressure on salary
expenses. The Bank nevertheless
managed to keep salary expenses stable

«  Other operating expenses continue to
trend positively in Q3
— Continued investment in IT projects,

such as core system SOPRA and
digital solutions

75

All amounts in ISK billion

Cost-to-income ratio (%)

60.3
58.6 54.2 56.2
53.3

Q3 2018 Q4 2018 Q1 2019 Q2 2019 Q32019

Excl redundancy expense in Q3 2019

Number of employees

Q32018 Q42018 Q12019 Q22019 Q32019

= Parent company ¥ Subsidiaries

Total operating expenses

6.6 6.9 6.6 6.9

Q32018 Q42018 Q12019 Q22019 Q32019

B Salaries and related expenses B Other operating expense

® Redundancy expenses
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Key issue as regards cost development

IT cost in “Grow” category elevated
+ Digitalization efforts began in 2016

* SOPRA implementation elevates IT cash
spend in 2019-2020

* IT costs will normalize going forward
 IT investments can hugely improve C/I
* New projects needed (MIFID, AML etc.)

Other themes in opex going forward
 Branch network

* Property services

+ Qutsourcing

* FTE development

11 November 2019

IT cost to operating income (IT C/I)

20,0%

15,0%
10,0%
0,0%

2015 2016 2017 2018 2019 9M

Total IT cash spend (ISKm) — split by typel
8.000
7.000

6.000
5.000 '
4.000
3.000
2.000 80% 71% 950 61%
1.000

0

2015 2016 2017 2018 2019 9M
ERun m Growth

1 Gartner model and benchmark: Run — maintain current capabilities / operations;

Grow — expand existing business capabilities: Transform — drive new business
capabilities

Longer term
target

______________

65%

Study

average
H Transform




Arion Bank was IPO’d in June of 2018

Medium term targets at the time reflected expectations about the development of
the Icelandic financial market over time

®

7

Return on Equity
Exceed 10%

Cost to Income Ratio
Reduce to circa 50%

Loan growth
Prudent lending in line with economic growth

CET 1 Ratio (Subject to regulatory requirements)
Reduce to circa 17% (Subject to regulatory requirements)

Dividend Policy / Share buy-back

Pay-out ratio of approximately 50% of net earnings attributable
to shareholders through either dividends or buyback of the
Bank’s shares or a combination of both. Additional distributions
will be considered when Arion Bank’s capital levels are above
the minimum requirements set by the regulators in addition to
the Bank’s management buffer




Development of key financial indicators

Single name events have affected net earnings but core performance has been deteriorating until recently

Return on equity (%) Cost-to-income ratio (%) Net interest margin (%)
56.0 56.9 56.3 a1
48.9 : 2.9 2.8 2.7
10.5
6.6
- - 3.7 26
2016 2017 2018 9M 2019 2016 2017 2018 9M 2019 2016 2017 2018 9M 2019
Capital ratio (%) Revenues on RWA Risk weighted assets / Total assets (%)
26.7
72.7
66.8 68.4 62.2
2016 2017 2018 9M 2019 2016 2017 2018 9M 2019 2016 2017 2018 9M 2019

BCET 1ratio ™ Tier 2 ratio
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The sector has rationalized mainly through EFE rw

- Ly

Number of FTE’s at parent company

1100

1000 \
900 \

A leadership in digitalization has allowed Ation Bank to feduce FTE's by 1675

800 \

700

600

500
2016 2016 2017

Arion Bank 1 Bank 2

79

2018

30.09.2019
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Arion Bank is on a different trajectory

Strategy as regards focus on returns rather than loan growth began in Q3 2018

Credit risk (ISK billion)

887

809
751

683

728

615

Arion Bank 1 Bank 2

m2016 ©2017 =2018

Net interest income / Credit risk (%)

5.4%
5.2%
5.0%
4.8%

4.6%

4.4%

[

4.2%

4.0%
2016 2017 2018 9M 2019

Arion Bank 1 Bank 2

All amounts in ISK million




Arion Bank is on a different trajectory

Strategy as regards focus on returns rather than loan growth began in Q3 2018

Credit risk (ISK billion)

933

Arion Bank 1 Bank 2

m2016 #2017 ®2018 ®30.09.2019

Net interest income / Credit risk (%)

5.4%
5.2%
5.0%

4.8%
4.4%

—

4.2%

4.0%
2016 2017 2018 9M 2019

Mon Bark 1 Bank 2

All amounts in ISK million




Capital positon is very strong and allows for substantial distributions

Fully in line with the Bank’s Equity Story

23.6

mCET1

BAT1

mT2

= Pillar 1

= Pillar 2 R

Capital buffers

= Management
buffer

Capital ratio 30.9.2019 Capital requirement with  Normalized capital
fully implemented capital structure
buffers as of February
2020

82

Capacity to distribute

ISK 35.3 bn or EUR 250 million
in addition to ISK 4.5 bn buy-
back




Arion Bank medium-term targets have been modified

The Bank is acknowledging new reality

®

kO g B

®
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Return on Equity
Exceed 10%

Cost to Income Ratio
Reduce to circa 50%

Loan growth
Prudent lending in line with economic growth

CET 1 Ratio (Subject to regulatory requirements)
Reduce to circa 17% (Subject to regulatory requirements)

Dividend Policy / Share buy-back

Pay-out ratio of approximately 50% of net earnings attributable
to shareholders through either dividends or buyback of the
Bank’s shares or a combination of both. Additional distributions
will be considered when Arion Bank’s capital levels are above
the minimum requirements set by the regulators in addition to
the Bank’s management buffer




Arion Bank is committed to its medium-term targets

New revenue target introduced and loan growth target amended

@ Return on Equity
Exceed 10%
/gﬂ Revenues / RWAs

EE 20
Exceed 6.5%

@ Cost to Income Ratio

Reduce to circa 50%

%) Loan growth

ﬁ" The loan book will grow in line with economic growth. However, the corporate loan
book will continue to decrease at the current rate over the next few quarters as
non-core portfolio is reduced

CET 1 Ratio (Subject to regulatory requirements)

Reduce to circa 17%

Dividend Policy / Share buy-back

@ Pay-out ratio of approximately 50% of net earnings attributable to shareholders through
either dividends or buy-back of the Bank’s shares or a combination of both. Additional
distributions will be considered when Arion Bank’s capital levels are above the minimum
requirements set by the regulators in addition to the Bank’s management buffer




Potential capital release in the near term

« Distributions will be through dividends,
share buy-backs or tender offers

Distribution 2018 2019
Dividend pr. ISK8.9  ISK5.0
share
Mal n levers under current RWASs, Share buy back e | Eram
Pillar 2 and capital buffer requirements: pr. share.

Share buy-back Up to ISK 4.5 billion. Was launched 31 October in Reykjavik (Kvika Bank) and
Stockholm (Nordea)
Estimated ISK 13.3 billion in addition to dividend policy payout and share buy-
Sumplus capital back intention

The Bank has issued 2% of T2 capital but has room to issue up to an
additional ISK 6 billion

Tier 2 issuance

The Bank has room to issue up to 2.1% or ISK 16 billion of AT 1 and is
AT 1 issuance optimistic that tax complications will be resolved in the coming months

Capacity to optimize the capital structure at Vérdur both in terms of absolute
Vérdur capital capital level and also scope for issuance of Solvency Il qualifying subordinated

capital
Valitor sale
85 RWA reduction

Valitor is in a sale process and all proceeds of the sale can be distributed to
shareholders without any capital dilution at Arion Bank

The Bank aims to lower RWAs in the short term. This reduces the potential to
issue T2 and AT 1 but increases the capital position and thus opens upf or
further distributions




Arion Bank perfomance in the capital markets

Share/SDR relative performance since IPO

ISK 5 per share
dividend

ISK 5 per share
- A divider’?d Share buy-back

120 program launched
110

100 ===z

#

\°

®- .7«0’\9

2()’\% ® 20’\% A0 20’\9) " ld\?) 2 20‘\% 20’\9 20;\9 ® ?S),\g

ol

Arion Banki Iceland e STOXX® Europe 600 Banks

Issued debt performance relative to local peers
250
200
150
100

50

e ARION 1 03/20/23 e |SLBAN 11/8 01/19/24 e | ANBNN 1 05/30/23
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Source: Bloomberg






Disclaimer

88

This document has been prepared for information purposes only and should not be relied upon, or form the basis of any action or decision, by any person. Nothing in this
document is, nor shall be relied on as, a promise or representation as to the future. In supplying this document, Arion Bank does not undertake any obligation to provide the
recipient with access to any additional information or to update this document or to correct any inaccuracies herein which may become apparent.

The information relating to Arion Bank, its subsidiaries and associates and their respective businesses and assets contained in, or used in preparing, this document has not
been verified or audited. Further, this document does not purport to provide a complete description of the matters to which it relates.

Some information may be based on assumptions or market conditions and may change without notice. Accordingly, no representation or warranty, express or implied, is
made as to the fairness, accuracy, completeness or correctness of the information, forecasts, opinions and expectations contained in this document and no reliance should
be placed on such information, forecasts, opinions and expectations. To the extent permitted by law, none of Arion Bank or any of their affiliates or advisers, any of their
respective directors, officers or employees, or any other person, accepts any liability whatsoever for any loss howsoever arising from any use of this document or its contents
or otherwise arising in connection with this document.

This presentation contains forward-looking statements that reflect management's current views with respect to certain future events and potential financial performance. The
information in the presentation is based on company data available at the time of the presentation. Although Arion Bank believes that the expectations reflected in such
forward-looking statements are reasonable, no assurance can be given that such expectations will prove to have been correct. Accordingly, results could differ materially from
those set out in the forward-looking statements as a result of various factors. The most important factors that may cause such a difference for Arion Bank include, but are not
limited to: a) the macroeconomic development, b) change in inflation, interest rate and foreign exchange rate levels, c) change in the competitive environment and d) change
in the regulatory environment and other government actions. This presentation does not imply that Arion Bank has undertaken to revise any forward-looking statements,
beyond what is required by applicable law or applicable stock exchange regulations if and when circumstances arise that will lead to changes after the date when this
presentation was made. Arion Bank assumes no responsibility or liability for any reliance on any of the information contained herein. It is prohibited to distribute or publish any
information in this presentation without Arion Bank’s prior written consent.

This presentation shall not be regarded as investment advisory by the Bank
By accepting this document you agree to be bound by the foregoing instructions and limitations.
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