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The Consolidated Financial Statements of Arion Bank for the year ended 31 December 2023 include the Consolidated Financial Statements of
Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

About Arion Bank

Arion Bank and its subsidiaries provide comprehensive financial services to the people of Iceland. Arion Bank’s role is to help those who want to
achieve success in Iceland and the Arctic through smart and reliable financial solutions which enhance financial health and create sustainable
value. Arion Bank places great importance on developing long-term relationships with its clients and is a market leader as a provider of cutting-
edge and modern banking services.

Arion Bank provides services to individuals, corporates and investors in three business segments: Retail Banking, Corporate & Investment
Banking, and Markets. The service offering is further augmented by the subsidiaries Stefnir and Voérdur. Stefnir is one of the largest fund
management companies in Iceland, and Vordur is the fastest growing insurance company in Iceland, providing non-life and life insurance. The
Bank also offers pension services and manages several pensions funds.

The diverse service offering creates a broad revenue base, and the loan portfolio is well diversified between retail and corporate customers. The
high percentage of mortgages and the healthy distribution of loans across different sectors contribute towards risk management.

The Bank is a market leader in terms of digital solutions and innovation, and the majority of the Bank’s services can be obtained using the Arion
app. The broad spectrum of digital services makes banking more convenient for customers and also makes the business more cost efficient.
The Bank is a leading service provider and advisor to corporate customers and investors and has been a key figure in reinvigorating the
Icelandic stock market.

Arion Bank has adopted a clear policy on sustainable operations and environmental and climate issues. A wide range of green financial
services, such as green car loans, deposits, corporate loans and mortgages, is available to its customers. Arion Bank has published a green
financing framework which addresses the Bank’s funding and lending activities. The Bank has pledged to use the capital it obtains on the credit
markets through the green financing framework in green loans to corporate and retail customers as defined in the framework.

Arion Bank is a financially robust bank which aspires to operate profitably in harmony with society and the environment. The Bank is committed
to paying competitive dividends and is listed on Nasdaq Iceland and Nasdaq Stockholm.

Operations during the year

Income Statement

Net earnings amounted to ISK 25.7 billion, return on equity was 13.6% and earnings per share ISK 17.8. Core income, defined as net interest
income, net commission income and insurance service results (excluding opex), increased by 7.3%, compared with the previous year. Net
interest income increased by 11.2%, compared with previous year, mainly due to increased base rate and 6% growth in loans to customers from
year-end 2022, while Net interest margin remains stable at 3.1%, as funding cost through deposits and borrowings has increased. The year was
solid for the fee generating businesses, despite slowing activity in the economy and the capital markets. The operation of the subsidiary Vérdur
improved between years with insurance revenues increasing by 15.3% while claims increased by 17.7%, mainly due to unfavourable fire
insurance claims in 2023. Market conditions were challenging for net financial income in 2023 but markets recovered in the last quarter,
resulting in a profit of ISK 1,366 million for the year 2023. Other income was strong due to the ISK 1.6 billion revaluation of the investment
property Blikastadir. Operating expenses, including operating expenses of the insurance operation, increased by 6.8% between years which is
below the rate of inflation. The cost-to-core income ratio was 44.7%, with expenses of the insurance operation included, compared with 45.0%
for 2022. Impairments were calculated at 12bps for the year, which is lower than expected for the Bank through the cycle but represents a
negative change from last year when net impairments were positive.

Balance Sheet

Arion Bank's balance sheet grew by 4.1% from year-end 2022. Loans to customers increased by 6.3% from year-end, with an 8.2% increase in
corporate lending and 4.6% growth in loans to individuals, mainly mortgages. Deposits increased by 4.9%, primarily individuals and corporates.
Total equity amounted to ISK 199,301 million at the end of the year. The Group's capital ratio, as calculated under the Financial Undertakings
Act No. 161/2002, was 24.1% and the CET1 ratio was 19.7%, assuming around ISK 13 billion dividend payment. 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 insurance subsidiary Vordur initially adopted IFRS 17 Insurance contracts on 1 January 2023. The impacts on the Group's Consolidated
Financial Statements are listed in Notes 1 and 2.

Volcanic activity in the vicinity of Grindavik

Following the events near Grindavik starting in November 2023, Arion Bank has offered to freeze the mortgages of its customers in Grindavik
and to waive interest and indexation on their loans until the end of April 2024. The Bank will continue to closely monitor developments in
Grindavik and do its utmost to support the local community. For futher information see disclosure in Note 44.

Arion Bank Consolidated Financial Statements 2023
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Arion Bank's medium-term financial targets compared with the operational results for the year

Actualz
2023 Arion Bank's medium-term financial targets
Returrn on eguity 13.68% Enceed 1324
Core operating income ! REA T Exceed .72
Premium growth [net of reinsurance] to edceed
Inzurance premium growth (7o) 5.0 the growth of the domestic market by mare than 3
[Premium growth in the domestic insurance market was 10025 for 3M 2023)
Cost-to-core income ratio 44,7 Below 483
CETratio abave requlatary 450 bps 150-250 bps management buffer
capital requirements F ["16.4 - 1742 based on optimal capital requirements and optimal AT1.and T2 ratios]
Oividend pay-out ratio S0 Pay-aut ratio of apprasimately 305 of net earnings attributable ta sharehaolders through sither

dividends or buyback of the Bank's shares or a combination of both

Economic outlook

GDP growth has slowed down significantly after a period of strong growth in 2022. Domestic product was 3.8% lower in the third quarter of 2023
than the second quarter, and economic growth from the third quarter onwards measured a mere 1.7%. This trend is particularly attributable to
slumps in private consumption and investment, which in turn can be linked to the adoption of a tighter monetary stance. Private consumption
was down 1.7% year-over-year in the third quarter, and demand appears to be receding, illustrated by the fact that household card turnover was
5.2% lower in the fourth quarter than the same period the previous year. However, exports were up 1.8%, while imports were down 3%, meaning
that GDP growth is shifting from being driven by private consumption to being export driven, which is positive for the long-term economic
outlook.

The economy is currently the scene of a tug of war between the Monetary Policy Committee and the labour market. While the Covid-19
pandemic was raging, policy rates had been at an all-time low, well below the rate of inflation, and the government ran a budget deficit to lessen
the shock to the economy. Households therefore hardly felt the impact of the crisis at the time. Persistent inflation now is partly a consequence
of these measures, while sharp wage increases have further buoyed inflation. Despite shrinking demand and steep pay rises, the labour market
has remained robust, and seasonally adjusted unemployment measured a mere 3.9% at the end of 2023. Much of this is due to the upturn in
tourism. Jobs related to the airlines have increased by 20.9% in a year, and travel companies and related services have seen a 19.3% rise in
jobs.

Inflation measured 7.7% at the end of 2023 and little has changed since July. It now seems likely that inflation will recede somewhat over the
next few months and Arion Research forecasts 6.1% inflation in March. However, inflation is expected to drop slowly and is projected to average
5.5% over the year. Lower inflation means that real policy interest rates automatically increase, and a tighter monetary stance will be taken. This
opens up the possibility of interest rate cuts later in the year.

Uncertainty remains high, however, and there are two factors which could prove critical. Firstly, there is the outcome of the latest round of
collective wage negotiations; and secondly how the problem of housing for the displaced population of Grindavik will be resolved. At the
beginning of the wage negotiations all parties seemed eager to reach a deal, and it appeared that wage increases would be moderate. However,
the tone has changed and it now seems likely that negotiations will result in high pay increases. Although wage increases are positive for
households, it could mean that policy rates are kept high for longer than they would have been otherwise. Arion Research thinks it unlikely that
policy rates will be cut before deals are reached on both the general and public sector labour markets. Therefore, there is little prospect of an
interest rate cut before May. The second major uncertainty concerns measures in response to the situation in Grindavik. How these measures
will be implemented is not yet clear, but the government has stated that no one will be forced to remain in Grindavik, suggesting that people will
receive some sort of compensation for their homes if they choose to move elsewhere. If the entire population of Grindavik, or a large
percentage of them, choose to buy a home elsewhere, it is very likely to have a considerable impact on the housing market, even if mitigation
measures are taken.

The foundations of the Icelandic economy remain strong despite its current sluggishness, and domestic demand can be expected to recover
next year as policy interest rates are cut and the economy seeks balance.

Arion Bank Consolidated Financial Statements 2023
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Outlook for the Bank

The Arion Group follows a strategy to aim to be the best at meeting the needs of its target groups and a leading company which drives the
success of its customers and society as a whole. This vision builds on long-term business relationships, diverse services and strong teamwork
which forms the basis for a seamless customer experience and sustainable value creation. The Group’s performance indicates that we are on
the right track. The Group’s core operations continued to perform strongly, and all key financial targets were achieved. Operations are
underpinned by the Group’s diverse business segments which complement each other through economic cycles, create integrated services for
customers and bring enhanced operating efficiency.

As in recent years, the operating environment underwent considerable changes in 2023, and the Group was able to call upon its diverse
revenue streams and sound infrastructure, yet also had the flexibility to respond to the shifting environment. The economy has been beset by
inflation and rising interest rates, and it is positive that goals are reached to bring this under control and to stabilize the economy in the near
term, with wage settlements playing a critical role in this respect. Volcanic activity on the Reykjanes Peninsula has also presented a major
challenge this year. The Group has worked closely with its customers in the affected area in this difficult period and will continue to do so as
events develop.

Arion Bank remains in a strong position to deal with changes in the environment, having strong and diverse revenue streams, high capital ratios
by international standards and excellent liquidity.

On 1 March Arion Bank will host a capital markets day at its headquarters where the management will present the key strategic focuses within
the Group and refine its operating targets for the next few years.

Employees
The Group had 822 full-time equivalent positions at the end of the year, compared with 781 at the end of 2022.

Arion Bank and Voérdur have in place an incentive scheme which came into effect in 2021 for employees of Arion Bank and Vordur. The scheme
is in compliance with the FSA’s rules on remuneration policies for financial institutions. The scheme is split into two parts. Firstly, employees can
receive up to 10% of their fixed salary 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 four to five year lock-up period. The key metric used to determine whether
remuneration will be paid for 2023, in part or in full, is whether the Bank’s return on equity in the relevant year is higher than the weighted ROE
of the Bank’s main competitors. Stefnir has a special incentive scheme where other criteria are used as a basis. Since 2021 Arion Bank has had
in place share option plan for all employees of the Bank, and the subsidiaries Vérdur and Stefnir, which is considered important for aligning the
interests of employees with the long-term interests of the Bank. The share option plan was initially for five years and employees are entitled to
buy shares for up to ISK 1,500,000 each year. The purchase price is determined by the Bank’s average share price 10 days before the share
option agreement is signed.

Funding and liquidity

In terms of funding and liquidity management the year was characterized by the Bank’s strong liquidity position and continued deposit growth.
The Bank’s liquidity position was well above the required minimum and the liquidity ratio at the end of 2023 was 192%, with the minimum
requirement being 100%. The Bank’s solid liquidity position is due to funding on the wholesale markets, while customer deposits increased by
5.0%, from ISK 755 billion to ISK 793 billion.

In May 2023 Arion Bank issued €300 million senior preferred notes with a maturity of 3 years. The notes pay a coupon of 7.25% which
corresponds to a spread of 407bp over mid-swaps. The bonds attracted strong demand from a diverse group of investors on the international
bond market. Offers totalling approximately €600 million were received from in excess of 70 investors from more than 15 countries in Europe
and Asia. At the same time Arion Bank announced an invitation to holders of its outstanding €300 million senior notes due in May 2024 to
tender their notes.

In November Arion Bank completed the sale of a new series of senior preferred bonds. The new indexed-linked series, ARION 28 1512, sold for
a total of ISK 8,740 million at a yield of 4.40%. It matures on 15 December 2028.

Arion Bank continued to issue covered bonds. In 2023 the Bank issued covered bonds amounting to ISK 44.4 billion (of which ISK 22.6 billion
were for own use).

Moody’s Investors Service rated Arion Bank’s covered bonds for the first time. Arion Bank was assigned an Aa2 long-term rating for its euro-
denominated covered bonds. This is the highest rating of any Icelandic issuer. Arion Bank’s long term-issuer rating was upgraded from Baal to
A3. Additionally, the long-term and short-term deposit rating was upgraded from A3/P-2 to A2/P-1. The outlook was changed from positive to
stable.

In May S&P Global Ratings affirmed its BBB rating for Arion Bank and revised the outlook from stable to negative. In November, the outlook
was revised back to stable.

S&P Global Ratings revised its rating for Arion Bank’s covered bond programme from A to A+ with a stable outlook. The covered bond rating is
now the same as that of the Icelandic government.

Arion Bank Consolidated Financial Statements 2023
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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. To maintain the current rating, the Bank will need to accumulate Tier 1 capital in excess of
regulatory requirements by 4-5% of REA. The Bank's issuer rating from Moody's is A3 with a stable outlook.

The proposed dividend for the year 2023, which will be subject to the approval of the Annual General Meeting on 13 March 2024, corresponds
to ISK 9.0 per share or around ISK 13 billion, net of own shares. In March 2023, the Bank paid a dividend of ISK 8.5 per share, approximately
ISK 12.5 billion.

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.

In March 2023 the Central Bank of Iceland announced that it would increase the countercyclical buffer from 2% 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, high inflation, and the threat of natural disaster.

The Group's capital adequacy ratio on 31 December 2023 was 24.1% and the CET1 ratio was 19.7%. 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 27.6 billion in 2023. This was driven primarily by an increase of ISK 25.3 billion in loan portfolio REA and 9.5
billion in operational risk REA, partly offset by a ISK 7.2 billion decrease in counterparty credit risk REA. 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 the total risk exposure amount and 6% of the total
exposure measure, based on year-end 2022 data. Arion Bank is in full compliance with the requirement. An MREL subordination requirement is
expected to come into effect in Q3 2026.

Group ownership

The main venue at which the Board and the Bank report information to the shareholders and propose decisions is at legally convened
shareholders’ meetings. The Bank provides an effective and accessible arrangement for communications between shareholders and the Board
of Directors between those meetings. Any information sensitive to the market will be released through a MAR press release. Arion Bank also
arranges quarterly meetings where the CEO, CFO and Investor Relations present the interim financial results. The Bank has also held its capital
markets day on two occasions, in November 2019 and 2021, where the management team discussed the progress in the Bank’s operations
and key focus areas going forward. The next capital markets day will be held 1 March 2024.

At the end of December 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 December. The number of shareholders was 10,906 at the end of December, compared with 12,059 at the
beginning of the year. Further information on Arion Bank's shareholders can be found in Note 38. 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.

Risk management

The Group faces various risks arising from its day-to-day operations as a financial institution. Managing risk is therefore a core activity within the
Group. The key to effective risk management is a process of on-going identification of significant risk, quantification of risk exposure, actions to
limit risk and constant monitoring of risk. This process of risk management and the ability to manage and price risk factors is critical to the
Group's continuing profitability as well as ensuring that the Group's exposure to risk remains within acceptable levels. The Board of Directors is
ultimately responsible for the Bank’s risk management framework and ensuring that satisfactory risk policies and governance structure for
controlling the Bank’s risk exposure are in place. The Group’s risk management, its structure and main risk factors are described in the notes
and in the Bank’s unaudited Pillar 3 Risk Disclosures.

Arion Bank Consolidated Financial Statements 2023
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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%.

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

There are five Board sub-committees: The Board Audit Committee, the Board Risk Committee, the Board Credit Committee, the Board
Remuneration Committee and the Board Tech Committee. One of the committee members on the Board Audit Committee is not a Board
member and is independent of the Bank and its shareholders.

The main roles of the Board, as further specified in the rules of procedure of the Board, include approving the Bank's strategy, supervising
financial affairs and accounting, and ensuring that appropriate internal controls are in place. The Board ensures that the Bank has active
Internal Audit, Compliance and Risk Management departments. The Internal Auditor is appointed by the Board of Directors and works
independently of other departments of the Bank in accordance with a charter from the Board. The Internal Auditor provides independent and
objective assurance and advice designed to add value and improve the Bank's operations. The Compliance Officer, who reports directly to the
CEO, works independently within the Bank in accordance with a charter from the Board. The main role of Compliance is to ensure that the Bank
has in place proactive measures to reduce the risk of rules being breached in the course of its activities. Compliance is also responsible for
coordinating the Bank’s measures against money laundering and terrorist financing. The duties of Compliance are carried out under a risk-
based compliance plan approved by the Board of Directors, including a monitoring and training schedule for employees which addresses the
laws and rules under which the Bank operates.

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

In September Birna Hlin Karadéttir, who has been General Counsel at Arion Bank since 2019, took up the role of managing a new division,
Operation 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. Operation and Culture will incorporate human
resources, back office, operations management, transformation and legal services.

Sustainability and non-financial reporting

Arion Bank places great importance on environmental and social factors and good governance in its operations. The Bank’s business model is
discussed earlier in this report. Arion Bank’s role is to help people who want to achieve success in Iceland and the Arctic through smart and
reliable financial solutions which enhance financial health and create sustainable value.

Arion Bank’s sustainability policy bears the title Together we make good things happen and signifies that the Bank wants to act as a role model
in responsible and profitable business practices, taking into account the environment, the economy and society. At Arion Bank we aim to ensure
that social responsibility and sustainability are part of the Bank's day-to-day activities, its decision-making and processes. The Bank’s code of
ethics serves as a key to responsible decision-making at Arion Bank.

The Bank has a sustainability committee and the management of risk in connection with ESG factors was defined as part of the Bank’s risk
management system. The CEO is the chairman of the committee, whose role is to monitor the Bank’s performance in connection with its policy
and commitment on sustainability and to ensure that ESG factors are considered in decisions and plans made by the Bank. A green financing
committee and equality committee are sub-committees of this committee.

The Bank has adopted a risk policy on sustainability which is approved by the Board of Directors and reviewed annually. This policy states that
the Bank seeks to ensure that its operations and services do not have a negative impact on people or the environment. It also states that the
Bank supports Iceland’s climate action plan whose goal is to meet the obligations of the Paris Climate Agreement and to achieve the ambitious
goal of carbon neutrality in Iceland by 2040. Key performance indicators relating to ESG factors were added to the quarterly risk report to the
Board, and the Bank'’s risk appetite with respect to these factors was defined.

Arion Bank has selected six UN Sustainable Development Goals which the Bank intends to focus on. These goals are number 5 on gender
equality; number 7 on affordable and clean energy; number 8 on decent work and economic growth; number 9 on industry, innovation and
infrastructure; number 12 on responsible consumption and production; and number 13 on climate action.

Arion Bank Consolidated Financial Statements 2023
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Partnerships in sustainability

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

In 2023 the CEO of Arion Bank, Benedikt Gislason, signed a CEO statement with the CEOs of almost 80 Nordic signatories to the Global
Compact expressing their support for the UN’s Global Compact's Ten Principles and Sustainable Development Goals, while upholding the
targets of the Paris Agreement and urging further action to reach these targets. The statement was released to coincide with COP28. At the end
of the year, the Bank also became a signatory to the Science Based Targets initiative (SBTi) and the UN-convened Net-Zero Banking Alliance, a
global group of banks committed to financing ambitious climate action.

In Iceland the Bank is a member of Festa — Center for Sustainability and one of the founding members of IcelandSIF, the Iceland Sustainable
Investment Forum. The Bank is also one the founding members of Green by Iceland, a joint business and government forum on climate issues
and green solutions. The Bank has been a signatory to the City of Reykjavik and Festa’s Declaration on Climate Change since 2015 and has
signed a declaration of intent concerning the Equality Scale, an initiative created by the Association of Icelandic Businesswomen (FKA).

Policy and environment and climate action

Arion Bank has adopted an environment and climate policy and has set targets. The policy, which was updated at the beginning of 2024, spells
out the importance of the Bank minimizing the negative environmental impact of its activities and greenhouse gas emissions. The policy states
that the Bank will focus its attention on financing projects on sustainable development and green infrastructure, support Iceland’s ambitious
plans to have net zero emissions by 2040 and aim to be net zero itself the same year.

In 2023 the Bank updated its targets in its environment and climate policy, and the targets were approved by the sustainability committee at the
beginning of 2024. Earlier targets were reviewed with respect to the results achieved so far and new targets were added. The Bank’s targets are
reassessed annually with the aim always being to set higher targets.

Arion Bank’s environment and climate targets until 2030:

- Percentage of sustainable lending will be at least 20% of the Bank’s total loan book.

- Reduction of greenhouse gas emissions from own activities (Scopes 1 & 2) by 80% calculated from 2015 and remaining emissions will
be carbon offset.

- Continuous efforts to get a more accurate picture of emissions from acquired goods and services (Scope 3) in the Bank’s activities.

- Aim for reductions in financed emissions in the sectors which have the most impact (Scope 3) in line with the net zero target by 2040.
The latest targets are published annually in the Bank’s report on financed emissions.

- Targets on financed emissions should be validated by SBTi.

The Bank issued its first comprehensive green financing framework in 2021 and has since then issued four green bonds based on the
framework. After two years of solid growth in 2021 and 2022, the proportion of green lending in the total loan portfolio fell slightly in 2023 to
10.7% at year-end. The Bank’s original target was to increase the percentage of loans under the Green Financing Framework to at least 20% by
2030. This target was revised at the beginning of 2024, and in the future it will apply both to green loans and loans which have a positive impact
on society. Revisions of the green financing framework also commenced during the year. Loans which have a positive impact on society will
now also be incorporated into the framework. This work will be completed in 2024.

The Bank’s credit policy places an emphasis on sustainability and the credit rules stipulate that ESG factors should be assessed when a credit
rating is required, or a company meets the conditions of Article 66d of the Annual Accounts Act.

The Bank’s updated targets state that the Bank is trying to reduce greenhouse gas emissions from its own activities by 80% by 2030, i.e. from
building premises and vehicles. At the end of 2023 the Bank had reduced these emissions by 75.5% compared with the reference year 2015.
The Bank has purchased verified carbon units to offset emissions for which the Bank is directly responsible and emissions from other activities,
such as business trips, waste and employee journeys to and from work.

In conjunction with the 2023 Annual and Sustainability Report, Arion Bank is publishing its second report on financed emissions which is based
on Partnership for Carbon Accounting Financials (PCAF) methodology. This involves emissions from the Bank’s lending and investments. The
report reveals that the emissions intensity of the Bank’s loan portfolio is similar between years but has improved slightly. Emissions intensity is
defined as the volume of greenhouse gas emissions per each ISK 1 million loaned. The emissions intensity of customers decreased from 0.154
ktCO2e/ISKm to 0.151 ktCO2e/ISKm, or by 2%. Corporate loans have the largest impact, with 90% of emissions relating to this type of loan.
Emissions intensity decreased by 5.1% between years in this loan category. The report sets out the first climate targets based on the results of
financed emissions, and they represent important steps in the Bank’s target setting until 2030. The Bank aims to get its climate targets validated
by Science Based Targets initiative (SBTi) within two years.

Human Resources

The Bank’s human resources policy involves creating a positive and motivational working environment and supporting its employees. We
endeavour to attract and retain outstanding employees and help them develop professionally and personally. The Bank has adopted a learning
and development policy designed to make employees improve and maintain their knowledge and skills and to ensure they are always well
informed and know the laws and rules applicable to their area of work. Employees are also encouraged to show initiative and take responsibility
for their own knowledge and skills.
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The Arion Index is a survey which is regularly sent to all employees of the Bank and measures a range of factors, including how employees
experience their own work, working environment and well-being at work. The results of the Arion Index this year indicated that our employees
are generally happy at work and satisfied with their working environment. The average Arion Index score during the year was 4.38 on a scale of
1-5. The results of the workplace analysis revealed that 93% of employees are satisfied with their place of work and employee engagement
scored 4.27 on a scale from 1-5.

The Bank has adopted a clear equality and human rights policy and a 3-year action plan. The objective of the policy and action plan is to create
an environment where people of similar education, work experience and responsibility have equal opportunities and terms, irrespective of
gender, gender identity, sexual orientation, origin, nationality, skin colour, age, disability or religion or other factors. The Bank’s action plan
places emphasis on balancing gender ratios at the Bank, not just at management level but throughout different job families, committees, and
business units. If we look at all levels of management at the Bank, 44% are women and 56% are men.

Since 2015 the Bank has had an equal pay system and equal pay certification. The aim is to eliminate the gender pay gap and promote equality.
In 2018 we became the first Icelandic bank to get the Ministry of Welfare’s equal pay symbol and a pay equity analysis indicated that the
unexplained gender pay gap was 2.4%. Since 2022 we have sharpened our focus on this issue and introduced monthly pay analyses in addition
to the review performed annually. The review carried out in 2023 revealed an unexplained gender pay gap of 0.2% (women higher) compared
with 0.4% in 2022. The target is for this figure to be below 1%. In addition, the Bank has set the target that the median value of total wages paid
to men compared with the median value of total wages paid to women will fall to below 1.3. The median value of total wages paid to men
compared with the median value of total wages paid to women in 2023 was 1.28, compared with 1.29 in 2022 and 1.43 in 2021. We also
measure the ratio in different job families at the Bank.

There is zero tolerance of bullying, gender-based or sexual harassment or other types of violence at Arion Bank. The Bank has an anti-bullying
team which is responsible for overseeing the Bank’s policy, procedures and training in connection with tackling bullying, gender-based or sexual
harassment or violence.

Measures against bribery and corruption

The Bank has introduced a policy on actions against financial crime, such as money laundering, terrorist financing, bribery and corruption or
market abuse. During the year the Bank approved a special policy on measures against bribery and corruption with the aim being to establish
general indicators on this topic. According to the policy, there is zero tolerance at the Bank of any form of bribery and corruption, and
procedures should be in place which ensure that employees report all incidents which may be linked to bribery and corruption. The Bank is
aware that risk linked to bribery and corruption is generally present in all areas of financial activities and the main risks have been identified at
the Bank, which re-evaluates its measures regularly in response to the risk at any give time. Further information on measures against bribery
and corruption is contained in the Bank’s 2023 Pillar 3 Risk Disclosures.

Risks associated with sustainability

At the end of 2023 the Bank commenced its annual risk assessment. The assessment was combined with the Bank’s risk framework and was
carried out parallel to the annual risk assessment process. Inherent risk relating to human resources and social factors is generally rated as low.
The main risks concern the ability and development of employees, as well as equality and diversity. The key environmental risks were
considered to be greenwashing and the environmental and climate impact of lending and investment. The assessment also revealed that the
main governance risks were anti-money laundering measures and violations relating to know-your-customer and data protection. The
management of these risk at the Bank was generally rated as adequate or strong.

In 2023 the Central Bank of Iceland’s Regulations No. 772/2023 on the Disclosure Obligations of Financial Institutions came into effect, which
constitutes the implementation of Commission Implementing Regulation (EU) 2022/2453 on technical standards as regards the disclosure of
environmental, social and governance risks. The European Banking Authority (EBA) issued the aforementioned technical standards and the
template which the Bank is now publishing for the first time in the 2023 Pillar 3 Risk Disclosures. The Technical Standards are partly based on
the recommendations of the Task Force on Climate-related Financial Disclosures (TFCD) which the Bank has used in recent years to gain a
better overview of climate-related risk and in its treatment of sustainability risk.

Due diligence process

Arion Bank’s activities are governed by the provisions of the Annual Accounts Act on non-financial reporting, Article 66 d. Information in the
2023 Annual and Sustainability Report has been prepared and published in accordance with the Global Reporting Initiative standard, GRI
Standards, which helps companies and institutions share information on sustainability in a transparent and comparable way.

When sharing information on sustainability in operations the ESG reporting guide for the Nasdaq Nordic exchange and the 10 Principles of the
UN Global Compact are also used a reference. The UN Sustainable Development Goals are also referred to. For the fourth time the progress
made in implementing the UN Principles for Responsible Banking is reported on.

In 2023 Arion Bank took its first steps towards implementing the European Sustainability Reporting Standard (ESRS). The standard forms part
of the requirements for the expected transposing of the Corporate Sustainability Reporting Directive (CSRD) into Icelandic law. For the first time
a double materiality assessment has been published in respect of the standard. The results of the assessment were obtained through
discussions with stakeholders, surveys of employees and workshops. Reference is made to the ESRS in the Bank’s environmental accounts but
the implementation of the standard is far from complete.
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In 2023 new legislation was introduced in Iceland which obliges the Bank to disclose information in respect of EU Taxonomy. For the first time
the Bank is disclosing information in accordance with EU Taxonomy in an annex to the consolidated financial statements for 2023. The annex
contains general information on the taxonomy directive, its implementation in Iceland and the activities covered by the taxonomy.

Deloitte provides an opinion with limited assurance on sustainability in the Annual and Sustainability Report in accordance with GRI Standards
and Nasdaq Guidelines. Deloitte also provides an opinion with limited assurance on the Bank’s progress report to PRB.

In 2023 Arion Bank received the rating “outstanding” in the ESG assessment performed by the Icelandic ratings agency Reitun, for the fourth
year in succession. The Bank received 90 points out of a possible 100, placing it in category A3. The rating is based on the Bank’s performance
in environmental, social and governance (ESG) issues in its operations. The Bank has performed well above average in all categories.
Approximately 40 issuers have been rated by Reitun. In 2023 Arion Bank was also rated by the international ratings agency Sustainalytics,
which specializes in rating risk related to ESG issues. The rating was positive and Sustainalytics considers the Bank to be one of the best
performing banks globally in this area. The Bank scored 10.5 points on a scale from 0-100, with a lower score signifying lower risk.
Sustainalytics therefore believes there is minimal risk of significant financial damage due to ESG issues at the Bank. Arion Bank is in the top 5%
of more than 1,000 banks worldwide which have been rated by Sustainalytics and in the top 3% of 400 regional banks.

Further information on sustainability and non-financial information can be found in the Annual and Sustainability Report which will be available
on the Bank’s website on 14 February 2024.

Endorsement of the Board of Directors and the Chief Executive Officer

The Consolidated Financial Statements of Arion Bank for the year ended 31 December 2023 have been prepared in accordance with
International Financial Reporting Standards as adopted by the European Union and additional requirements in the Icelandic Financial
Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions.

It is our opinion that the Consolidated Financial Statements give a true and fair view of the financial performance and cash flow of the Group for
the year ended 31 December 2023 and its financial position as at 31 December 2023. Furthermore, in our opinion the Consolidated Financial
Statements and the Endorsement of the Board of Directors and the CEO give a fair view of the development and performance of the Group's
operations and its position and describe the principal risks and uncertainties faced by the Group.

In our opinion, the Consolidated Financial Statements of Arion Bank hf. for the year 2023 with the file name RIL4AVBPDBOM7Z3KXSF19-2023-
12-31-en.zip is prepared, in all material respects, in compliance with the ESEF Regulation.

The Board of Directors and the CEO have today discussed the Consolidated Financial Statements of Arion Bank for the year ended 31
December 2023 and confirm them by means of their signatures. The Board of Directors and the CEO recommend that the Consolidated
Financial Statements be approved at the Annual General Meeting of Arion Bank.

Reykjavik, 7 February 2024

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
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Independent Auditor's report

To the Shareholders and the Board of Directors of Arion Bank hf.

Opinion
We have audited the consolidated financial statements of Arion Bank hf. for the year ended December 31, 2023 which comprise the
consolidated income statement, consolidated statement of comprehensive income, consolidated statement of financial position, consolidated

statement of changes in equity, consolidated statement of cash flows for the year then ended and the Notes to the consolidated financial
statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the consolidated financial position of Arion Bank
hf. as at December 31, 2023, its consolidated financial performance and its consolidated cash flows for the year then ended in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements, as applicable, in the Act on Annual
Accounts, the Act on Financial Undertakings and rules on accounting for credit institutions.

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

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audit of the Consolidated Financial Statements section of our report. We are independent of
Arion Bank hf. in accordance with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants
(IESBA Code) together with the ethical requirements that are relevant to our audit of the consolidated financial statements in Iceland, and we
have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code.

Based on the best of our knowledge and belief, no prohibited services referred to in the EU Audit Regulation 537/2014 Article 5.1 has been
provided. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

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

Key Audit Matters How the matter was addressed in the audit

Impairment charges for loans and provisions for guarantees

Loans for the Group amounted to ISK 1,161,340 million at 31 Based on our risk assessment and industry knowledge, we have
December 2023, and the total allowance account for the Group examined the impairment charges for loans and provisions for
amounted to ISK 8,917 million (including off-balance positions) at 31 guarantees and evaluated the methodology applied as well as the
December 2023. assumptions made according to the description of the key audit
matter.
The Group valuate it's impairment on loans based of IFRS 9
resulting in impairment charges are recognised when losses are As part of our audit, we have examined the Group’s implementation
expected based on forecasting models. of IFRS 9. As part of our review of the implementation we performed
substantive procedures on the Group’s impairment models and
Management has provided further information about the accounting reviewed the methodology implemented for expected credit loss
policies for expected credit losses in Note 59 and about loan calculations. We used risk modelling specialists as well as IFRS
impairment charges and provisions for guarantees in Notes 16 and specialists as part of our audit.
44.
Our examination included the following elements:
Measurement of loan impairment charges for loans and provisions « Testing of key controls over key assumptions used in the expected
for guarantees is deemed a key audit matter as the determination of credit loss models to assess the credit risk related to the exposure
assumptions for expected credit losses is subjective due to the level and the expected future cash flows of the customer.
of judgement applied by Management. « Substantively testing evidence to support the assumptions used in
the expected credit loss models applied in stage allocation,
The most significant judgements are: assumptions applied to derive lifetime possibility of default and
« Assumptions used in the expected credit loss models to assess the methods applied to derive loss given default.
credit risk related to the exposure and the expected future cash * Testing of key controls and substantive testing of timely
flows of the customer. identification of exposures with significant increase in credit risk and
» Timely identification of exposures with significant increase in credit timely identification of credit impaired exposures.
risk and credit impaired exposures. « Testing of key controls over models and manual processes for
* Valuation of collateral and assumptions used for manually valuation of collateral used in the expected credit loss calculations.
assessed credit-impaired exposures. « Substantively testing evidence to support appropriate determination

of assumptions for loan impairment charges and provisions for
guarantees including valuation of collateral and assumptions of future
cash flows on manually assessed credit impaired exposures.
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12



Independent Auditor's report

Key Audit Matters How the matter was addressed in the audit

Reliability of information from IT systems relevant to financial reporting

The Group’s financial reporting is highly dependent on IT systems The procedures performed to respond to the key audit matter
supporting the overall financial reporting process, due to the included the following, amongst others;
significant number of transactions processed through various * We obtained an understanding of the Group’s IT systems and
systems needed to support the Group’s operations. environment that support the overall financial reporting process

* We reviewed the design, implementation and effectiveness of
In the process of preparing the consolidated financial statements the control activities, as appropriate, related to access management,
Group uses data from number of complex IT systems. The accuracy change management, accuracy of key automated calculations and
and completeness of transactions is important to support the operation for the systems considered important for the audit. Deloitte
reliability of financial reporting. IT audit specialists were involved in the audit

« For IT systems that are outsourced and are relevant to the audit we
Due to the importance of data from IT systems to support the obtained and assessed the ISAE 3402 report issued by the service
financial reporting we consider their reliability a key audit matter. organisation

Other information

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

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

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

In accordance with Paragraph 2 article 104 of the Icelandic Financial Statement Act no. 3/2006, we confirm to the best of our knowledge that the
accompanying report of the board of directors includes all information required by the Icelandic Financial Statement Act that is not disclosed
elsewhere in the consolidated financial statements.

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

The Board of Directors and the CEO are responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with International Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements, as applicable, in the
Act on Annual Accounts, the Act on Financial Undertakings and rules on accounting for credit institutions, and for such internal control as the
Board of Directors and the CEO determines is necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

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

The board of directors and the audit committee shall supervise the preparation and presentation of the consolidated financial statements.

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

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

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

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

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

» Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.
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« Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the audit evidence
obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the Company’s ability
to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention in our auditor’s report
to the related disclosures in the consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future events or conditions may
cause the Company to cease to continue as a going concern.

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

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

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

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

In addition to our work as the auditors of Arion Bank hf., Deloitte has provided the Bank with permitted additional services such as review of
interim financial statements and other assurance engagement. Deloitte has in place internal procedures in order to ensure its independence
before acceptance of additional services. Deloitte has confirmed in writing to the Audit Committee that we are independent of Arion banki hf.

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

Report on other legal and regulatory requirements

Report on European single electronic format (ESEF Regulation)

As part of our audit of the consolidated financial statements of Arion Bank hf. we performed procedures to be able to issue an opinion on
whether the consolidated financial statements of Arion Bank hf. for the year 2023 with the file name RIL4AVBPDBOM7Z3KXSF19-2023-12-31-
en.zip is prepared, in all material respects, in compliance with laws no. 20/2021 disclosure obligation of issuers of securities and the obligation
to flag relating to requirements regarding European single electronic format regulation EU 2019/815 which include requirements related to the
preparation of the Consolidated Financial Statements in XHTML format and iXBRL markup.

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

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

In our opinion, the Consolidated Financial Statements of Arion Bank hf. for the year 2023 with the file name RIL4AVBPDBOM7Z3KXSF19-2023-
12-31-en.zip is prepared, in all material respects, in compliance with the ESEF Regulation.

Appointment of auditor

Deloitte ehf. was appointed auditor of Arion Bank hf. By the general meeting of shareholders on 15 March 2023. Deloitte have been elected as
auditor of the Group since the general meeting 2015.

Képavogur, 7 February 2024

Deloitte ehf.

Gunnar Thorvardarson

State Authorized Public Accountant
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Consolidated Income Statement
Notes 2023 2022*
[T G CET T Teto ] 1 1[I 123,116 83,515
L[ e T A=Y o= TP OP PP TUPPOTI (78,431) (43,314)
L= T =Y =Y AT Lot o] £ (=Y 7 44,685 40,201
Fee and COMMISSION INCOME .......uuuiiiiiiiiie e e e e e et e e e e e et e e e e e e et b b e e e e e e saaabeeeeesessaans 20,120 18,741
Fee and COMMISSION EXPEINSE ........c.uiiuiiieiiieiee ettt e e s s e e e e sre e e e e neenneens (3,731) (2,292)
Net fee and COMMISSION INCOME .....ccueiuiieeeeeieeee et eee et e ettt e e ete e et e eteete et eeteeaeenseeeeeaeereaneanees 8 16,389 16,449
INSUTANCE FTEVENUE ...ovtieiiiieeeei e ettt e et e et e et e e et e e s et e e eaa e e e et e e s st s e e sa s e s ba e e s baneesaaneesaaneesstneessteessnesetnnees 17,416 15,105
INSUFANCE SEIVICE BXPENSES ...iuiiiiiieeeiiiiieeeeeeitietteee s sttt e eee s s s bbbt eeeeaaasateeeeeaasbbeeeeesaasbbseeeeesansbbeeeeeesnnnneees (17,264) (14,490)
INSUTANCE SEIVICE TESUILS ..vvvivieiiivieeeceetceeteteee st eee et et ets et st et et stetess et seese s saeseesstesese st atese st atesessstesesnesesernas 9 152 615
NEt fINANCIAI INCOME ... ittt e e e e e e e e e eeeeeeeeeeeeeaeeaeeeaaeaaeaaaaaaaaaaaaaans 10 1,366 (3,286)
Other operating income . 11 1,589 1,314
Other Net OPEratiNng INCOME .......oviviveieiieeeeeeeee ettt s s s ettt sttt et et ettt se et et s e et eeesetanana 2,955 (1,972)
OPEIALING INCOME ..ottt ettt st e e e e e e e e s st es et et et et et et st et et et et et et e tet et eteeeeesesesesesenn 64,181 55,293
OPEIALING EXPENSES ......eiiiiiiiieitie ittt ettt ettt e st et e ettt e e b e e s heesse e e e e s r e e see e ees e e s e e seeesseesaeesaeeesaeeneesreeneneeenas 12 (25,701) (24,329)
2 L] (=1 YOO PP PPT U PPPPPPN 15 (1,796) (1,749)
NET IMPAITMENT ...ttt b e s s e st e bt e e e s e e e s e e n e e e e e saeesaeeseeeeaneas 16 (1,348) 144
Earnings before INCOME TAX ....iiiiiiiiiie et e et ettt e e et e st e e sneeeeannee 35,336 29,359
INCOME TAX EXPEINSE .ooiiiiiiiiiieeeeeitteeet e e e sttt et e e e s s bbbt e e e e e sba et e e e e s asbb b et e e e s st bbbt e e e e s asbbe e e e e e e nsbeeeeessasbbbeeeeesnnbbees 17 (9,595) (9,944)
Net earnings from CONtiNUING OPEIratiONS ....uuuiiieiiiiiiiiie ettt e e e e e s s ebba e e e e e e 25,741 19,415
Discontinued operations held for sale, net of INCOME TaX ..........ccceiiiiiiiiiiiiiie e 18 (4) 6,543
LN L= A= T Vo TSSOSO 25,737 25,958
Attributable to
Shareholders of Arion BanK Nf. ...... e e e e e e e e e e e e e b eaaes 25,755 25,945
NON-CONLFOIING INEEIEST ...t st e s (18) 13
N e T g 1T o 1 SRR OUPPPPI 25,737 25,958
Earnings per share 19
Basic earnings per share attributable to the shareholders of Arion Bank (ISK) ..........ccccoveriiiiiiienineene 17.80 17.40
Diluted earnings per share attributable to the shareholders of Arion Bank (ISK) ...........ccccooviiiiiniinnnn. 17.00 16.46
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
The accompanying Notes are an integral part of these Consolidated Financial Statements
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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Consolidated Statement of Comprehensive Income

N (=T R=T: U o 1T T O PP P TR PPPPPIOE

Net change in FV of financial assets carried at FV through OCI, net of taX .........ccccoovveiiiiinnieeinieeeenn

Net realized (gain) loss on financial assets carried at FV through OCI, net of tax

and reclassification from OCI equity reserve, transferred to the P/L .........ccccceviiiiieeiiiee i

Changes to reserve for financial instruments at FV through OCI ..........cccccooiiiiiiiiiiciicee e

Exchange difference on translating foreign subsidiaries ..............ccciiiiiiiiiei

Other comprehensive income (loss) that is or may be reclassified

subsequently to the INCOME SEAEMENT ......c..iiiiiiii e seee e

Total COMPIrENENSIVE INCOME ....iiiiiiiiiieie ettt et e et e e et e e snbe e e st e e snteeeans

Attributable to

Shareholders Of ArION BANK ..........ooiiiiiiiiii ettt e et e s nnne e
NON-CONLFOIING INEEIEST ...ttt sr e s e e e

Total COMPIrENENSIVE INCOME . ..ottt e et e et e e snb e e snb e e st e e snteeeans

Comprehensive income per share

Basic comprehensive income per share attributable to the shareholders of Arion Bank (ISK) .................
Diluted comprehensive income per share attributable to the shareholders of Arion Bank (ISK) ..............

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Notes 2023 2022*
25,737 25,958
697 (999)
10 (15) 1,553
682 554
- (676)
682 (122)
26,419 25,836
26,437 25,849
(18) (13)
26,419 25,836
19
18.27 17.34
17.34 16.40

Amounts are in ISK millions
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Consolidated Statement of Financial Position

Assets Notes 31.12.2023 31.12.2022*
Cash and balances With Central BanK ..............uuuiiiiiiiiiie et e e 20 102,095 114,118
LoANSs t0 Credit INSHEULIONS .......vviiiieieeee e e e e e e e e e e e e e e e e et s e e e e e esbaaaaeeeees 21 28,835 45,501
o= T o (o e U E] (0] 1 11T 6N 22 1,152,789 1,084,757
FINANCIAI INSTIUMEBNES ...vueiiiiiiiiiee ettt e e e e e et s e e e s e e et e e e e e e e s saaaeeeeeesaasranaes 23-26 205,706 193,329
INVESTMENT PrOPEITY ...t 25 9,493 7,862
INVESTMENES IN ASSOCIALES ....vviiiiiiiiiiiieee ettt ettt e e et e e e e e e e e s e bbbt e e e s s s bbb et e e e e anbbreeeeeannes 27 789 787
INANGIDIE @SSELS ...ttt sttt e et e et ettt 28 8,051 8,783
Tax assets ......... 29 39 135
Assets and disposal groups held for Sale ... 30 62 61
(@] 1 LT = 11T £ TR 31 17,813 10,276
o] N Y=Y £SO ROPRPPPR 1,525,672 1,465,609

Liabilities
Due to credit institutions and Central BAnK .........cccccceoeeiiuurriuriiiiriieeieereereereeeeeeeeeereeeeeeeererrereereeeeees 24 2,771 11,697
[D1=T o To ]| £ PP PUPR PP 24 792,710 755,361
Financial liabilities at fair value ... . 24 11,646 20,997
LI R L o 1 = PP PP PPPPRPRN 29 11,169 10,303
OthEr HADIIEIES ...vvveveeeeeeeeeeeeeeeeeee e 32 46,336 39,401
{220 (01111 o OO PP PPPPPRPTPOPN 24,33 420,460 392,563
Subordinated HADIlItIES ..........uuuveeeieiiiieeeeeeeeeeee s 24,34 41,279 47,331
Total Liabilities 1,326,371 1,277,653

Equity 37
Share capital and share premium 10,634 13,372
(O] 1T R (YT A V=T SRRt 12,283 10,672
R = U =To I T o TP R U SOUPPPPTRPPN 175,881 163,263
Total Shareholders' EQUILY .oooiuuiiiiieiiiiiiee ettt e e e e e e e s et e e e e e s snbnees 198,798 187,307
NON-CONLrOING INEEIEST ...t s e 503 649
Lo €= U 1o U Y TP RSR 199,301 187,956
Total LiabilitieS and EQUILY .....eeiiiieeiiie et s e e eee e sseee e st e e snteeesnneeenee 1,525,672 1,465,609

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Consolidated Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gainin Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCI, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
Equity 1 January 2023 .........cceeueee 1,466 11,906 339 828 6,308 1,941 1,002 (1,383) 1,637 - 163,263 187,307 649 187,956
Net earnings ......ccccoevvvveeeniiiiiieeeennns 25,755 25,755 (18) 25,737
Net change in fair value .................... 697 697 697
Net realized gain transferred to P/L .. (15) (15) (15)
Total comprehensive income ......... - - - - - - - 682 - - 25,755 26,437 (18) 26,419
Transactions with owners
Dividend paid .........ccccereviiiniiniieninne (12,357) (12,357) (12,357)
Purchase of treasury shares ........... (22) (3,237) (3,259) (3,259)
Share option charge ..........ccccoouuee 197 197 197
Share option vested ............c........... 1 295 (45) 251 251
Share option forfeited ..............c..e. (83) 83 - -
Incentive scheme 1 194 195 195
Warrants excercised - 30 ) 27 27
Liquidation of a subsidiary .............. - (128) (128)
Changes in reserves ..........cccccoeuuves 1,464 (479) (122) (862) - -
Equity 31 December 2023 1,446 9,188 408 825 7,772 1,462 880 (701) 1,637 - 175,881 198,798 503 199,301

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

Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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Consolidated Statement of Changes in Equity

Equity 1 January 2022 ....................
Impact of adopting IFRS 17 1 Jan.* ..
Restated opening balance ..............
Net earnings ........ccceceeveeieereesneenne.
Net change in fair value ....................
Net realized loss transferred to P/L ...
Translation difference .............c..c......
Total comprehensive income .........

Transactions with owners
Dividend paid ...........cccvveeeeiiiiineeenn.
Purchase of treasury shares ...........
Share option charge
Share option vested
Incentive scheme ..........cccceevvneenne
Changes in reserves ..........c.ccceoee...

Equity 31 December 2022 ...............

AW
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
1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 158,403 193,925 673 194,598
(917) (917) (917)
1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 157,486 193,008 673 193,681
25,982 25,982 (24) 25,958
(999) (999) (999)
1,553 1,553 1,553
(676) (676) (676)
- - - - - - - 554 - (676) 25,982 25,860 (24) 25,836
(22,489) (22,489) (22,489)
(58) (9,793) (9,851) (9,851)
279 279 279
349 (38) 314 314
184 185 185
(937) (1,225) (122) 2,284 - -
1,466 11,906 339 828 6,308 1,941 1,002 (1,383) 1,637 - 163,263 187,307 649 187,956

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

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

Arion Bank Consolidated Financial Statements 2023
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Consolidated Statement of Cash flows
Operating activities 2023 2022*
[N (=T U T o PP PP PPP R TOPPPPPPRTPIRE 25,737 25,958
Non-cash items INClUded IN NEL CAMMINGS ......ouuviiiee ittt e e e e et e e s s bbbt e e e s st bbbt e e e e s abbneeeesennnaes (31,229) (30,399)
Changes in operating assets and liabilities
Loans to credit institutions, excluding bank accounts . 1,857 181
LOGNS 10 CUSTOMIEIS ...t e s e s b e h e e s e e e e s b e e e s e e s e e e e s e e e s e e e sabe e e s nae e (46,794)  (123,341)
Financial instruments and financial liabilities at fair VAIUE ..........ccoooiiiiiiiiiiii e eaaas (10,807) 33,902
Other changes in operating assets and abilities ... 13,737 123,959
Q) e S A LYo =TV R PPPRRPRRRRRNY 96,849 66,516
Interest paid** ... (52,369) (33,006)
[V Te L= g o (=T o =TT OSSP 285 363
gLt ] o L= r= D o - 1T O PP PPRR TSP (8,633) (6,741)
Net cash (t0) from Operating ACTIVILIES ........cooiiiiiiii e (11,367) 57,392
Investing activities
Proceeds from sales of SubSIdiarieS and ASSOCIAES ..........uiiiiiiiiiiiiiiiee e e e et e e e e s et e e e e e e saaee e e e s esaatbeeeeeeees - 16,841
Acquisition of associates ......... (72) (90)
Acquisition of intangible assets ... (470) (416)
Proceeds from sale of property @and EQUIPIMENT ........ciuuiiiiiir ettt et e st e st e e st e e snbe e e sneeeenneee 22 1,085
Acquisition Of Property and EQUIPMENT ......oiuuii ittt et e e st e e et e e e bt e st e e snbeeesbeeeebeeeenneeeanneeeann (457) (357)
Net cash (t0) from iNVEStING @CTIVITIES .....couiiiiiiiiiii et s (977) 17,063
Financing activities
Dividend paid to shareholders Of ArION BaNK ..........ccoiiiiiiiiiiiiiiiiie e e e e e e s e e e s e e ibbeeeaeaaes (12,357) (22,489)
PUICNASE Of IFEASUIY STOCK ...eiiiiiiiiiiiie ittt oottt ettt e e s sttt e e e e s bbb et e e e e assba et e e e e e s bbbt e e e e e anbbbeeaeeannnbbeeeeeans (3,259) (9,851)
Issued SUDOIAINALE ADIITIES ...........uiiiiiiiiie et e e e et e e e e e e e et e e e e e e e aaaa e e e essaabbseeesesebaaanns - 12,100
Settlement of SUDOIAINALE HADIIY ........vviiiiiiii et e et e e e s st b e e e e e s nnbbeeeeesannees (6,586) -
WWAITANES EXCEITISEU ...ttt etttk e ettt n et oo h et e st e e st e e e s et e e ettt e ee et e aabe e e et et e e bn e e e e e e enaneens 27 -
Proceeds from VESTEA SNAIE OPLION ......ouvieiiieiiiiiiie ettt e e e e et e e e e et bbb et e e e s st bbbt e e e e s snsbbeeeeeeasnaneeeeenns 251 315
Liquidation Of SUDSIIAIES ......viieeiiiiiiiieiiiiit ettt e e e ettt e e e e s et b e e e e enbbb et e e e s abbbeeeeeeannes (128) -
Net cash used in fINANCING ACHIVITIES ......iiiiiiiiiiiee ettt (22,052) (19,925)
Net (decrease) increase in cash and cash eqUIVAIENES ..o s (34,396) 54,530
Cash and cash equivalents at beginnning Of the YA ... 150,131 90,678
Effect of exchange rate changes on cash and cash equIVaIENt ... (742) 4,923
Cash and CASh EQUIVAIEBNTS ........coiiiiiiiiie e e et e st e e e e e e e e et e e e e e e s bbb e e e e e s nnnnees 114,993 150,131
Cash and cash equivalents
Cash and balances with Central Bank .. . 102,095 114,118
1S T= =T oTo 10 [} £ TN 28,624 43,433
Mandatory reserve deposit With Central BanK ................cooiiiiiiiiiiii e (15,726) (7,420)
Cash and CASh EQUIVAIENTS ........coiiiiiiiiie it e et e st e e e e e e e e e et r e e e e e et e e e e e s nnnneee 114,993 150,131

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
** Interest paid includes interest on deposits at the end of the year.

The accompanying Notes are an integral part of these Consolidated Financial Statements
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Notes to the Consolidated Financial Statements

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgart(in 19, Reykjavik. The Consolidated Financial Statements for the year ended 31 December 2023
comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

The Consolidated Financial Statements were approved and authorized for publication by the Board of Directors of Arion Bank on 7 February
2024.

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

Statement of compliance

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

The same accounting policies, presentation and methods of computation are followed in these Consolidated Financial Statements as were
applied in the Consolidated Financial Statements for the year ended 31 December 2022.

Basis of measurement

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

- bonds and debt instruments, shares and equity instruments, short positions in listed bonds and equities and derivatives. For details on the
accounting policy, see Note 59;

- investment properties are measured at fair value; and

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

Functional and presentation currency

The Consolidated Financial Statements are presented in Icelandic krona (ISK), which is the Parent Company's functional currency, rounded
to the nearest million, unless otherwise stated. At the end of the year the exchange rate of the ISK against USD was 135.82 and 150.13 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 Income Statement for the year 2022 and the Consolidated
Statement of financial position as of 1 January 2022, see Note 2 for further details.

Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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Notes to the Consolidated Financial Statements

2. Changes in accounting policies
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 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 and ISK 542 million increase in net earnings in 2022, which
results in a net ISK 375 million change to equity 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 due to 1.1.2022
IFRS 4 IFRS 17 IFRS 17
[0 =T = 1= PRSP RPRRN 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 Income Statement for the year 2022 as follows.

Impacts Restated
2022 due to 2022
IFRS 4 IFRS 17 IFRS 17

Interest income 83,591 (76) 83,515
Interest expense (43,314) - (43,314)
NEt INTEIEST INCOME. . .ciiiiiiiiiiice bbb bbbt s e st be st b b n s 40,277 (76) 40,201
Fee and commission income 18,728 13 18,741
Fee and commission expense ... (2,663) 371 (2,292)
Net fee and commission income.... 16,065 384 16,449
INSUFANCE TEVENUE .......vvvveeeeeeeiiteeeeeeeette et e e e e et eeeeeeeataeeeeeeeeabaeeeeeeaassseeeeeeaaaseeseeeeaasssesaeesasssaeeeesaassssnsaeeaanssnnseeeansrnnees 2,614 12,491 15,105
Insurance service expenses (14,490) (14,490)
Insurance service results (Net insurance income) 2,614 (1,999) 615
Net financial income ..... (3,095) (191) (3,286)
Other operating income ... 1,337 (23) 1,314
Other net operating income (1,758) (214) (1,972)
Operating income 57,198 (1,905) 55,293
Operating expenses (26,911) 2,582 (24,329)
Bank levy (1,749) - (1,749)
Net impairment 144 - 144
Earnings before income tax 28,682 677 29,359
Income tax expense (9,809) (135) (9,944)
Net earnings from continuing operations 18,873 542 19,415
Discontinued operations held for sale, net of income tax .... 6,543 - 6,543
Net earnings 25,416 542 25,958
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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3. Significant accounting estimates and judgements in applying accounting policies

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

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year, are described below.
The Group based its assumptions and estimates on parameters available when the 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 59.

Macroeconomic outlook

The Icelandic economy has proven resilient during a period of challenging conditions characterized by persistent high inflation and high
interest rates following a sharp rise post-Covid. Having peaked at 10.2% in February 2023, inflation appears to be subsiding but at 7.7% it
is still well above the Central Bank’s inflation target of 2.5%. While private consumption has softened and unemployment begun to rise
slightly, neither development is likely to accelerate in a materially adverse manner. Despite the increased cost of borrowing, demographic
considerations have counteracted downward pressures on house prices resulting in only a modest reduction in real terms which is
expected to continue in the near to medium term. Ongoing seismic and volcanic activity in the Reykjanes peninsula is a source of
uncertainty and may necessitate material fiscal intervention by authorities.

Impairment of intangible assets

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

Revaluation of investment properties

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

4. The Group
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity Currency 2023 2022
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland .............cccocovviinieniinicnnene Holding company ISK 100.0% 100.0%
Landey ehf., Borgartin 19, Reykjavik, Iceland .............cccccvvvieniiiiniieeniccne. Real estate ISK 100.0% 100.0%
Leiguskjol ehf., Bjargargata 1, Reykjavik, Iceland ...........cccccooveiviiviniineiiinennns Rental guarantee ISK 51.0% 51.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland ............cccoceeviiiiiiiniicciccieee Asset management ISK 100.0% 100.0%
VISA island ehf., Borgartin 19, Reykjavik, Iceland ............cccccocevevreirnireennns Holding company ISK 100.0% 100.0%
Vordur tryggingar hf., Borgartin 19, Reykjavik, Iceland ............ccccooovvevieennnen. Insurance ISK 100.0% 100.0%

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

In September 2023 VISA island ehf. sold its entire shareholding in Visa Inc. with minor effects on the Consolidated Income Statement.

Arion Bank Consolidated Financial Statements 2023 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.

5. Operating segments

Markets & Stefnir

Markets & Stefnir comprise Asset Management and Capital Markets. Asset Management manages financial assets on behalf of its
customers according to a pre-determined investment strategy. Asset Management also administers pension funds. Asset management
comprises Institutional Asset Management, 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.

The corporate segment of the insurance subsidiary Vordur is part of Corporate & Investment Banking.

Retail Banking

Retail Banking provides a diverse range of financial services in 13 branches and service points across Iceland in addition to service centre
and 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.

The individuals segment of the insurance subsidiary Vérdur is part of Retail Banking.

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, Operations and Culture (new supporting unit in 2023) and Customer Experience. The information presented
relating to the supporting units does not represent an operating segment. A significant proportion of expenses from support functions is
allocated to operating segments in a separate line in the operating segment overview.
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5. Operating segments, continued
Retail Subsidi- Supporting
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 .......c.ceiieiieiieiie e 1,011 20,989 19,504 3,394 (251) 38 44,685
Net fee and commission income 5,494 4,906 4,612 771 169 437 16,389
Insurance service results .............ccocceeiiiiininininn, - (508) 718 - - (58) 152
Net financial income 74 687 783 (91) (65) (22) 1,366
Other operating income 6 ) 41 6 1,627 (84) 1,589
Operating iNCOME ........cooiiieiiiieiiee e 6,585 26,067 25,658 4,080 1,480 311 64,181
Operating EXPENSES ........cccuvvvieriierienee e (2,714) (1,479) (3,759) (757) (397) (16,595) (25,701)
Allocated EXPENSES .....cccvuviiieeeiiiiiiiie e siiiiiee e e (2,352) (4,141) (8,582) (1,252) (67) 16,394 -
BanK [EVY ...ooiiiiiieiiiie e (44) (586) (823) (353) - 10 (1,796)
Net iIMPaIrMENt .....c..vveiiee i (13) (950) (526) 6 128 7 (1,348)
Earnings before income tax ........ccccovvveiviieniinennnns 1,462 18,911 11,968 1,724 1,144 127 35,336
Net seg. rev. from ext. CUSIOMErS ........ccccvveevveeernnenne 2,005 36,578 49,681 (25,844) 1,747 14 64,181
Net seg. rev. from other segments .. 4,580 (10,511) (24,023) 29,924 (267) 297 -
Operating iNCOME ........cooiiieiiiie e 6,585 26,067 25,658 4,080 1,480 311 64,181
Balance Sheet
Loans t0 CUSIOMENS ....cccvvveiiieiieeeeeeeeeeeeeeeeeeeeeeeeee, 4,690 474,382 674,364 4 - (651) 1,152,789
Financial inStruments ..........cccoeeveeneeniesiec e 27,538 11,168 21,342 148,612 107 (3,061) 205,706
Other external aSSEtS ........ccccccvvvvrrrrrrrrrrrerrreereereeeennns 6,507 1,358 6,088 119,912 12,437 20,875 167,177
INternNal @SSELS ......cccvvviiiiiiiiiiiee e 57,584 - - 286,793 5,189 (349,566) -
TOtAl ASSELS ..vviiiviieiiiiei e 96,319 486,908 701,794 555,321 17,733  (332,403) 1,525,672
DEPOSIES oottt 84,424 309,145 362,517 40,257 - (3,633) 792,710
Other external liabilities ...........ccoceeieenieniiiiicieee 3,078 8,796 17,762 474,624 8,605 20,796 533,661
Internal liabilities ...........cooeeeeiiieieeeeeeeecs - 87,543 262,023 - - (349,566) -
Total liabilities ......ccceeviiiiiiiii e 87,502 405,484 642,302 514,881 8,605 (332,403) 1,326,371
Allocated EQUILY ...eeeiveeeiiieeeiiee e 8,817 81,424 59,492 40,440 9,128 - 199,301
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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5. Operating segments, continued
Retail Subsidi- Supporting
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 iNCOME ........coovieiiiiiiiiie s 3,033 20,061 19,626 (2,363) (65) (91) 40,201
Net fee and commission INCOME ..........cccocvvverveeennnen. 5,768 5,504 4,960 728 (592) 81 16,449
Insurance Service results .........ccvveeeeeeiiiieeeeesnciiiennn, - (639) 1,263 - 2) (@) 615
Net financial iINCOMe ..........cccccceiiiiiiiiiceee (44) (168) (709) (2,819) 685 (231) (3,286)
Other operating iINCOME ..........ceveeeiiiiiiiiee i 11 107 120 2 52 1,022 1,314
Operating iNCOME ........cooiiieiiiieiiee e 8,768 24,865 25,260 (4,452) 78 774 55,293
Operating EXPENSES ......vveviivieiiieeerieeenieeeeieeesieee e (2,282) (1,782) (3,675) (646) (279) (15,665) (24,329)
Allocated expenses ... . (2,001) (3,786) (7,881) (1,257) (31) 14,956 -
BaNK [EVY ...ooiiiiiieiiiie e (67) (557) (817) (319) - 11 (1,749)
Net iIMPaIrMENt .......uvviiiee e - 546 185 - 373 (960) 144
Earnings (loss) before income tax .......ccocceevveeennns 4,418 19,286 13,072 (6,674) 141 (884) 29,359
Net seg. rev. from ext. CUSIOMErS ........ccccvveevveeernnenne 3,030 27,367 44,596 (21,466) 898 868 55,293
Net seg. rev. from other segments .. 5,738 (2,502) (19,336) 17,014 (820) (94) -
Operating iNCOME ........cooiiieiiiie e 8,768 24,865 25,260 (4,452) 78 774 55,293
Balance Sheet
LOans t0 CUSIOMEIS ........vueieeeiieiiiiieee e, 622 445,748 638,916 90 74 (693) 1,084,757
Financial inStruments ..........cccoovveeiiieeiiiic e 32,204 7,886 19,362 134,729 1,869 (2,721) 193,329
Other external @SSets .........ccccvveeeiiiieiniie e 6,333 3,272 5,834 121,362 23,530 27,192 187,523
INternNal @SSELS ......cccvvviiiiiiiiiiiee e 56,949 - - 293,393 - (350,342) -
TOtAl ASSELS ..vviiiviieiiiiei e 96,108 456,906 664,112 549,574 25,473  (326,564) 1,465,609
DEPOSIES oottt 84,395 271,929 330,393 72,979 - (4,335) 755,361
Other external liabilities ............cccccoevviiniiiicee 2,783 15,464 16,327 451,460 8,145 28,113 522,292
Internal liabilities ...........cooeeeeiiieieeeeeeeecs - 92,465 257,877 - - (350,342) -
Total [labilities ..o 87,178 379,858 604,597 524,439 8,145 (326,564) 1,277,653
Allocated eqUILY ......coceeriiiiiiiieiee e 8,930 77,048 59,516 25,135 17,328 - 187,956
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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

6. Operations by quarters, unaudited

2023 Q1 Q2 Q3 Q4 Total
NEL INEEIEST INCOME ....vvveiiiiiiiiiiiiiteeetet ettt ee e e e e e eeeeeeereeeeeeeeaeaeeaeaeaaaaees 10,994 11,426 10,918 11,347 44,685
Net fee and COMMISSION INCOME ......ciiiiiiiiiiiieceieee e 4,451 4,187 3,848 3,903 16,389
INSUrANCE SEIVICE TESUILS ......ccueiiiiiiiiiieee et (721) 762 395 (284) 152
Net financial INCOME .......uuiiiiiiie e 796 (617) (183) 1,370 1,366
Other 0perating iNCOME ..........cocuiiiiiiie et 19 1,586 8 (24) 1,589
OPEratiNng INCOIME ...uiiiiiiiiiiiiiiee et e et e e e st e e e e s nnnanees 15,539 17,344 14,986 16,312 64,181
OPErating EXPENSES ......ccoiiiiieiieriie ittt et e e s e e s e sne e sre e see e (6,470) (6,009) (5,392) (7,830) (25,701)
BANK [EVY ..ttt et (449) (457) (468) (422) (1,796)
NET IMPAINMENT 1.ttt e e e e e s e e e s e sntbaeee s (52) (568) (741) 13 (1,348)
Earnings before inCome tax .......cccocveiiiiiiiiiii e 8,568 10,310 8,385 8,073 35,336
INCOME 18X EXPENSE ....oiiiiiiiiiiiiiiie e (2,287) (3,226) (2,274) (1,808) (9,595)
Net earnings from continuing OPerations ..........cccveveeviiiiiieeeesiiiiiee e 6,281 7,084 6,111 6,265 25,741
Discontinued operations, NEt Of taX ..........couiiiiiiiieiiiiiiiie e 10 7 20 (41) 4)
Net earnings 6,291 7,091 6,131 6,224 25,737
2022*

NEL INTEIESE INCOIME ..vvieiiiiiie et e e e e eaees 9,476 9,745 10,357 10,623 40,201
Net fee and COMMISSION INCOME .....ccuviiiiiiiiiiiie e 3,556 4,582 4,057 4,254 16,449
INSUrANCE SEIVICE FESUILS ..vvviiiiiiiiiiiee ettt e e e e (564) 924 487 (232) 615
Net financial INCOME .........oocuiiiiiiee e 1,120 (2,878) (1,476) (52) (3,286)
Other Operating INCOME .........uuuiiiiiiiiiiiie et e e e st e e e e seaaees 432 732 98 52 1,314
OPErating INCOME ..ccuiiiiiiiie ittt e et e et e st esneeeas 14,020 13,105 13,523 14,645 55,293
OPEratiNg EXPENSES ...vveiiieiuiiiiieeeeiitiitteessaibb e e e s sabbeee e e e s e eeeeeaabbbeeaeesansbbeeeeeas (5,577) (6,056) (5,222) (7,474) (24,329)
BANK TEVY ..ottt (393) (416) (444) (496) (1,749)
NEt IMPAITMENT ... (495) 186 42 411 144
Earnings before iNCOME X ......cooiiuiiiiiiiiiiiiiiiee e 7,555 6,819 7,899 7,086 29,359
Income tax expense .............. . (1,716) (3,588) (2,885) (1,755) (9,944)
Net earnings from continuing operations ...........ccccoceveviieiiee e 5,839 3,231 5,014 5,331 19,415
Discontinued operations, Net Of taX ..........cooocviiiiiiiiiiiiiee e 96 6,819 (6) (366) 6,543
NEE BAIMINGS .eeeeeiti ettt ettt ettt e e s 5,935 10,050 5,008 4,965 25,958

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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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7. Net interest income

2023 Amortized Fair value Fair value
Interest income cost thr. P/L thr. OCI Total
Cash and balances With Central BaNK ..............oeiiiiiiieiieie e e e 5,747 - - 5,747
Loans to Credit INSHIULIONS .........vviiieii e e et e e e e e e e e e e e e ee bt s e eeaees 1,462 13 - 1,475
LOANS £0 CUSTOMIEIS .. .ovviiiiiieiieeeeiee et e et e e e e e e e e e e e e e e e e e e e e eeasba e eeeeessbaaaeeaees 109,260 - - 109,260
Securities ... .. - 1,589 4,983 6,572
(043 T PSS PPPRRN 62 - - 62
=g =T T Lo o] (L PPPS 116,531 1,602 4,983 123,116
Interest expense
DIBPOSIES ...ttt aeas (46,268) - - (46,268)
{270 (01111 o [ PP PPPTT PP (22,189) (5,176) - (27,365)
Subordinated labilitIeS .............ooiiiiiie e (4,107) (544) - (4,651)
[© 11T T PP PP PPR R TOPPPPRIN (147) - - (147)
INTEIEST EXPENSE ..o (72,711) (5,720) - (78,431)
N TR =t A g oTo ] 1 =TS 43,820 (4,118) 4,983 44,685
2022*
Interest income
Cash and balances with Central BanK ...............ceuveeveeiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeee e, 3,334 - - 3,334
L0oans t0 Credit INSHIULIONS ......iiiiiiiiiiiee e e e et e e e e s 218 80 - 298
76,761 - - 76,761
- 446 2,542 2,988
134 - - 134
80,447 526 2,542 83,515
(22,751) - - (22,751)
(18,027) - - (18,027)
(2,338) - - (2,338)
(198) - - (198)
INTEIEST EXPENSE ..o (43,314) - - (43,314)
L] T AR =t AT g oTo ] 1 =TS 37,133 526 2,542 40,201

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Net interest income calculated using the effective interest rate method were 1ISK 117,334 million (2022: ISK 83,331 million).

Interest spread

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

Arion Bank Consolidated Financial Statements 2023
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8. Net fee and commission income
2023 2022*

Net Net

Income  Expense income Income  Expense income

ASSEt MANAGEMENT .....viiiiiiiiiiiiiee et 5,473 (591) 4,882 5,433 (596) 4,837
Capital markets and corporate finance ..........cccccceeveeeiiiciniiennnnn. 2,596 (36) 2,560 3,156 (43) 3,113
Lending and financial guarantees ...........ccccceeviiivreeeeeiiiieeee s 4,028 - 4,028 4,298 - 4,298
Collection and payment SEIVICES ..........cccevuervurerieenieiie e 1,586 (80) 1,506 1,520 (105) 1,415
Cards and payment SOIULION ..........ccuviviiriiiiiiiie e 5,523 (2,617) 2,906 3,443 (1,187) 2,256
(@1 ) USSR RSRUR 914 (776) 138 891 (680) 211
Commission expense from insurance operation ... - 369 369 - 319 319

Net fee and commission income 20,120 (3,731) 16,389 18,741 (2,292) 16,449

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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

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

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

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

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

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

9. Insurance service results
2023 2022*

INSUFANCE FEVEINUE .. ivvuiiiiiiieiiti e e et e e e tee e ettt e e e e e e e st ee ettt e e e ba e e et e s e sa e e aan e s s aaeesba e s s ba e s s b s e s saneessan e saaneesannsessnneessaeesrasereen 17,416 15,105

Incurred claims
Service expenses ....

(13,316)  (11,310)
(3411)  (2,978)

INSUFANCE SEIVICE EXPENSES ....uviiiiiieiiiiiittte et ittteeeeeaaasateeeeesaastseeeeee s e ttbe et aessassbbeeeeeaasbseeeeeeasbbeeeeeesanbbbeeaeesaanbbbeeeeeannnes (16,727) (14,288)
Net expense from reinsurance CONtraCcts NEIA ...........coooiiiiiiiii i (537) (202)
INSUFANCE SEIVICE FESUILS .oiiiiiiiiiiiiei ittt e ettt e e 4ottt e e e e a bt e e e e e ettt e e e et e et e e e s ae b e e e e ennaes 152 615

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Operation results of Vérdur

Vordur's operation resulted in a profit of ISK 840 million with a return on equity of 8.7% for the year, compared with loss of ISK 195 million in
2022 and a negative return on equity of 2.1%.

2023 2022*

Insurance service results 152 615
Insurance revenue elimination ... 386 425
Insurance service results according to the Financial Statements Of VOrdur ...........cc.ooeoiiiiiiiiiiiie e 538 1,040
LAY ZSS] 1 4 T=T 010 =] (U 1,080 (1,185)
Net financial 0SS from INSUFANCE CONLIACES .........iiiuiiiiiiieiiie ettt e e e e sb e e tne e (607) (32)
TOLAl INVESTMENT FETUIM ..ottt etttk etk e 1 et e e a et e sttt e e st e e e et e e ee et e e s et e et et e et e e e e ineeenneennne 473 (1,217)
(@43 LT (el o L= T PO PP PP U PP PPPPPRPOPRPN 11 8
Earnings DEfOre INCOME TAX ....oiiiiiiiiiii ittt et e e s e e bt e e ekt e e nab e e e st eeanbeeennnee 1,023 (169)
[[aToTo] 1 (T =V O P OO PP P PP RPPPPPPRPOE (183) (25)
Net earnings .... 840 (195)
Combined ratio
Combined ratio of Vordur, including insurance revenue from the GroUP ...........cooviiiiiiiiiiiiiiieee e 97.0% 93.3%
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
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10. Net financial income

2023 2022*

Net gain (loss) on financial assets and financial liabilities mandatorily measured
at fair value through profit or loss ........... 1,167 (510)
(Loss) gain on prepayments Of DOTTOWINGS .......uviiiiiiiiiiie ettt e s e e e e e e e s bbbt e e e s st reeeeeennnes (89) 14
Net loss on fair value hedge Of INTEreSt FAtE SWAP ......cccouuiiiiiieiiiie ettt ettt ettt e e e e s (45) (908)

Net realized gain (loss) on financial assets carried at fair value through OCI and
reclassification from OCI EQUILY FESEIVE ........ccuiiiiiiiiiii ittt st seeesieesaee e 20 (2,099)
Net financial 10SS from INSUFANCE CONTACES ......uiiiiiiiiiiiiie ittt ettt s bbbt e e e e st b e e e e s e bt e eeeesansbbaeeaeessnsanees (607) (190)
Net foreign exchange gain 920 407

Net financial income 1,366 (3,286)

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

Equity instruments 586 (1,104)

Debt instruments 896 (654)
DIBIIVALIVES ...ttt ettt e ettt e et e e e b e e he e e e et et oo h e e eE e e e R e e Rt e R e e R e e e ae e et e bt e b e e nae e et e e ne e nreeseeeene e (315) 1,248
Net profit (loss) on financial assets and financial liabilities

mandatorily measured at fair value through profit Or I0SS .....c.uueiiiiiiiiii s 1,167 (510)
Net loss on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging iNStrUMENLS ............eeviiiiiiiiiiee i 6,645 (14,855)
Fair value change on bonds issued by the Group attributable to interest rate risk ............cccoccoiiiiiiinnii i (6,690) 13,947
Net loss on fair value hedge Of INTEreSt Fate SWaAP .......uuiiiiiiiiiiiie et e e s e sbeeeeeeaes (45) (908)

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Net realized gain (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 2022 on net earnings after tax was ISK 1.4 billion but with zero effect on total equity.

11. Other operating income 2023 2022*
Fair value changes on investment property . 1,569 24
Net (loss) gain on disposal of assets ........ 1) 722
Net (loss) gain on assets held for sale ... (@) 129
Share of (loss) profit of associates and profit from sale . (70) 270
Other income ... 98 169
Other OPErAtING INCOMIE ...ttt ettt e bt e ek et e kbt e e e bt e e sb et e s e e e st e e ekt e et bt e e nebe e e nabeeenaneeeas 1,589 1,314
Net (loss) gain on assets held for sale
Net (loss) income from real estates and OthEr @SSELS ...........ccoiiiiiiiiiii i - 141
Expense related to real estates and OtNEI @SSELS .......cc.iiiiiiiiiiiii ittt (@) (12)
Net (Ioss) gain on assets held fOr SAIE ... @) 129

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

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

Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions

31



. . . ‘V ‘k

Notes to the Consolidated Financial Statements

12. Operating expenses 2023 2022*
Salaries and rElAtEd EXPENSES .......cciiiiuiiiieiiiiit ettt e e ettt e e s st b e e e e e aae et e e s s aa bbb et e e e e aasbeeeeeeasbbb e e e e s aanbbb e e e e e e nnneeeas 16,777 15,856
Other OPEIAtiNG EXPENSES .......uiiiiuiiie ittt ettt et e et e e e bt e ok bt e ook bt e o1k bt e aat et e st e e e ab e e e bb e e e abbe e e sb bt e e anbeeeanteeennnee 11,968 11,131
Operating expenses from INSUFANCE OPEIALION ..........ueiiieiiiiiiiieee ettt e e e sttt e e e st e e e e s ibe e e e e e s abbb e et e e s s abbbeeeeesssnnenees (3,044) (2,658)
(@] o L= = AT o A= o T=T o TST =T PRSP OUPPPPROE 25,701 24,329
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

13. Personnel and salaries

2023 2022

Number of employees
Average number of full-time equivalent positions during the YEAr ............oocuuiiiiiiiiiiiieee e 794 759
Full-time equivalent positions at the end of the year 822 781
Salaries and related expenses
Y= 1= T =TT RTRN 11,832 10,812
INCENEIVE SCREIME ...ttt ettt sa e e e e e e aaeeeeaeeaaaaeeaaaaaaaaees 1,041 1,236
Share-based payment expenses .. 197 279
Defined contribution PENSION PIANS .......eiiiiiiiiiiie ittt et s ettt e sttt e et e e e et e e enbe e e sabeeesnbeeesbneeanee 1,895 1,789
SAIANY-TEIALEU EXPENSES ...iiiiiiiiiiiie ettt ettt e e e ettt e e e s s bbbt e e e s s bbbt e e e e e aa bbb et e e e e as s bbbt e e e e e an b bbbt e e e e e abbbeee e e e bbb e eeeeeannbren 1,812 1,740

16,777 15,856

Salaries and related expenses

Remuneration to the Board of Directors

2023 2022
Fixed Additional Fixed Additional
remuner-  remuner- Pension remuner-  remuner- Pension

ation* ation** contribution Total ation* ation** contribution Total
Brynjélfur Bjarnason, Chairman .................... 13.1 10.7 2.7 26.5 12.4 9.1 1.8 23.4
Paul Richard Horner, Vice Chairman ............ 13.6 12.0 - 25.6 12.2 10.3 - 22.5
Gunnar Sturluson, Director ..........ccocceveveveenns 6.5 9.3 1.8 17.7 6.2 8.6 1.2 16.0
Kristin Pétursdottir, Director ............ccceeeuve.. 5.2 6.1 1.3 12.6 - - - -
Liv Fiksdahl, Director ...........cccccceevueevveeireenenns 10.0 10.7 - 20.6 9.4 9.6 - 19.0
Steinunn Kristin Thérdardéttir, Director . . 9.9 9.3 2.2 21.4 9.1 8.6 1.5 19.2
Alternate directors of the Board ..................... 1.1 0.4 0.2 1.6 0.3 0.6 0.1 1.0
Total remuneration ...........ccecvveeeeeiiinnnens 59.4 58.4 8.2 126.0 49.6 46.8 4.6 101.0

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

** Additional remuneration represents Board Member compensation for their participation in Board Committees.

Remuneration to key management personnel

2023 2022
Performance- Performance-
based Pension based Pension
Salaries payments contribution Total Salaries payments contribution Total
Benedikt Gislason, CEO ..........ccccccevieiieninns 68.0 8.0 10.7 86.7 67.2 9.1 10.9 87.2
Eight members of Executive Committee* ..... 356.2 34.2 55.1 445.5 321.7 24.5 49.2 395.4
Former members of Executive Committee .... 10.9 6.2 2.5 19.5 28.9 13.9 6.2 49.0
Two other key employees ..........ccceevevveieeenns 58.6 - 8.9 67.5 24.8 - 3.8 28.5
Former other key employees ...........c.ccccceveeee. - - - - 21.3 - 3.2 245
Total remuneration .........c.ccceevvveenineene 493.7 48.4 77.1 619.2 463.9 47.4 73.3 584.6

* Members of the Executive Committee are listed in Note 43.

Board Members receive remuneration for their involvement in board committees. In addition to 13 Board meetings (2022: 13) during the
year 7 Board Credit Committee meetings (2022: 5), 5 Board Audit Committee meetings (2022: 6), 9 Board Risk Committee meetings (2022:
8), 5 Board Remuneration Committee meetings (2022: 5) and 4 Board Tech committee meetings (2022: 4) were held.

The 2023 Annual General Meeting of the Bank held on 15 March 2023 approved the monthly salaries for 2023 for the Chairman, Vice
Chairman and for other Board Members of amounts ISK 1,100,000, ISK 825,000 and ISK 550,000 (2022: ISK 1,050,000; 787,500; 525,000)
respectively. Alternate Board Members receive a payment of ISK 550,000 per year and ISK 275,000 for each meeting attended (2022: ISK
262,500 per meeting, up to a maximum of ISK 525,000 per month). Board members residing outside of Iceland receive a further ISK
350,000 for each Board meeting they attend in person. In addition, it was approved to pay Board Members who serve on board committees
of the Bank a maximum of ISK 225,000 (2022: ISK 210,000) per month for each committee they serve on and the Chairman of the board
committees ISK 337,500 (2022: ISK 315,000).
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13. Personnel and salaries, continued

Incentive schemes

In 2023 the Group revised the provision for the incentive scheme which resulted in a ISK 1,354 million in provision, including salary-related
expenses (2022: ISK 1,606 million). At the end of the year the Group's accrual for the incentive scheme payments amounted to ISK 2,113
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. Of this 25%, a total of 60% will be delivered immediately but is subject to a 3-year lock-up period. The
remaining 40% is delivered in four to five years’ time. 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. Stefnir hf. has a special incentive
scheme where other criteria are used as a basis.

Share-based payment expense

Arion Bank has in place a share option plan for all employees of the Bank, Vordur and Stefnir, approved at the Banks annual general
meeting. A total expense of ISK 197 million was recognised in the Income Statement during the year (2022: ISK 256 million). Estimated
remaining expenses due the share option contracts are ISK 341 million and will be expensed over the next three years. For further
information on the share option program, see Note 37.

14. Other operating expenses 2023 2022
(I (0 1=] T TP PP PPPPPPPRPPPP 4,631 4,429
oo {oT (o] g b= YT A VAo T 1,271 1,083
=T o PP PP PPRPN 1,167 1,144
HOUSING EXPEINSES ...ttt ettt s h et e e et e e h e e b e e ae e et e e s e e b e e s aeesee e e s b e e heenhe e seeeean e e ne e s e e eneeeaes 599 680
Other admMiNISIrAtION EXPENSES .....oiiuuuiiiiiiiiiiiiit e ettt e e e st e e e e e sttt eeee e s st bbb et e e e s abbbeeeeeaaasbbeeeeeaasbbeeeeessasbbeeaaessnnnbnees 2,414 1,938
Depositors' and INVestors' GUAraNtee FUNG ............ciiiiiiiiiiieiie et - 138
Depreciation and impairment of property and @QUIPIMENT ..........uiiieiiiiiiiiie ettt et e e s s s ssbeeeeesannnee 550 505
Depreciation Of Mgt Of USE @SSEL ........coiiiiiiiiiie ettt st e e e s e e s e e e e sre e 134 118
AmOortization Of INTANGIDIE @SSELS .........uiiiiiiiiiiiii et e e st e e e e e bt e e e e e atbb et e e e s s abbbeeeeeesnnnnnees 1,202 1,096

Other operating expenses 11,968 11,131

Auditor's fee

Audit and review of the Consolidated Financial Statements for the relevant fiscal year ...........ccccceeeiiiiiiiiieeiniiiiennnn, 176 168
Other audit related services for the relevant fiSCal YEar ............ccciioiiiiiiiiiiie e 23 15
Other SEIVICES fTOM @UAITOIS ... .cuiiiiiiie ettt ettt s et e st e e ekt e e e e e et e abneeaabneeenene 5 6

204 189

Auditor's fee

15. 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.

16. Net impairment

2023 2022
Net impairment on financial instruments and value changes on loans
Net impairment on loans to customers and financial INSHIULIONS .............ccoiiiiiiii e (1,735) (158)
Net impairment on other financial INStrumMents at FVOCH .........cuuiiiiiiiiiiieeee e 2 8
Other value changes of l0aNS - COMPOTALES ..........c.uiiiiiiiiiiie e 24 137
Other value changes 0f [0aNS - INIVIAUAIS ..........ooiiiiiiiiii e 361 157
=T T e a] o F= U g 1 T=T o | T PP PUPPTPTPPPN (1,348) 144
Net impairment by customer type
[LaTe 1AV o [ =1L PO PSP PP PP PO R TPPPPPPPPIO (417) 321
(0] 1o 10] = 1 (=T P PP PPOUPPPUPROt (931) a77)
LT a 0] oF= U 1= oL PO PO PP PP PPPT PSPPI (1,348) 144

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.
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17. Income tax expense

CUITENT EAX EXPEINSE ..eeetieitieenteesteeeueeaseeaseeaseeasteaateesaeeaste e beaateesseeameeameeanseanseeaseesseeasbeanbeenaeesseeannas
(DY (T (=T N e D =) (o 1= T T TP P PP OPPPPPPN
INCOME tAX EXPEIISE ..ueiiueieiiieitieetee et te e bt e steesteeesee e et asseeaseeaseeemeeameeanbeeabeesbeeanseanteanseenseanseeaneeans

Reconciliation of effective tax rate
Earnings before iNCOME TaX .......ocuviiiiiiiiiiiiiie et e s nbaeee e

Income tax using the Icelandic corporate taX rate ...........coeeeviiieeeiiiiiiiieee e
Additional 6% tax on Financial Undertakings ...........cccoceiuiiiiiiieiie i
NON-AEdUCHIDIE EXPENSES ...ttt e e e e s e e e e e ennae
TaxX eXemMPt FEVENUES / 10SS .....cccuiiiiiiiiiii i
Non-deductible taxes (BanK I8VY) ........uuiiiiiiiiiiiiee it e e e e
Tax incentives not recognized in the Income Statement ............ccovvieeiiiieiiie e
OLhEI CRANGES ..ottt e et e e e s st bt e e s s s bbb e e e e e essnbneeeessannnnes

| =T YN € N - L= PP SPRS

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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.

18. Discontinued operations held for sale, net of income tax

Net (loss) gain from discontinued operations held for Sale ...........cccccevviiiiiiiee i
INCOME tAX EXPEINSE ....eeiuiiieiiiiie ettt ettt ettt e st ettt e ettt e ese e e es et e sa bt e e s be e e e bt e e e neeeeneeeenneeasneeennneas
Discontinued operations held for sale, net of INCOME taX .....cc.eveiiiiiiiiiiiiiii e

In 2022 Arion Bank sold its 100% shareholding in Valitor hf. The financial effects from the sale,
recognized in the Income Statement. Net earnings of Valitor was ISK 627 million.The operating

2023 2022*
.............................. 9,389 8,804
.............................. 206 1,140
.............................. 9,595 9,944
2023 2022*
35,336 29,359
20.0% 7,067 20.0% 5,872
5.7% 2,015 5.4% 1,903
0.2% 57 0.3% 103
0.2% 69 3.7% 1,300
1.0% 359 1.0% 350
(0.5%) (161) 1.0% 353
0.5% 189 0.2% 63
27.2% 9,595 33.9% 9,944
2023 2022
.............................. @ 6,690
.............................. 3 (147)
.............................. @ 6,543

less cost to sell, was ISK 5.6 billion and was
effects of Sélbjarg ehf. and Stakksberg ehf.

in 2022, both subsidiaries of Eignabjarg, were mainly due to fair value changes of underlying assets.

19. 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*
Net earnings attributable to the shareholders of Arion Bank .......... 25,759 19,402 4) 6,543 25,755 25,945

Total compreh.income attributable to the shareholders 26,441 19,306

Weighted average number of outstanding shares (millions) .......... 1,447 1,491
Weighted average number of outstanding shares

including warrants and options (Millions) ...........cccoccceeviiieiicenne 1,525 1,576
Basic earnings per share (ISK) .......ccccooviiiiiiiiiiicccccee 17.80 13.01
Diluted earnings per share (ISK) ......coocvieiiiiiiiieiiiec e 16.89 12.31
Basic comprehensive income per share (ISK) .........ccccceeeeenee. 18.28 12.95
Diluted comprehensive income per share (ISK) .......c.ccccevvneene 17.34 12.25

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Arion Bank Consolidated Financial Statements 2023

34

(4) 6,543 26,437 25,849

1,447 1,491 1,447 1,491
1,525 1,576 1,525 1,576
(0.00) 4.39 17.80 17.40
(0.00) 4.15 17.00 16.46
(0.00) 4.39 18.27 17.34
(0.00) 4.15 17.34 16.40

Amounts are in ISK millions
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Notes to the Consolidated Statement of Financial Position

20. Cash and balances with Central Bank 2023 2022
[@F=1] g 1] g T £ 1= 2 T R 4,190 3,877
Cash with Central Bank . . 82,179 102,821
Mandatory reserve deposit With CeNtral BANK ............c..iiiiiiiiiiiiiiiee et e e e e e e nnaeas 15,726 7,420
Cash and balances With CENTIal BANK .........cciiiiiiiiiiiiieiiieie et e e e et e e e e s e et e e e e e e eaaa e e e e saeaabnaes 102,095 114,118

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.

21. Loans to credit institutions 2023 2022
S Fo T a1 = ot oo LU ) PP PP PPPPPPPPPPPPRY 28,624 43,433
(@1 01T ToT= T I RN 211 2,068
(o= I (o I o] €=t [ AT a3 (1 U LT Y F PR 28,835 45,501

22. Loans to customers Individuals Corporates Total

Gross Gross Gross

carrying Book carrying Book carrying Book
2023 amount value amount value amount value
OVEIAIATLS ...veiieiicciiec ettt et 13,840 13,232 43,013 42,129 56,853 55,361
Credit CArdS ...vviiiiee ettt 15,972 15,783 2,062 2,010 18,034 17,793
MOrtgage [0aNS ........ceoiiiiiiiiie e 550,269 549,371 68,840 68,277 619,109 617,648
CONSLIUCHION TOANS ...vvveiiiiiiiiiiee e eeeaaaa - - 49,267 49,031 49,267 49,031
CaPItal IBASE ...eeveeeiieeiieeee ettt e 2,352 2,331 6,893 6,832 9,245 9,163
Other loans . 29,184 28,427 379,648 375,366 408,832 403,793
LO@ANS 1O CUSTOMEIS ...iiiiieiie e e e e e e e 611,617 609,144 549,723 543,645 1,161,340 1,152,789
2022
OVEIAIATLS ..vveiiieieciie ettt et 14,893 14,369 33,369 32,571 48,262 46,940
Credit CArdS ...vviiiiee ettt 14,304 14,155 1,838 1,792 16,142 15,947
MOrtgage [0aNS ........ceoiiiiiiiiie e 514,007 513,605 60,528 60,424 574,535 574,029
CONSLIUCHION TOANS ...ovveiiiiiiiiiiee e eeeaaaes - - 29,227 28,893 29,227 28,893
(O U 1= TSRS 4,107 4,089 4,163 4,131 8,270 8,220
Oher 08NS ...ttt 36,835 36,153 378,402 374,575 415,237 410,728
LO@ANS 10 CUSTOMEIS ..neiiieeiieeeee e e e e e e eaes 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 359 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.

23. Financial instruments 2023 2022
1270 ao S VaTo e [= o] T 1) 110 4 1=] | PSS 157,197 138,174
Shares and equity instruments with variable INCOME .............oiiiiiiiiii e 17,656 17,733
{012 Y 1LV PR 6,602 9,516
Securities used for @CONOMIC NEAGING .......vriiiiie ettt et et e st e st e e et e e e e e enaes 24,251 27,906
FINANCIAI INSTIUMENTS ..ottt e e ettt e e e e et e e eeeeesee et teeee e e s aaaa e e e e e eaasaa e eessssbbansaeesssssaanaeeeessraes 205,706 193,329
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24. Financial assets and financial liabilities

2023

Financial assets
Loans

Cash and balances with Central Bank ............c.c.ueeiiiiiiiiiie e earee e
LOaNS t0 Credit INSHIULIONS .. ...iiiiiiiiiiiee e e e st e e e e nnbaees
[0 T T LSRN (oI 013 (o] 1= RPN

Bonds and debt instruments

[ (=T SRR
(811153 (o TSP SPPPPRP
Bonds and debt iNStIUMENTS ......coiiiiiiiiiie et e e e e e e s earraaeeeas

Shares and equity instruments with variable income

Bond funds with variable income, UNlISted ............cuuiiiiiiiiiiiiee s
Shares and equity instruments with variable iNCOMe .........ccooiiiiiiiiiiii e

Derivatives
OTC AEIVALIVES ...vveeiieeieiiiiie ettt e e e ettt e e e e et bbb et e e e s aabb b et e e e e st e eeeeeensbbaeeeas

Derivatives used for hedge aCCOUNTING .......cooviviiiiieiiiiiiii e
(D= Y LAV TP

Securities used for economic hedging

Bonds and debt inStruments, lISTEA ............oiiiiiiiiiiiiiiee e
Shares and equity instruments with variable income, listed ...
Securities used for economMic hedgiNg ......uvviiiiiiiiiiie e

Other financial assets

ACCOUNES TECEIVADIE ...ttt e st e
Other fINANCIAL BSSELS .....vvieiiiiiiiie e
Other fINANCIAI @SSELS ...iiiiiiiiiiii e
FINANCIAI @SSEES ...ttt e s e et e e e e e

Financial liabilities

Due to credit institutions and Central Bank .............ccocvieiiiioiiiiiniieeeeeceeccee e
DBPOSIES ..t
Borrowings * ..
Subordinated AaDIITIES * .......oooiiiiiiii e
Short POSItION 1N DONAS .......viiiii e
DEIIVALIVES ...ttt ettt et e e e e e e e e e e e e e
Derivatives used for hedge aCCOUNTING ........c.uiiiiiiiiiiiiiie e
Other financial IAbIlItIES .........ccooiiiiiiiiii e

Financial liabilities

* Including effect from hedge accounting derivatives.
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Manda-

Fair value torily at

Amortized through  fair value
cost OCl thr. P/L Total
102,095 - - 102,095
28,835 - - 28,835
1,152,789 - - 1,152,789
1,283,719 - - 1,283,719
- 129,564 27,059 156,623
- - 574 574
- 129,564 27,633 157,197
- - 7,093 7,093
- - 9,961 9,961
- - 602 602
- - 17,656 17,656
- - 4,539 4,539
- - 2,063 2,063
- - 6,602 6,602
- - 2,195 2,195
- - 22,056 22,056
- - 24,251 24,251
1,765 - - 1,765
10,423 - - 10,423
12,188 - - 12,188
1,295,907 129,564 76,142 1,501,613
2,771 - - 2,771
792,710 - - 792,710
420,460 - - 420,460
41,279 - - 41,279
- - 61 61
- - 2,332 2,332
- - 9,253 9,253
10,790 - - 10,790
1,268,010 - 11,646 1,279,656

Amounts are in ISK millions
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24. Financial assets and financial liabilities, continued
2022* Manda-
Fair value torily at
Financial assets Amortized through fair value
OClI thr. P/L Total
Loans
Cash and balances with Central BanK .............cooeiiiiiiiiiiieiiieeiiee e e e 114,118 - - 114,118
Loans to credit INSHULIONS .........oooeiiiieeeee e aeeees 43,433 - 2,068 45,501
Loans to customers ... 1,084,757 - - 1,084,757
(e F- T [T OPROR PR RRORRRT 1,242,308 - 2,068 1,244,376
Bonds and debt instruments
[T (=T OSSR PPROY 115,806 21,390 137,196
[T TE] (o PP SPPPPRR - 978 978
Bonds and debt iNSTTUMENTS ......oouuiiiiiiiie e e 115,806 22,368 138,174
Shares and equity instruments with variable income
- 6,429 6,429
- 9,709 9,709
- 1,595 1,595
Shares and equity instruments with variable inCOMe .........cocvvviiiiiiiiiiii i - 17,733 17,733
Derivatives
OTC AEIVALIVES ...uvviieeeeeiiiiee e ettt e et e e e e e e e e e e et e e e e s e s tb e et e e e s ssbbeeeeeesnnnsaaeeeeessnaeeens - 9,448 9,448
Derivatives used for hedge aCCOUNTING .......cooiiuiiiiieiiiiiiie e - 68 68
DEIIVALIVES ...ttt aaraaraaaaaaaaaaaaes - 9,516 9,516
Securities used for economic hedging
Bonds and debt instruments, listed - 3,890 3,890
Shares and equity instruments with variable income, listed - 24,016 24,016
Securities used for economMic hedgiNg .....uveviiiiiiiiiiiie e - 27,906 27,906
Other financial assets
ACCOUNES FECEIVADIE ... - - 1,308
Other financial assets ... - - 3,412
Other financial assets - - 4,720
FINANCIAI BSSEES ..oiiiiiiiiiie ettt e ettt e et e e st e e e sab e e e ssbeeesssaeessaeeenaeeennns 1,247,028 115,806 79,591 1,442,425
Financial liabilities
Due to credit institutions and Central BanK ...........cccoviiiiiiiiiiiiiiiieeiiieee e 11,697 - - 11,697
[ D=7 o 10 1] £ PP PP PP PPPPTPPPPPP 755,361 - - 755,361
BOITOWINGS ¥ .o ettt e ettt ettt e e ettt e e e e e bbbt e e e e e s bbb et e e e s e bbb eeeeeeaassbbeeeeeasnnneaeeesannnnen 392,563 - - 392,563
Subordinated HabilitIES ** .........ciiii 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 NeAgiNg .........ccoveeiriiiiiiiieiiie e - 11 11
[0 ) = LAV - 4,730 4,730
Derivatives used for hedge aCCOUNTING ........c.uiiiiiiiiiiieiie e - 16,256 16,256
Other financial iabilities .........coooii e eeeeees - - 6,527
FINANCIAl lHADITITIES ...eeiiiiiiieiie e e e e e e e et s e e e e eeaaaans 1,213,479 - 20,997 1,234,476

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
** Including effect from hedge accounting derivatives.
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24. 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
2023 OClI thr. P/L Total
Financial and iINSUFANCE GCHIVILIES .......coiiiiieie et e et e e e e e e e e e e e e ea et s e e e s eeabaseeeseenenns 1,386 10,363 11,749
[T o] oY =T ox (o PSP PRPPR 128,178 14,077 142,255
(7014 0 Jo] £= 1 {=1 TP TP PO P PO PP OPPPPPPPPINE - 3,193 3,193
Bonds and debt inStruments at fair VAIUEG .........oooiiiiiiiiiiiiieeeeeee e 129,564 27,633 157,197
2022
Financial and iNSUIANCE ACHIVILIES ........cccciiiieiiieieiiie ittt b e eeeeeeeeeseeeeeeeeeeeeeseeaaeeeeaeaaaaeees 18,898 9,967 28,865
[ odU] o] TR Y=Tox (o O URTRRRY 96,908 9,319 106,227
(7014 0 Jo] £= 1 L=T T PP PO PPUP PP PPPPPRPPPINE - 3,082 3,082
Bonds and debt inStruments at fair VAIUE .......c.oooiiiiiiiiiiiiie e 115,806 22,368 138,174

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

25. 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

2023

Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSITUMENLS ........ccccuiiiiieeiiiiiii et e e et e e e e e e e s st e e e e e ssaaaeeeeeaanes 153,485 3,685 27 157,197
Shares and equity instruments with variable iINCOmMe ..............cccoiiiiiiin e 7,082 6,979 3,595 17,656
[0 ) = LAV - 4,539 - 4,539
Derivatives used for hedge aCCOUNTING ........c.uiiiiiiiiiiieiie e - 2,063 - 2,063
Securities used for econOMIC NEAGING ........eviiiiiiiiii e 23,848 403 - 24,251
INVESTMENT PIrOPEILY ...oviiiiiiiiiiiiie et r e e s eibaes - - 9,493 9,493
F XTSRRI A = T 2 11U = R, 184,415 17,669 13,115 215,199

Liabilities at fair value

Short position in bonds 61 - - 61
[0 ) = LAV - 2,332 - 2,332
Derivatives used for hedge aCCOUNTING ........c.eiiiiiiiiiiiiie e - 9,253 - 9,253
Liabilities at fair VAIUE . ....ooveeiiiicce e 61 11,585 - 11,646
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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25. Fair value hierarchy, continued
2022
Assets at fair value Level 1 Level 2 Level 3 Total
LoaNnSs t0 Credit INSEULIONS .. ....ovveeeeeeee ettt e e e e et e e e e e et e e e e e s e eeabeseeeeees - 2,068 - 2,068
Bonds and debt iNSIIUMENES ........iiiiiiiiiii et e e e e e e e e eeaaas 135,126 2,946 102 138,174
Shares and equity instruments with variable income 5,214 10,587 1,932 17,733
Derivatives - 9,448 - 9,448
Derivatives used for hedge aCCoOUNtING ..........cccoiiiiiiiiiienie e - 68 - 68
Securities used for eCoNOMIC hEAGING ......oouvviiiieiiiiiiie e 27,906 - - 27,906
INVESTMENE PrOPEITY ...t - - 7,862 7,862
F Y -\ = L2 | [V 168,246 25,117 9,896 203,259
Liabilities at fair value
Short position in equity used for economic hedging ...........ccoooviiieriiiiiiie e 11 - - 11
[T Y= L1\ VZ= RS - 4,730 - 4,730
Derivatives used for hedge aCCOUNTING .......c.oociuiiiiieiiiiiiii e - 16,256 - 16,256
Liabilities at fair VAIUE .........oooiiiiiiii e enaeneeenneeneees 11 20,986 - 20,997

Transfers from Level 1 to Level 2 amounted to ISK 697 million during the year (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.
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25. 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
2023 property Bonds Shares Total
Balance at the beginning Of the YEar ... 7,862 102 1,932 9,896
Net fair value changes . 1,569 (72) 652 2,149
Yo [0 [11Te] o TSRS 62 - 1,858 1,920
[ D 1] o Jo Y= 1L TP P P PPPRTN - 3) (975) (978)
Transfers iNT0 LEVEI 3 ... ettt e e e e e e e e e e e e s s ntba e e e e e s ennaees - - 128 128
Balance at the end of the year 9,493 27 3,595 13,115
2022
Balance at the beginning Of the YEar ... 6,560 97 3,808 10,465
Net fair value changes . 26 6 135 167
X o 11 o] o TSR SPPPPRR 49 - 29 78
[ D 1] o Jo Y= 1L TP P P PPPRTN 7 Q) (1,907) (1,915)
Transfers from held for SAlE ASSELS ........coovvvviiiiiiiieeeee e, 1,234 - - 1,234
Transfers out of Level 3 - - (133) (133)
Balance at the end Of the YEAr ........coiuiiiiiii e 7,862 102 1,932 9,896
Line items where effects of Level 3 assets are recognized in the Income Statement
2023
Net fINANCIAl INCOME .......oiiiiii e - (72) 652 580
Other operating income 1,569 - - 1,569
Effects recognized in the Income Statement ..o 1,569 (72) 652 2,149
2022
Net fiNANCIAI INCOME ... e e e e e s st e e e e s sbbbeeaeeas - 6 135 141
Other operating INCOME .........cciiiiiiii e 24 - - 24
Effects recognized in the Income StatemeNnt .........cocovviiiiiiiiiiiiece e 24 6 135 165
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25. Fair value hierarchy, continued

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

2023
Financial assets not carried at fair value

Cash and balances With Central BANK ...........c..uuiiiiiiiiiiiee et e e e e e e e ssbaa e e e e s sneraeeee s
LOANS 10 Credit INSHIULIONS ....uiiiiiiiiiiiiie et e et e e e e s et bt e e e s s st b b e e e e e e s nabeeeeeannnnns
Loans to customers ...
Other financial assets ...

Financial assets not carried at fair VAIUE ........c.c..oviiiiiiiiiiiic et e e e e e

Financial liabilities not carried at fair value

Due to credit institutions and CeNtral BANK ..............uiiiiiiiiiiiieeiiiiiie et s s e e s e e siareeeesannnae
DIBPOSIES ...ttt et E e R e e et e e n e e e see e e e e e e
22T (01111 T [T P PP PP PPPPPPRTPIRE
YU Lo ToT o [T Po =To B T Lo 11T SRR SSUUPRRINY
Other financial liabilities

2022*

Financial assets not carried at fair value

Cash and balances With CeNtral BANK ............couiiiiiiiiiiiieiiie et
LOANS tO Credit INSHEULIONS .......viiiiie ettt ettt e e
(0T Ta T o ot U 1) o] 4 1= U OSPSSRSRRT
Other fINANCIAL BSSELS ......eiiiiii ittt s et e st e e e e e e e e nnee s
Financial assets not carried at fair VAIUE .........cooiiiiiiiiieieeeeeee e

Financial liabilities not carried at fair value

Due to credit institutions and CeNtral BANK ..............uiiiiiiiiiiiieiiiiiiie ettt e e s e s saaeeeeesennnae
DIBPOSIES ...ttt h et h et E e R s e e n e et e e b e s e e see e e e e nree e
Borrowings ....
YU Lo ToT o [T Po =To B T Lo 11T SRR SSOUPRRINY
Other fiNANCIAl TADIIILIES .......eeiiiiiiiiii et e e e st e e e e et e e e s s abbbeeeeesanbbees

Financial liabilities not carried at fair VAU ...........cccviiiiiiiiiiiie e

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Carrying Fair Unrealized
value value gain (loss)
102,095 102,095 -
28,835 28,835 -
1,152,789 1,145,363 (7,426)
12,188 12,188 -
1,295,907 1,288,481 (7,426)
2,771 2,771 -
792,710 792,710 -
420,460 419,008 1,452
41,279 41,154 125
10,790 10,790 -
1,268,010 1,266,433 1,577
114,118 114,118 -
45,501 45,501 -
1,084,757 1,017,671  (67,086)
4,720 4,720 -
1,249,096 1,182,010 (67,086)
11,697 11,697 -
755,361 755,361 -
392,563 387,882 11,137
47,331 48,310 (979)
6,527 6,527 -
1,213,479 1,209,777 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.

Derivatives
2023

Forward exchange rate @grEEMENES .......couuieiiiieiiie et e ettt ettt et e et e e s e e st e e st e e e
Fair value hedge of INEreSt rate SWAP .........coiiiiiiiii i
Interest rate and exchange rate agreements ...
BONA SWAP AOTEEMENTS .....eiuvieiieitiieiee ettt ettt sttt se e st et e e e e b e e beeseeeeen e e r e e nreeneeeseneenneenneens
Share SWap agrEEMENLS ........ccciiiiiiiiiiii bbb s s
Derivatives

2022

Forward exchange rate agrEEmMENLS .........ccuuuriiiiiiiiiie ettt e e e s e e e e e e e st re e e e s e
Fair value hedge Of INEreSt FALE SWAP ........eiiiiiieiiie ettt ettt e e
Interest rate and exchange rate agreEMENLS ........cuueiiieiiiiiiiie et s e e e e st re e e
BONA SWAP AGIEEMENTS .....iitiitiiitiiitie ettt et et eeateeate e sbe e beesbeeseeeameeaaseeaseebeeaaeeabeeambeanbeesbeesbeesneeanneaneeans
SNAre SWAP AQMEEMEINTS .....eiiiiiiiiiiitee ettt e e e ettt e e e e et et e e e s s bbb et e e e s sab b e e e e e e antaeeeeeeasbaneeeesnnnbrees
Options - purchased agreements, UNKISTEA .........c.c.uiiiiiiiiiiii et
DEIIVALIVES ..ottt e s
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Notional Fair value
value Assets Liabilities
54,756 414 236
235,726 2,063 9,253
47,377 998 1,017
2,218 67 50
24,689 3,060 1,029
364,766 6,602 11,585
73,127 2,383 168
246,965 68 16,256
93,206 2,737 3,540
5,668 277 19
36,057 3,694 975
5 357 28
455,028 9,516 20,986

Amounts are in ISK millions
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25. 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 33, arising from changes in interest rates.

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.

During the year 2023 the slope for the regression line was in all cases within the range of 0.92-1.08 and the regression coefficient was at
least 0.98. During the year 2022, the slope of the regression line was in all cases within the range of 0.84-1.00 and the regression
coefficient was at least 0.92. In all cases the effectiveness is within limits during the year 2023 and 2022.

Gain (loss)
Notional Maturity Fair value on FV
2023 date Assets Liabilites ~ changes
Interest rates swaps - EUR ... - - - - 76
Interest rates swaps - EUR ...........ccoiiiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeees 11,957 3-6 mth - 228 650
Interest rates swaps - USD .........cccocciiiiiiiiiiiiiiieccce e 13,582 1-5 years - 534 354
Interest rates swaps - EUR ...........ccoiiiiiiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeees 75,067 1-5 years - 5,183 3,205
Interest rates swaps - EUR .........ccccoiiiiiiiiiiiiieeeeeee e 45,040 1-5 years - 2,725 1,617
Interest rates swaps - EUR ...........ccoiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeees 45,040 6-12 mth - 583 307
Interest rates swaps - EUR ...........ccccoiiiiiiiiiiiiccccs 45,040 1-5 years 2,063 — 436
2,063 9,253 6,645

2022
Interest rates swaps - EUR ...t 20,680 0-3 mth 68 - (747)
Interest rates swaps - EUR ...........ccccoiiiiiiiiiiiccs 45,451 1-5 years - 2,332 (1,933)
Interest rates SWapPSs - USD ........coviiiiiiiiiiieeiiiiiiee e 14,180 1-5 years - 908 (1,103)
Interest rates swaps - EUR ..o 75,752 1-5 years - 7,986 (6,911)
Interest rates swaps - EUR .. . 45,451 1-5 years - 4,151 (3,321)
Interest rates swaps - EUR ...........ccociiiiiiiiiiiiicccccs 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
2023 value Assets Liabilities ~ changes
EUR 300 million - issued 2018 - 5 YEAIS ........oceviiiiiiieiiiie i - - - (156)
EUR 300 Million - iSSUEA 2020 = 4 YEAIS ...c..eveeiirieaieie ettt 11,776 206 - (632)
USD 100 million - issued 2020 - Perpetual ..........ccccoooiiiiiiiiiiiieiieeeeee e 13,216 608 - (336)
EUR 500 million - iSSUEA 2021 = 5 YEAIS ...cceiiuiiiiieeeeiiiiiieeeeeitiieeeessitbteee e s s sssaeeeesasnssneeaaeaans 69,338 4,455 - (3,207)
EUR 300 million - iSSUEd 2021 - 4 YEAIS .......eeeiuiieiiiieeieie e 42,740 2,303 - (1,612)
EUR 300 Million - ISSUEA 2022 = 2 YEAIS ......vveeeirieeieie ettt 44,552 471 - (305)
EUR 300 million - iSSued 2023 - 3 YEAIS .......oeeiiiiiiiiiieiieie e 47,326 (443) - (442)
Hedged borrowings and subordinated liabilities ...........ccccoiiiiiiiiii e 228,948 7,600 - (6,690)
2022
EUR 300 million - iSSUEA 2018 = 5 YEAIS ....cceiuiiiieeeeeiiiiiieeeeeitiite e e s siibaee e e s siiaeee e e e snnaaeeeeeans 20,672 156 - 13
EUR 300 million - iSSUEA 2020 - 4 YEAI'S ....ccccuvvvreeeeeiiiiiiee e ettt e sttt e e e e e e e 43,181 2,363 - 1,930
USD 100 million - issued 2020 - Perpetual ... . 13,396 1,001 - 1,024
EUR 500 million - iSSUEA 2021 - 5 YEAI'S ....ccviuviiieeeieiiiiiee ettt e e 66,231 7,765 - 6,927
EUR 300 million - iSSUEA 2021 = 4 YEAI'S ...cceiiuiirieeeeeiiiiiieeeeeiiiieeeesssiibreeaesssssseeeeeasssneeaaeaans 41,404 3,973 - 3,288
EUR 300 million - issued 2022 - 2 years ... 44,557 792 - 766
Hedged borrowings and subordinated liabilities ...........ccccooiiiiiiiiiiii e 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 92-
108%.
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26. 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
2023 nettings liabilities ~ Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements .. 16,982 (10,164) 6,818 10,164 - 16,982 - 6,818
DErVALIVES ...c.eveeeiiieeiiie e 3,935 - 3,935 (2,452) - 1,483 2,667 6,602
Bank accounts netted against fin. liab. ... 7,589 - 7,589 (7,589) - - - 7,589
Total aSSetS ...oovvveeeriiieiiiee e 28,506 (10,164) 18,342 123 - 18,465 2,667 21,009
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 .....cccvvevivieiiiieeeeeee e 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
2023 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements .. - (10,164) (10,164) 10,164 - - - (10,164)
DErVALIVES ...c.vveeeiiieeiiie e 11,430 - 11,430 (9,700) - 1,730 155 11,585
Deposist netted agains other assets ...... 341 - 341 (341) - - - 341
Total liabilities .......cocevvvveiiiiiiieeeen 11,771 (10,164) 1,607 123 - 1,730 155 1,762
2022
Repurchase agreements ..............c........ 25 (10,212) (10,187) 10,212 - 25 - (10,187)
Derivatives 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 .......cccccoovveviiiiiieceee 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.

27. Investments in associates

Carrying amount at the beginning 0f the YEAI ..........cc.oi i
Acquisitions / INCreased SNAre CAPITAL ..........coiiuiiiiiiii ettt e e e e s e e st e s e e e
DISPOSAIS ...t e e e e et et e e e e e e e neeeeas
Share of (loss) profit of associates and profit fromM SAIE ..........cooiiiiiiii e
INVESTMENT IN @SSOCIALES .....eiiiiiiiie it e e st e st e s n et e et e e e sen e e s e e e e saneeeenneeenene

The Group's interest in its principal associates

Bilafragangur ehf., LAgmUli 5, ReYKjaVviK, ICEIANG ...........coiiiiiiiieeiie et e e e e e snaeeennee
Hableer ehf., Sudurlandsbraut 18, Reykjavik, ICEIANG .............ccoiiiiiiiiii e
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, Iceland ..
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK ........ccuiiiiiuiiiiiiieiiie e see e stee e st tae e s seeesneeesneeesnns

2023 2022
787 668
72 90

- (241)

(70) 270
789 787
33.4% 33.4%
32.0% 49.0%
23.0% 23.0%
35.3% 35.3%

During second quarter of 2023 share capital of Hablaer was increased. Arion Bank invested for ISK 72 million but the Banks shareholding

decreased as other shareholders increased their shareholdings even further.
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28. 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

USEIUITIVES oo Undefined and undefined

Finite 3-10 years

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

Straight-line basis
over 3-10 years

Acquired and internally

Internally generated or acquired ...........ccccevviivieieeeiiiiieeee i Acquired Acquired generated
Customer
relationship
Infra- and related
2023 Goodwill structure agreements  Software Total
Balance at the beginning of the year ... 730 2,383 547 5,123 8,783
Additions - - - 470 470
Amortization - - (60) (1,142) (1,202)
INTANGIDIE ASSELS ..vviiiiiiiiiiiie et e e 730 2,383 487 4,451 8,051
2022
Balance at the beginning of the year ... 669 2,383 607 5,804 9,463
Additions 61 - - 355 416
Amortization - - (60) (1,036) (1,096)
INTANGIDIE ASSELS ..oiiiiiiiiiiiiee 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 5.

Impairment testing

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

The model used, to determine the recoverable amount, is most sensitive to changes in the forecast earnings available to shareholders over
a five-year period, the cost of equity and to changes in the growth rate. As a result of this analysis no impairment was recognized in 2023
(2022: nil).

2023 2022
Discount and growth rates Discount Growth  Discount Growth
rates rates rates rates
Asset Management operation 14.3% 3.5% 14.3% 4.0%
INSUFANCE OPEIALION ....eiiuitieeiiie ettt ettt ekt e it e e st e e st e e enne e e e e e nae 14.3% 4.0% 14.3% 4.0%
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29. Tax assets and tax liabilities 2023 2022
Assets Liabilities Assets Liabilities
(@A (=T 1A = TR - 9,227 - 8,471
(DL (=T (=10 I = ST 39 1,942 135 1,832
Tax assets and taxX [HADIITIES ......ocoiiiieie e e e e e eees 39 11,169 135 10,303
Deferred tax assets and tax liabilities are attributable to the following:
Investment property and property and qUIPMENT ..........ccooiiiiiiiiiiiieieesee e - (1,227) - (999)
FINANCIAI @SSELS ..iiiiiiiiiiiiii ettt e et e e e e e bt e e e s e bbbt e e e e s aabbeeeeeennnes - (361) - (510)
Other assets and abIlitIes ..o 27 (295) 27 (294)
Deferred tax related to foreign exchange gain ............eeeveiiiiiiiieiiiiiiiee e 2 (207) 2 (80)
Tax 0SS CATY fOMWAI .........ooiiiiiiiiie et 158 - 157 -
187 (2,090) 186 (1,883)
Set-off of deferred tax assets together with tax liabilities of the same taxable entities ......... (148) 148 (51) 51
Deferred tax assets and tax [i@abilities ........ccoouiiiiiiiiiiiii e 39 (1,942) 135 (1,832)

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

Recognized Recognized

in profit or
loss At 31 Dec.

(228)  (1,227)

149 (361)
(1) (268)
(127) (205)
1 158

(206)  (1,903)

(2 -
(271) (999)
(1,072) (510)
(65) (267)
113 (78)
157 157

Changes in deferred tax assets and tax liabilities through
2023 At 1 Jan. equity
Investment property and property and eqUIPMENt ..........c.cocveeiiiiiieiieiee e (999) -
FINANCIAT BSSELS ...ttt e (510) -
Other assets and liabilities .............cccciiiiiiiiii (267) -
Deferred foreign exchange differences ... (78) -
TaX [0SS CAITY FOMWAIT .....cccuiiiiiiiiiitit ettt 157 -
Change in deferred tax assets and tax liabilities . (1,697) -
2022

Foreign currency denominated assets and liabilities ............ccccvveeiiiiiiiiiii i, 2 -
Investment property and property and eqUIPMENt ..........c.cocvieiiiiiieiieiie e (728) -
FIiNANCIal @SSELS ........coiiiiiiiiiiii i 562 -
Other assets and liabilities .............. . (202) -
Deferred foreign exchange differences ............cccociiiiiiiii (191) -
TaX 10SS CATY fONWAIT ......c..oiiiiiiiiiiii et - -
Change in deferred tax assets and tax liabilities ..........cccccviiiiiiiiniic, (557) -

(1,140)  (1,697)

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

Assets and disposal groups held for sale

[RIETE U= £= = O PT PP
Assets and disposal groups held fOr SAIE ..o e

2023 2022
62 61
62 61

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

Sélbjarg 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.
So6lbjarg 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.

31. Other assets

[ e] o 1= 0 a VA= 1aTo I=To 01T o g o T=T o | PP PPPPPP PPN
RIGNT-0F-USE BSSOL ...ttt ettt h e a et e s a ke o4 ekt oot et e et et e e sttt e eabe e e an e e e nnb e e abneennne
ACCOUNES FTECEIVADIE ...ttt sttt e e et e e et e s e e s e e e s nr e e e nnneas
UNSEtled SECUIMLIES TrAAING ... veeeietee ettt ettt ekttt e e a bt e s h bt e st e e et e e e abe e e et e e abeeeabneeenene
Sundry assets ...
(@4 T=T = T =] £ PSP PP PP OUPPPOP

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
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2023 2022*
3,672 3,787
872 745
1,765 1,278
7,781 890
3,722 3,576

17,813 10,276

Amounts are in ISK millions
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31. Other assets, continued

Property and equipment Real Equip- Total Total

estate ment 2023 2022
Gross carrying amount at the beginning of the year ...........ccccoiiiiiiiiiii, 2,727 3,646 6,373 6,654
FXo [0 11103 PRSPPI - 457 457 357
DISPOSAIS ...ttt - (29) (29) (522)
Write-offs - (266) (266) (116)
Gross carrying amount at the end of the year ........cccoocciiiiiiii e 2,727 3,808 6,535 6,373
Accumulated depreciation at the beginning of the year ...........ccccccceiiiiiiii i, (1,043) (1,543) (2,586) (2,387)
DEPIECIALION ...ttt (74) (439) (513) (462)
Disposals ... . - 7 7 158
WV EIEE-0FFS ittt sttt e et e st e e ettt e sn e e et e e et e nnneeennee e - 229 229 105
Accumulated depreciation at the end of the year .........cccccceeviiii i (1,117) (1,746) (2,863) (2,586)
Property and @QUIPMENT ...uuiiiiiiiiiii ettt e e e et e e e st e e e s nbrees 1,610 2,062 3,672 3,787

The official real estate value (Registers Iceland) amounted to ISK 4,223 million at the end of the year (2022: ISK 4,152 million) and the

insurance value amounts to ISK 8,093 million (2022: ISK 7,720 million).

Right-of-use asset

Balance at the beginning Of the YA .........coiiiiiiiii e e e e e e e e e e bb e e e e s snbbe e e e e e s anes
N A L T Vo =TT 0 1T £ TSP
Lease agreemMeENnts TEIMMINALEA ...........oiiiiiiiiiiie ettt e ettt e e e et e e e e e st bb et ee e s st bbb e e e e e s aaabeeeee e e s bbbt eeeesanbbbeeaeessansbbeeeeeas
a0 Lo T o TSP

Depreciation ........

RIGNT-OF-USE @SS ...ttt s bt et e e e s e e s b e e e s e e e e et e e s e e saeeseeeesneenree e

Right-of-use asset is due to real estates for own use.

32. Other liabilities

ACCOUNES PAYADIE ...ttt h et e e e e e st e s b e e s ae e e e e e e st e e s e e e ste e ee e e n e et e e sseesaneseneaas
[0 Ryt a{=To Y=o N g1 T - Vo o PRSP URPPTTPI
Insurance contract HADINtIES™ .............oiiii e
LTAV ALt a] aTo] (o TqTo I =V PO PPT R OPPPPRPRTTIR
BANK IBVY ...ttt h et h e R e e h e e et R e E e et e n e e e e e n e e e neeenane s
F oot U= = o L= g LT PR
Prepait INCOIME ...t ettt e e et e et e e e e e n et e s n e e e e e e e e e e eane e e saneeesneeeens
Impairment of Off-DAlANCE IEEMS ... ettt
LASE NADIIILY ...
SUNAIY TADITIES .....eeiett ettt e e et e ket e ket eeh b et e s et e e et e e e st e e et et e nabeeeabneeaene
(14T T = oYL LA T= PP PO P PP PPPPPPPRPPIN

Insurance contract liabilities

Liabilities for remMaiNing COVEIATE .........oiiiiiiiiiii it e et e e e e e st e s e e e s
Liabilities fOr INCUITEA CIAIMS ... .eiiiiie etttk e e e e et e et e e st e et e e e e e e nanes
RIS Q=T T ES] 44 T=T o PP RPN

Insurance contract liabilities

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

Lease liability

Balance at the beginning Of the YA ..........ouiiiiiiii e et e st e e
New and amended 1€8SE AQIEEMEINES ......iiiiiiiiiiiie ettt e et e e e et et e e s s e bbb e et e e s st bbb e e e e e e snbneeeeeeennes
Lease agreemeENnts tEIMMINALEA ...........ooiiiiiiiiiiee it e et e e e ettt e et o bbbt e e e e st e e e e e e bbe et e e e s anbbbe e e e e s s anabreeeeeas
Ao Lo T o O OO PP P PR UPPP PR
QLo RS M=V o= YRR P PP PP
LEASE PAYIMIENTS .....eiiiiiiiiiiitii ettt e et e e e e b et e e e e et b bbbt e e e s 1k b bbbt e e e e s bbb e e e e e e e bbb e e e e e e b e e e e e s s e e e s

[T Y = L1111 TSP PPP T OPPPPPPRTPIRE
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2023 2022
745 823
230 213
(15) (215)

46 41

(134) (117)
872 745

2023 2022*

1,274 1,013
2,474 1,844
20,196 17,451
6,026 2,637
1,807 1,761
4,895 4,776
1,547 1,590
363 449
1,074 970
6,680 6,910
46,336 39,401
3,910 3,412
15,597 13,410
689 629
20,196 17,451

2023 2022
970 878
230 215
(15) (34)

63 69
45 31
(219) (189)
1,074 970

Amounts are in ISK millions
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33. Borrowings

First Maturity
Currency, original nominal value issued Maturity type Terms of interest 2023 2022
ARION CB 24 ISK 28,900 million ........... 2019 2024 At maturity Fixed, 6.00% ........ccoovveriiireiiiiiennnnn. 13,664 25,736
ARION CBI 25, ISK 37,940 million ......... 2017 2025 At maturity Fixed, CPI linked, 3.00% ................ 50,880 47,184
ARION CBI 26 ISK 17,080 million .......... 2019 2026 At maturity Fixed, CPI linked, 2.00% ................ 20,628 19,219
ARION CBI 29, ISK 27,200 million ......... 2014 2029 At maturity Fixed, CPI linked, 3.50% ................ 38,239 35,602
ARION CBI 48, ISK 11,680 million ......... 2018 2048 Amortizing Fixed, CPI linked, 2.50% ................ 12,440 11,828
ARION CB EUR 500 million * ................. 2021 2026 At maturity Fixed, EUR 0.05% .........cccccovvernnen. 69,337 66,231
ARION CB 27, ISK 41,000 million .......... 2022 2027 At maturity Fixed, 5.50% .....ccccoovreririreiiiiieninen. 17,680 7,058
ARION CBI 30, ISK 11,260 million ......... 2023 2030 At maturity Fixed, CPI linked, 2.75% ................ 10,204 -
51 L0 (o] g A oo AVZ=TC=To I o Yo o Vo KSR PRPRTPPIN 233,072 212,858
NOK 250 million .......cccovviiiiieeeeiiiiieeeenne 2017 2023 At maturity Fixed, 3.02% .......ccccceviveiiiieiiieens - 3,671
EUR 300 million * 2018 2023 At maturity Fixed, 1.00% .... - 20,672
EUR 300 million * 2020 2024 At maturity Fixed, 0.625 % 11,776 43,181
NOK 250 million .....ccovveviieeiiiieeiiee e 2017 2027 At maturity Fixed, 3.40% 3,425 3,680
EUR 300 million Green * 2021 2025 At maturity Fixed, 0.375% .. 42,740 41,404
ARION 26 1222 Green (ISK 5,760m) ..... 2021 2026 At maturity Fixed, 4.70% .....ccooveiiieeiiiiieeieeenns 5,405 5,382
ARION 24 1020 Green (ISK 6,020m) ..... 2022 2024 At maturity Floating, REIBOR 3M +0.70% ....... 6,105 6,062
EUR 300 million Green * 2022 2024 At maturity Fixed, 4.875% 44,552 44,557
NOK 550 million ........ccovvviviereeeiiiiieeeen, 2022 2025 At maturity Floating, OIBOR 3M +2.35% ......... 7,417 7,952
SEK 230 MillioNn ....ccvvveviiieiiiieeiiee e 2022 2025 At maturity Floating, STIBOR 3M +2.35% ........ 3,128 3,144
NOK 200 million .. 2023 2025 At maturity Floating, OIBOR 3M + 2.55% ........ 2,683 -
SEK 300 MillioNn ......coevvvveeiiiieiiiie i 2023 2026 At maturity Floating, STIBOR 3M + 3.00% ....... 4,059 -
EUR 300 million* ........ccevvvvveiiiiiiiieiieeenns 2023 2026 At maturity Fixed, 7.25% ......ccccceeviieeriineiiieens 47,326 -
Arion 28 1512, ISK 8,740 million .. 2023 2028 At maturity Fixed, CPI linked, 4.35% ... 8,772 -
LYo VT FY =AU g =To I o Yo oI £ 187,388 179,705
2 Lo T 0111 o = SRRSO 420,460 392,563

* 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 25. The interest rate swaps are hedging the Group’s exposure to fair value changes of these fixed-rate bonds in EUR arising from changes in
interest rates.

The book value of listed bonds was ISK 420 billion at the end of the year (31.12.2022: ISK 393 billion). The market value of those bonds
was ISK 419 billion (31.12.2022: ISK 388 billion). The Group repurchased own debts amounting to ISK 45 billion during the year with a net
loss of ISK 89 million recognized in the Income Statement (2022: ISK 14 million gain).

34. Subordinated liabilities

First call
Currency, original nominal value Issued Maturity date Terms of interest 2023 2022
SEK 500 million .......coocvviiiiiiiiiie 2018 2028 22 Nov 23 Floating, 3 month STIBOR +3.10% . - 6,822
NOK 300 million .......cocevvviirieiieiieeee 2019 2029 9Jul'24  Floating, NIBOR +3.65% ................ 4,096 4,383
SEK 225 million ... 2019 2029 20 Dec ‘24 Floating, 3 month STIBOR +3.70% . 3,046 3,066
ARION T2I 30 ISK 4,800 million 2019 2030 4Jan'25 Fixed, CPI linked, 3.875% .............. 6,312 5,841
ARION T2 30 ISK 880 million ... 2019 2030 4Jan'25 Fixed, 6.75% 908 908
EUR 5 million .....cccovviviiiiniieeeee 2019 2031 6 Mar'26 Fixed, 3.24% 766 772
ARION T2I 33 9,860 million .................... 2022 2033 15 Dec '28 Fixed, CPI linked, 4.95% ............... 10,685 9,894
ARION T2 33 2,240 million .........ccccoe..... 2022 2033 15 Dec '28 Fixed, 9.25% ......cccccevivvrivriirieinienns 2,249 2,249
LTI VT o Lo Y o ITa = =Te M TE=Y o 11 L1 AT 28,062 33,935
ARION AT1 USD 100 million * .............. 2020 Perpetual 26 Mar 25 Fixed, 6.25% ........c.ccccocvvvriernnnnne. 13,217 13,396
Additional Tier 1 subordinated lHAaDilItIES ......cooiiiiiiiiiiiiie et e e et e e e e e e et e e e e e e eeaaaas 13,217 13,396
S0l Je Yo T a Tz E=Te M EE=T o 11T A= RPN 41,279 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 25.

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

Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions

a7



Notes to the Consolidated Financial Statements

35. Liabilities arising from financial activities
Non-cash changes

Cash Interest Foreign Effect

2023 At 1 Jan. flows expenses exchange from hedge At 31 Dec.
Covered bonds in ISK - CPIINKed...........cooveriiiiiiirienieicicee 113,833 5,849 12,709 - - 132,391
Covered bonds in ISK 32,794 (3,689) 2,239 - - 31,344
Covered bonds iN FX ..o 66,231 (5,475) 5,681 (368) 3,268 69,337
Senior unsecured bonds iN FX.......cccoiviiiviiiiiiriiiiiiiiieereeeieeeeeeeeeenns 168,261 (9,597) 5,858 (2,082) 4,666 167,106
Senior unsecured bonds iN ISK...........cuvieiiiiiiiiiiieeeeeee e 11,444 (778) 844 - - 11,510
Senior unsecured bonds in ISK - CPI linked. . - 8,740 32 - - 8,772
Subordinated bond T2 in ISK - CPIlinked............coocovviiiiieiiiiiiinnnn. 15,735 (750) 2,012 - - 16,997
Subordinated bond T2 ISK........ccooiieiiiieiiieeiie e 3,156 (266) 267 - - 3,157
Subordinated bond T2 FX.......ccoiiiiiiiiieieeese e 15,044 (7,527) 937 (565) 19 7,908
Subordinated bond ATL FX...oooviiiiieiiieeiiiee e 13,396 (1,598) 1,437 (395) 377 13,217
Liabilities arising from financial activities...........cccccooevvveeeennns 439,894 (15,091) 32,016 (3,410) 8,330 461,739
2022

Covered bonds in ISK - CPI INKEd.........cccoooeiiiiiiiiiiiieeiiiieeeeeeeeias 102,007 (814) 12,640 - - 113,833
Covered bonds iN ISK.......cooiiiiiiic e 57,512 (27,114) 2,396 - - 32,794
Covered bonds iN FX ..o 43,624 26,690 386 2,515 (6,984) 66,231
Senior unsecured bonds iN FX......cccoovviuiviiiiiiriiiiiiieieereereeeeeeeeeeeens 149,970 17,949 2,044 4,278 (5,980) 168,261
Senior unsecured bonds iN ISK...........cuviiiiiiiiiiiieeeeeeeee e 7,359 561 - - 11,444
Subordinated bond T2 in ISK - CPI linked............cccvvvvvvvivvveeiieeennnes 9,651 747 - - 15,735
Subordinated bond T2 ISK.........ceeiiiiiiiiiiieeceeeeeee e 2,182 68 - - 3,157
Subordinated bond T2 FX........ccooiiiiiiiieieese e (596) 643 (623) - 15,043
Subordinated bond ATL FX..o.eoiiiiieiiiiiieiiesieesieesee e (867) 880 1,149 (991) 13,396
Liabilities arising from financial activities 34,440 20,365 7,319 (13,955) 439,894

36. Pledged assets
Pledged assets against liabilities 2023 2022

Assets, pledged as collateral against borrowings
Assets pledged as a collateral against loans from banks and other financial liabilities

380,860 328,811
10,582 23,108

Pledged assets agaiNSt ADITITIES .......ciiiiiiiiii e e e e et e e e st bt e e e e s st b e e e e e e annnneeeas 391,442 351,919
Thereof pledged assets against issued covered bonds held by the Bank .............ccccooiiiiiiiiiiiicnicceee e (86,682)  (70,850)
Assets against repoed ISSUEA DONAS ..........eiiiiiiii ettt ettt e e 16,585 17,029

Pledged assets against liabilities on balance . 321,345 298,098

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 233 billion at year
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 58 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 I1SK 70 billion (31.12.2022: I1SK 54 billion).
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37. 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 Own Share Total Share Own Share Total

capital shares  premium 2023 capital shares  premium 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 ..............cccvveeeen. (50) 50 - - (150) 150 - -
Purchase of treasury shares .................. - (22) (3,238) (3,260) - (58) (9,793) (9,851)
Share option vested ...........cccceviviiiieennnns - 2 295 297 - 4 349 353
Incentive scheme .........ccococeeviieiineennnnen, - 1 194 195 - 1 184 185
Warrants excercised ...........ccocveeeiiiuennnns - - 30 30 -
Balance at the end of the year ............. 1,460 (14) 9,187 10,634 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 amounted 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, Vordur 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.

The following share option contracts are in existence at year end. Number Exercise
of shares  Exercise price
(in ths.) year (ISK)
Issued in 2021 (ISK 600,000) - employees Of ArioN BanK ...........ccueeiieiiiiiiiieeeiiiiiiee e siieee e 8,086 2024-2026 95.50
Issued in 2023 (ISK 900,000) - employees of Arion BanK ...........c.ccoveiieriiiiiniieiieeeecee e 8,254 2024-2026 153.75
Issued in 2023 (ISK 1,500,000) - employees Of Arion BanK ...........ccoouiiiiiiiieiiiiiiiiieeesiiiieee e e e 5,912 2024-2026 153.75
Issued in 2023 (ISK 1,500,000) - employees of subSIidiaries ............cccoceverieiiiiiiciic e 2,183 2024-2026 140.56
24,435
Movements in share options during the year. 2023 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 ..., 30,882 143.2 19,728 95.5
Share OptioNS Granted ...........eeiiirieiii et 16,349 153.8 17,362 180.3
Share options fOrfEIEM ..........ccuiiiiiii 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 year ... 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.

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 represented approximately 3% of the Bank's total share capital and the Bank is obliged to issue new shares when the warrants are
exercised. Approximately 48.5% of the total issue was sold to around 150 employees of the Group and 51.5% to professional investors. The
exercise period runs from Q4 2023 to Q3 2024.
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Other information
38. Shareholders of Arion Bank 2023 2022

Gildi lifeyrissjoédur ............ 9.85% 9.77%

Lifeyrissjodur StarfSMaNNa MKISINS ............iiiiiieiiiie ettt bttt abb e e bt e e e ab e e e nt e e e nnaeeennnees 9.62% 9.53%
LifeyriSSjOTUI VEIZIUNGIMANNA ... ..eieiiiiieiiiee it e sttt e ettt e et e et e e et e e et e e e staeeessbeeessteeeasseeeasseeeasseeensseeeasbeeesnteaeasteaeanseeas 9.02% 9.14%
Stodir hf. ... 5.38% 5.20%
= VI L= (T [o Lo LU SO PSPPSRt 4.34% 3.69%
RV T Lo U= T4 RO TP O PP PU PR UPROPRRPRTPRTN 3.91% 2.27%
Birta lifeyrissjédur ......... . 3.58% 3.47%
FrAIST HTQYFISSIOUUIINN ...ttt e e s ae e see e e s e e r e e se e e st e e e e e e s e e eneeenes 3.55% 3.17%
3 VT 153V 1) oo [ SRRSOt 2.85% 3.02%
Hvalur hf. ... . 2.52% 2.44%
[T = W {3V XS] o Lo (U PSSR OUPPPUPROt 2.38% 1.92%
1S3 01T U3 o LSOO PP PRIt 2.30% 4.05%
{slandsbanki hf. ... 2.24% 2.38%
[NV W o= U I ) PSP RPR T SUPPPRRRTPNE 1.66% 1.82%
AIMENNT HTEYFISSJOUUL ....vvieeiiie ettt ettt e e e e e e st e e st e e bt e e e se e e e ssaeeenseeeasseaeenbeeeantaeeebeeeensseeennsaeennreean 1.52% 1.47%
Lifsverk Pension fund ... 1.23% 1.08%
01V U SRRSOt 1.09% 1.00%
(= TaTo £y o= 1o (o N | P SRR 1.06% 1.21%

Landsbréf hf. ....... 0.98% 1.43%
Arion banki hf. .......ccooooii 0.95% 3.01%
Other shareholders with less than 1% Shar€holdiNg ...........oocuuiiiiiiiiiiii e e e 29.96% 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 ISK 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 year the Group's employees held a shareholding of 0.83% 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:

2023 2022

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

Steinunn Kristin ThOrdardottir, DIFECIOT ........ccuvvieiiecciiiee e - 12,000 - 12,000
Alternate directors of the Board - - - 13,000
Benedikt GISIason, CEO ........cciiiiiiiiee it e e e e et e e e e et e e e e e s st baa e e e e s sanaaaeeeeeennnneeeas 997,947 2,561,783 1,006,482 2,506,283
Eight members of the Executive COMMIIEE ..........cooriiiiiiiiiiiiiieee e 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.

39. Legal matters

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

Contingent liabilities

Legal proceedings regarding damages

In a lawsuit brought in June 2013, Kortapjénustan hf. claimed damages from Arion Bank hf., Islandsbanki hf., Landsbankinn hf., Borgun hf.
and Valitor hf. in the amount of ISK 1.2 billion plus interest. The lawsuit is a result of damage Kortapjonustan 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.
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39. 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 into AML/CTF
procedures. Following the inspection, the FSA identified and reported deficiencies in the Bank's compliance with the relevant AML 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 S6l 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 S6l 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.

40. Events after the reporting period

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

41. Commitments

Financial guarantees, unused credit facilities and undrawn loan commitments 2023 2022
FINANCIAI QUAIANTEES ......eiiitiieiiee ettt h e e b bt e e a e et e e ek et e ekt e ek bt e e eh bt e e bb e e e ne e e esbeeebneeeabneeenene 21,763 20,312
[0 TUEY=Te o1V Z=T (o (= 1 £ TN 61,951 57,259
UNdrawn 10an COMMILMENES ........oooiiiiiieeeeeeee ettt b b bt e s s e s et s sesessansnsanneeeneeneeees 69,188 105,888
Financial guarantees, unused credit facilities and undrawn loan cCOMmMItMENtS .........ccceeviiiiieiie e 152,902 183,459

42. Assets under management and under custody

ASSELS UNAET MANAGEIMENT .....vtiiiiiee ittt e e e sttt e e e e s sie et e e e e e aaeeeeesaastbb et ae e s s bbb e e e e e e asbeteeeeeansbbbeeeesasbbbeeaeesanbbbeeeeeesnnnnnees 1,383,134 1,298,289
YN STY= ST Lo (= ot U L] (oo Y PSSR PPRTPROt 1,233,011 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

43. 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 year no shareholder was defined as related party with an influence over the Group

The key management personnel includes the Board of Directors, the Executive Committee of Arion Bank and heads of other internal
control functions, 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 Operations and culture. For
compensation, pension and other transactions with the Board of Directors and the Executive Committee, see Notes 13 and 38.

For information on the associated companies, see Note 27.

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
2023 2022 2023 2022
[0 =T o PSP PP PP PRPRPIOY 249 121 348 71
[ 10 T= T = TS1ST=3 SN 2 2 - -
oL = U T =1 £ T PSPPI PRPRRINY 251 123 348 71
DIBPOSIES ittt s (780) (1,111) (91) (155)
Other liabilities - - 37) 27)
Total liabilities (780) (1,111) (128) (182)
INEEIEST INCOMIE ...ttt e e et e e e s et b et e e e s sbb b e e e e e e bbb eeaeeeennbbeeeeas 15 13 16 1
INEEIESE EXPEINSES ....eeeiiiiiiiiiee ettt e e et e e sttt e e et e e e e e st e e e e e e e eees (53) (@) 2) 1)
COMMISSION INCOIME L..iiiiiiiiiiiie e e ettt e e e ettt e e e ettt e e e e s ttbeeeeeeasssseeeesaasssseeeeesasbbseeaessassnnes 10 14 4 1
COMMISSION EXPENSES ....vviiieeeiiiiiittee ettt e e e sttt e e et e e e e e s bb e et e e e st bbb et e e e s aabbeeeeeeennaneeees - - (105) (101)
[ 1 L= g oo 1 41 S PSR SPPPPPRN 9 - - -
OLNEI EXPEINSES ...veiieiiiiiite e ettt ettt e et e e et e e e e ettt e et e bbbt e e e e et e e e e e s e nnbnneeeeenns - 2) (1,311) (1,414)
NEt (EXPENSES) INCOME ...eiiiuiiiiiiiie ettt ettt et e et e e e e snnee e (29) 18 (1,398) (1,514)
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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 risks, quantification of risk exposures, actions to limit risk and regular
monitoring. 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 risk exposures remain 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 the 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. Among the Group’s most
significant risks are credit risk, concentration risk, liquidity risk, interest rate risk, cyber risk, third party risk, business risk and reputational
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 2023, in the Pillar 3 Risk
Disclosures for 2023 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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44, 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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44. 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
2023 exposure securities estate Vessels collateral collateral
Cash and balances with Central Bank ............ccccccceeviiiieeeeiiciinennnn. 102,095 - - - - -
Loans to credit institutions at amortized COSt ..............cceeeereerrinnnnn. 28,835 - - - - -
Loans to customers at amortized cost . 1,152,789 24,586 871,682 55,265 118,627 1,070,160
INAIVIAUAIS .o 609,144 329 558,862 16 17,026 576,233
MOTTJAGES ...eveeirieeitee ettt 549,371 15 548,962 - 33 549,010
ONEE < 59,773 314 9,900 16 16,993 27,223
Corporates 543,645 24,257 312,820 55,249 101,601 493,927
Real estate activities 114,101 2,027 108,604 28 1,621 112,280
Construction ........ 77,728 433 72,143 30 3,177 75,783
Fishing industry 82,772 972 14,085 53,137 11,188 79,382
Information and communication technology . 26,012 65 1,422 - 12,912 14,399
Wholesale and retail trade 90,320 40 51,332 3 29,253 80,628
Financial and insurance activities 41,517 19,732 6,701 - 13,914 40,347
Industry, energy and manufacturing 54,796 791 34,318 22 16,531 51,662
Transportation ..........c.cccvevevvvennens 8,460 - 1,254 803 4,026 6,083
Services ........ 22,191 187 10,265 1,220 8,071 19,743
Public sector 14,212 10 2,235 6 202 2,453
Agriculture and fOrestry ..........ccoceveeiiiiiniii e 11,536 - 10,461 - 706 11,167
Other assets with credit FiSK ............ccooeeiiiiiiiiiiii s 12,188 - - - - -
Financial QUArantees ..........ccceviuieiriieeiiie e 21,763 2,973 4,644 292 6,216 14,125
Undrawn loan commitments and unused overdrafts .................... 131,139 - - - - -
Fair value through OCI .......c.coiiiiiiiiiieieeee e 129,564 - - - - -
Government bonds 128,178 - - - - -
Bonds issued by financial institutions and corporates ... 1,386 - - - - -
Balance at the end of the year .........cccccovviiiii i, 1,578,373 27,559 876,326 55,557 124,843 1,084,285
2022*
Cash and balances with Central Bank ..........cccccceeevieeiiiieineennnnen. 114,118 - - - - -
Loans to credit institutions at amortized COSt ..............cceeeereerrinnnn. 43,433 - - - - -
Loans to customers at amortized COSt ...........eeevevveveeeieeeeeiieieeeeeens 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
MOPGAGES .....oovviiiiiiiiiiii i 513,605 9 513,252 - 32 513,293
[ 15 =T SRR 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 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 11,499 - 9,977 - 884 10,861
Other assets with credit FiSK ............ccooeeiiiiiiiiiiie s 4,720 - - - - -
Financial guarantees ............cccvvveeriiiiieeeeeniiieeeee 20,312 2,378 3,872 37 3,288 9,575
Undrawn loan commitments and unused overdrafts .................... 163,147 - - - - -
Fair value through OCI .........ccvviiiiiiiic e 115,806 - - - - -
Government bonds .. 96,908 - - - - -
Bonds issued by financial institutions and corporates .... 18,898 - - - - -
Balance at the end of the year ........ccccooiiiiics 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 2 for further information.
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44. 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 market

transaction value becomes older than 2 years.

[T 1 P T g T 0L RSP
LT 0TS0 PSPPSR
B0-T000 .ttt e e ettt e e et e e e e ————e e e e ——— et e e e e e ————aeeea e a———aeee e e rbrteaeeaatraaaeaeeannraeen
4010 PSPPSR
80-90% ...
L0 0 RS UPR TP
Lo T (g T Vo I [0 RSP URRR P
[N (o) el F= T T TP UP S PPPPPTN

Gross carrying amount at the end of the period ...

Thereof in Stage 3

2023 2022 2023 2022
205,543 172,790 2,215 1,817
105,773 91,201 888 511
100,722 90,224 1,374 826

75,783 86,856 1,166 408
57,165 69,629 339 429
3,332 2,111 130 153
1,951 1,171 305 118

- 25 - -
550,269 514,007 6,417 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).

Less than 55% .... .
SIS 0 PP PO UPUPUIN
40101 U OPROPR
L0 0L OO PPRRN
LSO 00 RS PRTPP

[ To T (g T T I [0 RO PERR P

[0 Aol F= T =T TP PUP RO PPPPPTN
Gross carrying amount at the end of the Period ..........ccoccceviiiiiiiiiiice e,

Collateral for financial assets in stage 3

Thereof in Stage 3

2023 2022 2023 2022
487,095 445,185 5,457 3,643
45,134 48,024 620 380
13,198 16,045 183 132
3,777 3,895 72 65
642 516 41 20

423 317 44 22

- 25 - -
550,269 514,007 6,417 4,262

At the end of the year, the gross carrying amount of assets in stage 3 was ISK 19,857 million (31.12.2022: ISK 12,903 million) with ISK
17,465 million in collateral (31.12.2022: ISK 10,627 million), thereof ISK 16,036 million in real estate (31.12.2022: 9,434 million).

Collateral repossessed

During the year, the Group took possession of assets due to foreclosures. The total value of real estate the Group took possession of
during the year and still holds at the end of the year was ISK 25 million (31.12.2022: nil) but nil in other assets (31.12.2022: nil). Assets

aquired due to foreclosure are held for sale, see Note 30.
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44. 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 no large exposure at the end of the year (31.12.2022: two large exposures).

2023 2022
No. Gross Net Gross Net
TP P TRV R VP PPN <10% <10% 11.5% 11.5%
2 ettt e te e teetee R te ettt e st e aeeenee R et an ettt e Rt e R et en et e et e st enneeeReeeneeenteeteenreenreeanes <10% <10% 10.3% 10.3%
Sum of large exposure gross and Net > 1096 ........ceeeiiiiiiiiieeiiiiiiiee e e 0.0% 0.0% 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 59.

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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Credit quality profile for financial instruments subject to IFRS 9 impairment requirements Financial
Cashand Loansto instru-
2023 balances credit ments at

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

INVESTMENT GIATE ...ttt e e ettt e e e e ettt e e e e e s bbb e et e e e s an bbbt e e e e e e nnbbeeeeeennnnbeeeeeans 102,095 28,835 129,567
NON-INVESTMENE GrAUE ...ttt s e st e e e s e see e s e ne e - - -
GrOSS CAITYING @IMOUNT cooiiiiiiiie ettt e ettt e e e st e e e e e sttt e e e e ettt et e e e s e s bbb et e e e s assbbeeeeeeansbbeeeeesanbbbneeaesnnns 102,095 28,835 129,567
LOSS @IIOWANCE .....iiiieiiie ettt ettt et e e ettt e e e ekttt e e e 4o s kbbbt e e e e e abb et e e e e e bbbt e e e e e s bbbt e e e e e anbbreeeeeanes - - 3)
|2 TeTo ] QY- 1LV PSPPSRI 102,095 28,835 129,564
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA 10 A=) .ooooieiiiieiiiiiiie et 407,636 4,102 - 6 411,744
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccociiiiiiieiiiiieccee e 321,459 997 - 162 322,618
Risk class 2 - (Grades BB+ t0 BB-) ......c.cueeiiiiiiiiiiieeiiiiieee e 229,165 27,870 - 23 257,058
Risk class 310 4 - (Grades B+ t0 CCC-) .....ooouiiiiiiiiiiienieeeeeee e 90,096 59,724 - 5 149,825
RISK CIASS 5 = (DD) ..eeiiiuiiiiiieeeiiiieee ettt e e e e st e e s s e e e e s e nnnanes - - 19,610 247 19,857
(85T 2= 1 (=Y [PPSO PRPN 238 - - - 238
GrOSS Carrying @mMOUNT ...coiiuiiiiiieeiiiiiiee e et e e e e e et e e e st e e e e snaaeeeas 1,048,594 92,693 19,610 443 1,161,340
LOSS @IIOWAINCE ...eeeeiiiiiiiiie ettt st e et e e e e e e e e s s anebnes (2,348) (2,091) (4,020) (92) (8,551)
BOOK VAIUE ...ttt e e e e e e e e e e e e e e e e e e eaaaaeeeeaaaaaaaaaes 1,046,246 90,602 15,590 351 1,152,789

Loans to customers - Individuals

Risk class 0 - (Grades AAA 10 A=) coooiiiiiiiiiee ittt 310,023 373 - 6 310,402
Risk class 1 - (Grades BBB+ t0 BBB-) ........ccccceeiiiiiiciiciiineeee e 208,557 689 - 162 209,408
Risk class 2 - (Grades BB+ t0 BB-) .......cccueeiieiiiiiiiiieeniiiiiiee e 42,480 19,203 - 23 61,706
Risk class 310 4 - (Grades B+ 10 CCC-) .....oooiiiiiiiiiiiieiieseeeee e 10,777 10,835 - 5 21,617
RISK CIASS 5 = (DD) .eeieiiiiiiiiiieeeiiiiiee ettt et ee e e e naaaee s - - 8,320 156 8,476
[T = =T SRR PURPSRRPN 8 - - - 8
GroSS Carrying @mMOUNT ...cooiivviiiee et e eee e et e e e s sibb e e e e e snaaeeeeeaas 571,845 31,100 8,320 352 611,617
LOSS @lIOWANCE ...ooeiiiiiiiiiie ettt et e e e (559) (532) (1,381) Q) (2,473)
BOOK VAIUE ...ttt e e e e e sttt e e e e e nnraaaaeeas 571,286 30,568 6,939 351 609,144
Loans to customers - Corporates
Risk class 0 - (Grades AAA 10 A-) c..eeiiiiiieiiiee e 97,613 3,729 - - 101,342
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccooviiiiiiiiiiiiiiieeiiiiiienee s 112,902 308 - - 113,210
Risk class 2 - (Grades BB+ t0 BB-) ........ccccoouiiiiiiiiiiieeiiee e 186,685 8,667 - - 195,352
Risk class 310 4 - (Grades B+ t0 CCC-) .....ccooviiiiiiiiiiiiiieeecee e 79,319 48,889 - - 128,208
Risk class 5 - (DD) . - - 11,290 91 11,381
L8 ] (Yo N 230 - - - 230
GrosSsS Carrying amOUNT .......cooiiiiiiieeiee et 476,749 61,593 11,290 91 549,723
LOSS @lIOWANCE ...ttt (1,789) (1,559) (2,639) 91) (6,078)
BOOK VAIUE ...ttt e e e st re e e e e s entaaaeeeas 474,960 60,034 8,651 - 543,645
Loan commitments, guarantees and unused credit facilities
Risk class 0 t0 1 (Grades AAA t0 BBB-) .....ccceeiiiiiiiiiiiciiie e 91,232 30 - - 91,262
Risk class 2 to 4 (Grades BB+ to CCC-) .. . 51,795 4,660 292 - 56,747
(8137 2= 11T [P 4,893 - - - 4,893
NOMINGAL e e e e e e st e s 147,920 4,690 292 - 152,902
LOSS @IIOWAINCE ....oeeiiiiiiiiieeei et e e e s (236) (125) 2) - (363)
Nominal €SS 0SS AllOWANCE .......uuuiiiiiiiiieiiee e 147,684 4,565 290 - 152,539
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44. Credit risk, continued

2022

Loans to credit institutions, securities and cash

Investment grade .........
Non-investment grade

Gross carrying amount

Notes to the Consolidated Financial Statements

LOSS @IIOWANCE .....iiiiiiiee ettt ettt e e ettt e e e e ekttt e e o4 e s kbbb et e e e e abb et e e e e e nbb bt e e e e e n bbbt e e e e e nnbbreeeeeaanes

|2 ¥eTo ] QY- 1LV PSPPSRI

Loans to customers

Risk class 0 - (Grades AAA 10 A-) ....ooouiiiiiiiieie e

Risk class 1 - (Grades BBB+ to BBB-)
Risk class 2 - (Grades BB+ to BB-) ....

Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuuiiieiiiiiiiiieeiiiiiieee e

Risk class 5 - (DD) .........
Unrated .......ccccoevvivvnennnn.

Gross carrying amount

Loss allowance ..............

BOOK VAIUE ...ttt ettt ettt e e st e e e e nanees

Loans to customers -

Individuals

Risk class 0 - (Grades AAA 0 A-) ....oouiiiiiiiiiie e

Risk class 1 - (Grades BBB+ to BBB-) ..

Risk class 2 - (Grades BB+ 10 BB-) ........ccccevviiiiiiiiiieiie e
Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuuiieiiiiiiiiieeiiiiiieeeeesiiieeee e

Risk class 5 - (DD) ...
Unrated .........ccocoeee.
Gross carrying amount ..

Loss allowance ....

BOOK VAIUE ..ttt ettt e e

Loans to customers -

Corporates

Risk class 0 - (Grades AAA 10 A-) ..o

Risk class 1 - (Grades BBB+ to BBB-)

Risk class 2 - (Grades BB+ t0 BB-) ........ccccoociiiiiiiiiiiicie e
Risk class 310 4 - (Grades B+ 10 CCC-) .....oovviiiiniiiiiiiiieniie e

Risk class 5 - (DD) ...
Unrated .........ccccoeee.
Gross carrying amount
Loss allowance ........
BOOK VAIUE ..t

Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 - (Grades AAA 10 BBB-) ......cocoiiiiiiiiiiiieee e

Risk class 2 to 4 - (Grades BB+ to CCC-)
UNFAEEA ...t s

Nominal .....cccccceeeiiiinnnns

Loss allowance ..............
Nominal less loss allowance
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Financial

Cashand Loansto instru-

balances credit ments at

with CB institutions FVOCI

114,118 43,433 115,811

114,118 43,433 115,811

- - (6)

114,118 43,433 115,805

Stage 1 Stage 2 Stage 3 POCI Total
394,307 1,681 - - 395,988
316,636 3,157 - 115 319,908
196,778 35,275 - 53 232,106
85,101 44,415 - 14 129,530
- - 12,561 341 12,902

1,239 - - - 1,239
994,061 84,528 12,561 523 1,091,673
(2,334) (1,519) (2,932) (131) (6,916)
991,727 83,009 9,629 392 1,084,757
293,411 1,552 - - 294,963
203,585 2,749 - 115 206,449
41,795 13,064 - 53 54,912
11,301 10,325 - 14 21,640
- - 5,861 161 6,022

160 - - - 160
550,252 27,690 5,861 343 584,146
(445) (287) (1,043) - (1,775)
549,807 27,403 4,818 343 582,371
100,896 129 - - 101,025
113,051 408 - - 113,459
154,983 22,211 - - 177,194
73,800 34,090 - - 107,890
- - 6,700 180 6,880

1,079 - - - 1,079
443,809 56,838 6,700 180 507,527
(1,889) (1,232) (1,889) (131) (5,141)
441,920 55,606 4,811 49 502,386
109,205 23 - - 109,228
60,752 9,110 271 - 70,133
4,094 4 - - 4,098
174,051 9,137 271 - 183,459
(351) (93) (5) - (449)
173,700 9,044 266 - 183,010

Amounts are in ISK millions
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Notes to the Consolidated Financial Statements
44. 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
2023 amount  allowance amount  allowance amount  allowance value
Loans to credit instit., securities & cash .................... 260,497 3) - - - - 260,494
Loans to individuals ..........c.cccecvivicniiieniiic e 571,845 (559) 31,296 (532) 8,476 (1,382) 609,144
MOFAGES ...veeeieiie ittt 516,885 (233) 26,967 (351) 6,417 (314) 549,371
Other .o 54,960 (326) 4,329 (181) 2,059 (1,068) 59,773
L0@ns to COIPOrates .........ccocverieereeiieniieie e 476,749 (1,789) 61,593 (1,559) 11,381 (2,730) 543,645
Real estate actiVities ...........ccceevveeiiiieiiiic e, 100,610 (327) 10,633 (233) 4,369 (951) 114,101
CONSEIIUCLION .. 72,394 (386) 5,255 (52) 572 (55) 77,728
Fishing iNAUSEIY ......coeeiiiiiiiieeececeee e 73,245 (121) 8,922 (48) 1,519 (745) 82,772
Information and communication technology ........... 24,621 (202) 1,636 (145) 179 77) 26,012
Wholesale and retail trade ...........cccvveeeeeiiiieeeennn. 75,987 (252) 13,052 (466) 2,629 (630) 90,320
Financial and insurance activities .............cccccccce.. 30,072 (214) 11,797 (261) 128 (5) 41,517
Industry, energy and manufacturing ....................... 52,771 (98) 1,811 (88) 458 (58) 54,796
TranSPOrtation ..........cceevieeeerieeeiiee e 4,389 (29) 4,058 (89) 141 (20) 8,460
SEIVICES ittt 18,521 (91) 3,017 (151) 1,052 (157) 22,191
PUbIiC SECLON ... 14,075 (59) 200 (4) 1 (1) 14,212
Agriculture and forestry ........cccoovvvveeeiiiiiiiieeen s 10,064 (20) 1,212 (22) 333 (31) 11,536
Balance at the end of the year ...........c.cccoceveieinns 1,309,091 (2,351) 92,889 (2,091) 19,857 (4,112) 1,413,283
2022
Loans to credit instit., securities & cash .................... 273,362 (6) - - - - 273,356
Loans to individuals ............cccccvvvieriinienniic e 550,252 (445) 27,872 (287) 6,022 (1,043) 582,371
MOFQAGES ...veeeiieiie it 486,371 (116) 23,373 (125) 4,262 (160) 513,605
Other .o 63,881 (329) 4,499 (162) 1,760 (883) 68,766
L0aNS t0 COMPOrAES ......ccivvveiirieiireeeiieeeieeeeieee e 443,809 (1,889) 56,838 (1,232) 6,880 (2,020) 502,386
Real estate actiVities ...........cceevveeiiieeniiic e, 94,680 (213) 8,668 (87) 2,609 (353) 105,304
CONSLIUCHION ... 51,280 (401) 4,161 (74) 252 (10) 55,208
Fishing iNAUSETY ......ccooeiiiiiiiicc e 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 ...........ccccevvveriieeniieenns 68,357 (321) 16,508 (499) 1,904 (944) 85,005
Financial and insurance activities .............cccccceeeuneee 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 ...........ccccoecvveeveieiiiie e 13,877 (73) 205 (6) 61 (6) 14,058
SEIVICES ettt 16,183 (136) 2,421 (110) 1,385 (588) 19,155
PUDIIC SECLOT ..o 10,323 (42) 299 (4) - - 10,576
Agriculture and fOrestry .........cccoceevvveeniiceniieennn. 10,457 (54) 1,003 (13) 131 (25) 11,499
Balance at the end of the year ...........ccccoviiiinne 1,267,423 (2,340) 84,710 (1,519) 12,902 (3,063) 1,358,113
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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Notes to the Consolidated Financial Statements

44. 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.

2023
Impairment loss allowance * Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the Year .........cccccvviiiiiiiiiiie e (2,685) (1,612) (2,937) (131) (7,365)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...ccuvvvviiiiiiiiiiieeiiiiieee e (1,530) 1,250 280 - -
Transfers to Stage 2 (lifetime ECL) ......ccccccveiiiiiiiiiieceeeeee e 436 (989) 553 - -
Transfers to Stage 3 (credit impaired financial assets) ...........cccceeveeiiiinens 82 304 (386) - -
Net remeasurement of l0Ss allowance ** ............ccccoceviiiie i 2,111 (1,362) (2,376) 39 (1,588)
New financial assets, originated or purchased ............ccccccoviiiiiiieiiiiiiee e (1,749) (339) (313) - (2,401)
Derecognitions and maturities . 679 511 513 - 1,703
WWHIEE-0FFS ™% ettt 72 21 644 - 737
Impairment 10Ss allowance *** ... (2,584) (2,216) (4,022) (92) (8,914)
Impairment loss allowances for assets only carrying 12-month ECL ................ 3 - - - 3
Total impairment 0SS aAllOWANCE ........cooiiiiiiiiiiiiiiie e (2,587) (2,216) (4,022) (92) (8,917)

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

** During the year the loss allowance balance for stage 3 loans was raised by ISK 576 million due to unwinding of interest income.
*** During the year an amount of ISK 598 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.

Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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Notes to the Consolidated Financial Statements
44. Credit risk, continued
Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ..........cccccciiiiiiiii e, (2,334) (1,519) (2,932) (131) (6,916)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .......ovveeiviiiiiiieiiiiiieeeee e (1,437) 1,157 280 - -
Transfers to Stage 2 (lifetime ECL) ..... . 420 (973) 553 - -
Transfers to Stage 3 (credit impaired financial assets) ...........cccccceeeenn. 81 301 (382) - -
Net remeasurement of |0SS @llOWaNCE ...........cccocviiiiiiiniiiceeceeee e 1,859 (1,294) (2,380) 39 (1,776)
New financial assets, originated or purchased .............cccccoovvviiiiiniiiiiieennnn. (1,528) (235) (313) - (2,076)
Derecognitions and MatUrities ..........c.cceeiiiieiiiieeiiee e 519 451 510 - 1,480
WIEE-OFFS it 72 21 644 - 737
Total loss allowance for loans to CUStOMEers .........ccccevieiieiiciieeieee. (2,348) (2,091) (4,020) (92) (8,551)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ..........cccoccocciiiiiie e (445) (287) (1,043) - (1,775)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....ccvvvveeiviiiiiiieeiiiiiieeeees (564) 426 138 - -
Transfers to Stage 2 (lifetime ECL) ......cccoccevoiiiieiiinieceeecieeen 112 (155) 43 - -
Transfers to Stage 3 (credit impaired financial assets) . . 19 190 (209) - -
Net remeasurement of 10SS @lloWancCe ...........ccccovvveiriieeiiieeniie e 438 (800) (697) 1) (1,060)
New financial assets, originated or purchased ............cccccocvvviieiiiiinnns (233) (114) (152) - (499)
Derecognitions and MAatUrities ...........cccocveiiiiiiininiieeere e 113 188 264 - 565
WIEE-OFS e 1 20 275 - 296
Total loss allowance for loans to individuals (559) (532) (1,381) 1) (2,473)
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year .........ccccoccciiiiiiiee s (1,889) (1,232) (1,889) (131) (5,141)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....ccvvvveeiiiiiiiineeiiiiieceeees (873) 731 142 - -
Transfers to Stage 2 (lifetime ECL) ..... . 308 (818) 510 - -
Transfers to Stage 3 (credit impaired financial assets) ................... 62 111 (173) - -
Net remeasurement of l0Ss @llowance ...........cccoccevcieiieninic e 1,421 (494) (1,683) 40 (716)
New financial assets, originated or purchased .............ccccoocvvviieiiiinnnns (1,295) (121) (161) - (1,577)
Derecognitions and MAatUrities ...........cccoceeiiiiiiiiiiieeeese e 406 263 246 - 915
WIEE-OFS e 71 1 369 - 441
Total loss allowance for loans to corporates ...........c.cccocveevereenenne (1,789) (1,559) (2,639) (91) (6,078)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year ...........ccccooiiiiiiic, (351) (93) 5) - (449)
Transfers
Transfers to 12-month ECL ......c.cooiiiiiiiiiiii e (93) 93 - - -
Transfers to lifetime ECL .........cccooiiiiiiii e 16 (16) - - -
Transfers to credit IMPAIred ...........cooovveiriiiiiiii e 1 3 4) - -
Net remeasurement of 10SS alloWanCe ............ccccoocviiiiiiiic e 252 (68) 4 - 188
New financial commitments originated ... . (221) (104) - - (325)
Derecognitions and Maturities ............ccccooviiiiiiiiie e 160 60 3 - 223
Total loss allowance for loan commit., guarantees, unused facilities ............. (236) (125) 2) - (363)
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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44. Credit risk, continued
2022
Impairment loss allowance * Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the Year .........cccccciiiiiiiiie e (1,606) (1,897) (4,824) 2) (8,328)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...ccvevvviiiiiiiiiiieeiiiiieeee e (1,213) 929 284 - -
Transfers to Stage 2 (lifetime ECL) ......cccoccvoiieiiiiiiieeeeeeee e 310 (891) 581 - -
Transfers to Stage 3 (credit impaired financial assets) ..........ccccvveveeiiiinnns 42 169 (211) - -
Net remeasurement of l0Ss allowance ** ............ccccoceviiiiiiiireeeee e 1,178 (121) (1,065) 1 (@)
New financial assets, originated or purchased ............c.ccccoviiiiiieeiiiiiiiee e (2,192) (265) (1,048) (131) (3,636)
Derecognitions and MAatUrIties ...........ccocoieiiiiiiiii e 795 457 2,120 (166) 3,206
WWIHIEE-0FFS ™% ettt et 1 7 1,226 166 1,400
Impairment 10Ss allowance *** ... (2,685) (1,612) (2,937) (131) (7,365)
Impairment loss allowances for assets only carrying 12-month ECL ................ (6) - - - (6)
Total impairment 10SS AllOWANCE ........cooviiiiiiiiiiiiiiiiie e (2,691) (1,612) (2,937) (131) (7,371)

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

** During the year the loss allowance balance for stage 3 loans was raised by ISK 528 million due to unwinding of interest income.
*** During the year an amount of ISK 910 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 ..........ccccciiiiiiiiiee e, (1,313) (1,806) (4,480) Q) (7,600)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...c.eevvveiiiiiiiiieiiiiiieee e (1,044) 760 284 - -
Transfers to Stage 2 (lifetime ECL) ......cccoccvviiiiiiiiiiieceeeeeecee e 289 (870) 581 - -
Transfers to Stage 3 (credit impaired financial assets) .... . 41 168 (209) - -
Net remeasurement of loss allowance ..............ccccccoeeeee . 921 41 777) 1 186
New financial assets, originated or purchased . . (1,683) (196) (1,048) (131) (3,058)
Derecognitions and MAtUrIties ...........cccociiiieiiiiiiie e 454 377 1,491 (166) 2,156
WIHE-OFfS ...vviiiiiiic 1 7 1,226 166 1,400
Total loss allowance for loans to CUSTOMErS ........ccccvevieiieiiciiieee. (2,334) (1,519) (2,932) (131) (6,916)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year .........c.cccccooiiiiic (492) (246) (1,151) 1) (1,890)
Transfers of financial assets

Transfers to Stage 1 (12-month ECL) ....ccceevviiiiiiiiiiiiieiieeeiieeee (525) 326 199 - -
Transfers to Stage 2 (lifetime ECL) .........cccoviiiiiiiiiiiicecceee 92 (148) 56 - -
Transfers to Stage 3 (credit impaired financial assets) ................... 18 138 (156) - -

Net remeasurement of loss allowance ............. 581 (378) (474) 1 (270)
New financial assets, originated or purchased (241) (74) (75) - (390)
Derecognitions and Maturities ............cccccovoiiiiiiie e 121 86 272 - 479
WIHEE-0FFS i 1 7 286 - 294
Total loss allowance for loans to individuals .............cccccocovevinenns (445) (289) (1,043) - a,777)
Arion Bank Consolidated Financial Statements 2023 Amounts are in ISK millions
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44. Credit risk, continued
Stage 1 Stage 2 Stage 3 POCI Total
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year .........c.ccccoiviiii (821) (1,560) (3,329) - (5,710)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....cceevviiiiiiiiiiiieeiieeenieeee (520) 434 85 - 1)
Transfers to Stage 2 (lifetime ECL) .......occvvvvieeiiiiiiiiieeiiiiieee e 197 (722) 525 - -
Transfers to Stage 3 (credit impaired financial assets) .................. 23 29 (53) - (1)
Net remeasurement oOf 10SS allOWaNCE ..........ccceevviiiiiiieeiiiiiiiee e 340 419 (303) - 456
New financial assets, originated or purchased .............cccccceviiiiniieenns (1,441) (123) (973) (131) (2,668)
Derecognitions and MAatUrties .........c..eeeeeiiiiiiiiieen i 333 291 1,219 (166) 1,677
Write-offS ......ooovvvvviiiiiiiel . - - 940 166 1,106
Total loss allowance for loans to COrporates ........ccccoccvveveeeniivniennn. (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 ...........c.cccoiiiiiiiice (293) (91) (344) - (728)
Transfers
Transfers to 12-month ECL ... . (169) 169 - - -
Transfers to lifetime ECL ......cccvvviiiiiiiiiiiie e 21 (21) - - -
Transfers to credit IMpPaIred ...........cccoooiiiiiiiiiiere e 1 1 2) - -
Net remeasurement oOf 0SS AllOWANCE ...........ccoviiiiiiiiiiiiiiiiiee e 257 (162) (288) - (193)
New financial commitments originated .............ccccoociiiiiiiiiiiciic e (509) (69) - - (578)
Derecognitions and MAtUFItIES .........c.uevieeeiiiiiiiiee e 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
2024 2025 2026
UNEMPIOYMENT TALE ...ttt e ettt e e e e sttt e e e s s s bbb et e e e e nbbbeeeeeeanbbbeeeeessnbbneeeens 4.4% 4.4% 4.2%
Housing prices, year-on-year change .... 2.5% 4.7% 6.9%
Private CoONSUMPLION, GIrOWEN ........oiiiiiiiiiiee ettt et e e 1.9% 2.7% 2.9%
GDP GIOWEN et e e e e e e s 2.3% 2.7% 2.5%
Optimistic Pessimistic
2024 2025 2026 2024 2025 2026
UNemMPIOYMENT FALE ....cc.eviiiiiiiiiiie it 3.3% 3.7% 4.0% 6.2% 5.6% 4.4%
Housing prices, year-on-year change ............cccccoeveeeeeieereieennnn. 7.0% 7.7% 7.4% -4.0% 1.2% 7.9%
Private consumption, growth ............ccccoceeeiiiieiiiiciee e 4.7% 3.5% 3.1% -1.8% 1.9% 2.5%
GDP GIrOWEN ..ottt 4.2% 3.2% 2.9% -1.2% 2.5% 2.3%

Sensitivity analysis

Regarding macroeconomic outlook, see Note 3, Significant accounting estimates and judgements. The Group calculates loss for three
different scenarios, optimistic, neutral and pessimistic and the loss allowance is the weighted average of the results. As a sensitivity
analysis, it can be noted that the loss allowance in stage 1 and 2 for each of these scenarios separately is ISK 1.5 billion, ISK 3.0 billion and
ISK 8.8 billion for the optimistic, base case and pessimistic scenarios, respectively (31.12.2022: ISK 1.8 billion, ISK 3.1 billion and ISK 8.4
billion, respectively).
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44. 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.

Arion Bank Consolidated Financial Statements 2023

Stage 1 Stage 2 Stage 3 Total
Gross Gross Gross Gross

carrying Loss carrying Loss carrying Loss carrying Loss

2023 amount  allowance carrying  allowance carrying  allowance carrying  allowance

Individuals .. 2,614 a7 2,001 (39) 3,873 (467) 8,488 (523)

COMPANIES .o 3,432 (21) 13,242 (415) 2,659 (519) 19,333 (955)

TOUFSIM .o 2,049 (15) 8,980 (376) 1,358 (254) 12,387 (645)

Other than tourism ...........ccceeveveinne 1,383 (6) 4,262 (39) 1,301 (265) 6,946 (310)

TOLAl e 6,046 (38) 15,243 (454) 6,532 (986) 27,821 (1,478)
2022

Individuals .. - - 7,948 (42) 2,254 (257) 10,202 (299)

COMPANIES .o - - 16,815 (606) 3,529 (1,259) 20,344 (1,865)

TOUNSIM e - - 13,100 (563) 2,511 (1,065) 15,611 (1,628)

Other than tourism ........ccccovvivieeeeenns - - 3,715 (43) 1,018 (194) 4,733 (237)

TOLAl e - - 24,763 (648) 5,783 (1,516) 30,546 (2,164)

Volcanic activity in the vicinity of Grindavik

The volcanic events in the vicinity of Grindavik have an impact on the credit quality of a section of the Group’s loan portfolio. The carrying
amount of loans to individuals and corporates domiciled in the area is ISK 10.3 billion, thereof ISK 8.3 billion to corporates and ISK 2.0
billion to individuals. These loans are well collateralized with strong average LTVs of 53% for the mortgage portfolio and 42% for the
corporate portfolio. Of the loans to corporates, ISK 6.0 billion is secured by fishing vessels with appurtenant quota which are not impacted
by the events. The other main collateral is residential and commercial real estate. These are required by law to be insured against the risk
of fire based on an official fire insurance value, which is generally higher than the tax value in the area. The Natural Catastrophe Insurance
of Iceland covers real estate up to the fire insurance value in case of destruction by a natural disaster. Compensation has been paid out for
some of the properties that have been deemed destroyed.

It should be noted that these events are still ongoing, with an eruption occurring after the year-end reporting date on 14-15 January, with
lava flow partly within the town’s perimeter. Thus, the Bank will continue to monitor the situation and work with its customers through these
times of uncertainty. The Bank has transferred most of the exposure in Grindavik (96%) to stage 2 as this event amounts to a significant
increase in credit risk. Impairments remain modest but the assessment of expected credit losses will be subject to careful and continuous
review in the coming quarters. Potential government intervention may impact the Group's assessment.
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45. 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.

Following the outbreak of Covid-19, the Central Bank of Iceland lowered interest rates to historic lows, resulting in a sharp increase in
demand for non-indexed mortgages with floating rates in 2020 and 2021. Inflation in Iceland, measured at 7.7% at year-end 2023, has
exceeded the Central Bank’s target of 2.5% since June 2020 and is expected to remain over the target throughout 2024 at least. 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 for the Bank. This risk exposure is receding as the bulk of those loans is subject to interest rate reset in 2024. Interest
rate risk for indexed rates is however increasing due to new issuance of fixed-rate indexed covered bonds.

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 25, and are therefore different from the amounts shown in these Condensed
Consolidated 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.

2023 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ............ccoouuviiiiiiiiiiiiiineeeeeeiiieeeeeeeeens 102,095 - - - - 102,095
Loans to credit iINSHIULIONS ..........cuvveiiieiiiiiiiee e 28,835 - - - - 28,835
LOANS 10 CUSIOMELS ...oviiiiii et e s 782,864 170,223 191,527 749 - 1,145,363
Bonds and debt iNStruments ..., 79,710 46,599 14,657 9,150 7,081 157,197
Bonds and debt instruments used for hedging ............cccocovveviineenne 403 617 199 977 2,196
Derivatives . 108,752 75,100 182,078 - - 365,930
ASSEES it e e a e annaees 1,102,256 292,325 388,879 10,098 8,058 1,801,616
Liabilities
Due to credit institutions and Central Bank .............cccccceevnnnnnnnnnns 2,771 - - - - 2,771
DEPOSIES ettt 785,509 7,201 - - - 792,710
Derivatives ... 221,119 134,951 8,389 - - 364,459
Borrowings 22,775 68,633 268,304 46,906 12,390 419,008
Subordinated abilities ...........ccoeeeeiiiiiiiiiieee e - 7,005 34,149 - - 41,154
LIADIITIES oeeiiiee ettt 1,032,174 217,790 310,842 46,906 12,390 1,620,102
NEt INTEreSt GAP ..iooveeeiiieeiiie et 70,082 74,535 78,037 (36,808) (4,332) 181,514
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2022 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ............ccooeuveiiiiiiiiiiiineeeeeeeeeeeeeeeeeee 114,118 - - - - 114,118
Loans to credit iNSHIULIONS ..........cuvviiiiiiiiiiieee e 45,501 - - - - 45,501
LO@NS t0 CUSIOMENS ...cooiiieeieeeee e 679,615 100,734 234,246 3,076 - 1,017,671
Bonds and debt inStruments ...........coovvvviiiiiiiiiiiiiieeeeeeevieee e 79,754 43,433 7,181 5,682 2,124 138,174
Bonds and debt instruments used for hedging ..............cccocoeveenee. - 23 1,890 664 1,313 3,890
Derivatives . 127,576 71,983 231,337 - - 430,896
ASSEES it 1,046,564 216,173 474,654 9,422 3,437 1,750,250
Liabilities
Due to credit institutions and Central Bank ............cccoeeeeeiviiiiieennn. 11,697 - - - - 11,697
[DTT oo TSP 753,439 1,922 - - - 755,361
DEMVALIVES ...vvieiiiie ettt ettt e st e tae e e saeeenaeeenneae s 123,579 292,009 13,445 - - 429,033
BOIMOWINGS ...veiiiiieieestieeiieeie et et e e see e e te et st esreeaneeeeeenaeenneas 35,373 3,411 298,896 32,446 11,300 381,426
Subordinated liabilities .. . - 6,819 29,387 12,104 - 48,310
LIADITITIES ©veeiieieeciie et 924,088 304,161 341,728 44,550 11,300 1,625,827
NEL INLErEST GAP woevveeeeeeieeeieeeie et ntee e see e e e enee e neas 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, 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.

NPV change in the banking book
IS O O = T o [ 1131 Te PO N

ISK, NON INAEX-IINKEA ... .ottt eeeeeeeeeeeeaeeeeaaeeeaeeees

FOr@IGN CUITENCIES ..eiiiiiiiiiiiie ettt ettt ettt e e e sttt e e e e ettt e e e e e nnbbb e e e e e s anbbeeeeeas

NPV change in the trading book
ISK, CPIINAEX-INKEA ....eeiiiiiii et e et e e e e e e et e e e eaaans

ISK, NON INAEX-IINKEA ...ttt e e e e e e e e eeeeeeeeeeaaeeaaeees

FOrQIGN CUITENCIES ..eiiiiiiiiiiiie e ettt ettt ettt e e e ettt e e e e s st e e e e e e bt et e e e e e anbbbeeeeesanbbeeaeens
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2023 2022
-100 bps +100bps -100 bps +100 bps
(1,855) 1,721 (1,994) 2,782
(1,487) 1,462 (1,106) 886
(418) 416 (36) 32
133 (122) 173 (156)
195 (185) 211 (199)
(31) 31 (38) 38
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45. 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

2023 Uptol 1to5 Over 5

Assets, CPI index-linked year years years Total
[Tz T ES (o I o L] (] 1= = PPt 11,667 81,695 282,842 376,204
FIiNANCIal INSTIUMEBNTS .....iiiiiiiie et e e e e e e e e et e e e e e s eaa s e e e e eeraaes 7,813 5,028 8,797 21,638
ASSEtS, CPLINAEX-TINKEA ...oviiiiiiiiieee ettt e e neeenaee e 19,480 86,723 291,639 397,842

Liabilities, CPI index-linked

[ DT oo 11 £SO PPR 111,523 16,253 3,939 131,715
Borrowings ... 373 81,870 58,920 141,163
SUbOrdinAted HADIITIES ......ccieiieiiiei e e e e e e e e e aba e eees - - 16,997 16,997
[ 11 =T PPN - - 1,028 1,028
Off-balance Sheet POSILION ........oouiiiiiiiiiii e 1,466 151 - 1,617

Liabilities, CPl index-linked .... 113,362 98,274 80,884 292,520

Net on-balance sheet POSITION .........c.ccoiiiiiiiiiiiee e (92,416)  (11,400) 210,755 106,939
Net off-balance Sheet POSILION ........c..uiviiiiiiiiii e e e (1,466) (151) - (1,617)
CPIBAIANCE ...ttt (93,882)  (11,551) 210,755 105,322
CPI balance for prudential consolidation, excluding insurance operations * ............... (95,084) (16,579) 201,957 90,296
2022

Assets, CPI index-linked

[0 = 1 g S (o o 11 (o] = N 8,525 37,589 210,878 256,992
FIiNANCIal INSTIUMEBNTS .....iiiiiiiiii et e e et e e e e e e et e e e e e s eaab s e e e e esebaes 5,208 3,435 9,684 18,327
PN = E O d T [ Loy R T T =T I 13,733 41,024 220,562 275,319

Liabilities, CPI index-linked

(DLt oTo L | TP P OV PR RURTUP 89,217 20,240 3,493 112,950
Borrowings .... 336 67,836 45,661 113,833
SUbOrdinAted HADIITIES ... ..coieiieiiiei e e e et e e e e e e e eaees - - 15,735 15,735
(11 =T PP PR 1,121 251 1,393 2,765
Off-balance Sheet POSILION ........cccuiiiiiiiiii e 1,889 1,520 - 3,409
Liabilities, CPlindeXed HNKEA .........ccccouuiiiiiieiiiiee et eaaae e 92,563 89,847 66,282 248,692

Net on-balance sheet position (76,941) (47,303) 154,280 30,036

Net off-balance sheet position (1,889) (1,520) - (3,409)
CPIDAIANCE ... e (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)
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45. 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

2023
Financial assets

Cash and balances with CB ...................
Loans to credit institutions ......................
Loans to CUStOMErS ......ccovvvveiivreeeiieeennee
Financial instruments ............cccccccceveunnes
Other financial assets ...........ccccccvveeennne
Financial assets ........cccccceveeeviiivieeeennns

Financial liabilities

Due to credit inst. and Central Bank .......
DEPOSILS ..o
Financial liabilities at fair value ...............
Other financial liabilities
BOITOWINGS ..ooooviiiiiiiiees it
Subordinated liabilities .............ccccoeeere

Financial liabilities .........cccccovviiiiiennnns

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

Net position * ........ccoveiiiiiiiicce,

Non-financial assets

Investment property ...........cccceeeeiiinnnn
Investments in associates ...............cuue.
Intangible assets ..........ccccceeveiiiiiiiiies
TAX ASSELS ..vvvvvvvrrririiiiiiieiiieieeeieeeeeeeeeeeeees
Assets and disposal groups

held for sale ........ccccovveeeiiiiiiiiieeiiins
Other non financial assets ......................

Non-financial assets ...........ccocvvveeeennne

Non-financial liabilities and equity
Tax liabilities .........coovvvvviieiiiiiiecce,
Other non-financial liabilities ...................
Shareholders' equity ...........cccceeeeiinens
Non-controlling interest .
Non-financial liabilities and equity ......
Management reporting

of currency risk ** ...

ISK EUR USsD GBP DKK NOK Other Total
100,837 412 301 112 137 28 268 102,095
1,321 11,870 10,833 1,214 1,513 299 1,785 28,835
961,822 105,897 52,705 1,150 28,602 1,327 1,286 1,152,789
86,667 87,955 13,446 158 205 15,753 1,522 205,706
5,107 264 6,808 - 5 4 - 12,188
1155754 206,398 84,093 2,634 30462 17,411 4,861 1,501,613
2,096 185 432 - - - 58 2,771
691,181 33,847 56,528 4,317 3,273 1,599 1,965 792,710
1,573 9,156 739 - - 169 9 11,646
6,156 1,426 2,024 250 538 138 258 10,790
184,019 215,728 - - - 13526 7,187 420,460
20,155 766 13,217 - - 4,096 3,045 41,279
905,180 261,108 72,940 4,567 3,811 19,528 12,522 1,279,656
250,574  (54,710) 11,153 (1,933) 26,651 (2117)  (7,661)
(32,394) 58658  (11,253) 1,851  (26,069) 2,075 7,132
218,180 3,948 (100) (82) 582 (42) (529)
9,493 - - - - - - 9,493
789 - - - - - - 789
8,051 - - - - - - 8,051
39 - - - - - - 39
62 - - - - - - 62
5,201 233 78 85 27 - 5,625
23,635 233 78 85 27 - 24,059
11,169 - - - - - - 11,169
35,493 48 2 - 1 - 2 35546
198,798 - - - - - - 198,798
503 - - - - - - 503
245,963 48 2 - 1 - 2 246,016
(4,148) 4,133 (24) 3 582 (15) (531)

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

** 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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2022*
Financial assets ISK EUR UsD GBP DKK NOK Other Total
Cash and balances with CB ................... 112,744 593 257 127 85 43 269 114,118
Loans to credit institutions ...................... 1,414 11,884 23,809 3,444 553 1,270 3,127 45,501
Loans to CUSIOMErS .......cccoeeeeeivvviiiiennnns 888,036 114,378 51,053 1,551 27,965 146 1,628 1,084,757
Financial instruments ..........cccccccvvveeeen. 107,687 62,878 3,443 88 372 18,817 44 193,329
Other financial assets ..............cccceeeen. 4,292 274 123 11 4 - 1 4,705
Financial assets ............ccccccccee, 1,114,173 190,007 78,685 5,221 28,979 20,276 5,069 1,442,410

Financial liabilities

Due to credit inst. and Central Bank ....... 9,777 252 231 9 2 - 1,426 11,697
DEPOSIES ..evieieiiiiiieeeeiiiiee e 662,541 35,413 46,102 3,058 3,023 3,099 2,125 755,361
Financial liabilities at fair value ............... 1,784 16,970 2,008 1 1 195 38 20,997
Other financial liabilities .............ccccceeeen. 2,227 1,234 1,775 257 223 589 222 6,527
BOIMOWINGS ....oooiiiiriiiieiee e 158,071 216,045 - - - 15,303 3,144 392,563
Subordinated liabilities .. . 18,891 772 13,396 - - 4,383 9,889 47,331
Financial liabilities .........cccccccoveinnene 853,291 270,686 63,512 3,325 3,249 23,569 16,844 1,234,476
Net on-balance sheet position ................ 261,257 (80,679) 15,173 1,896 25,730 (3,293)  (11,775)
Net off-balance sheet position ................ (51,950) 81,095 (15,967) (1,950) (25,649) 3,161 11,260
Net poSItion ** ... 209,307 416 (794) (54) 81 (132) (515)
Non-financial assets
Investment property ............ 7,862 - - - - - - 7,862
Investments in associates 787 - - - - - - 787
Intangible assets ........ccccecvvvieiiiiiiiinnnn, 8,783 - - - - - - 8,783
TaX @SSeLS ..ovvviiieiieiiiiie e 135 - - - - - - 135
Assets and disposal groups

held for sale ........cccoovvveeeieiiiiiiee i, 61 - - - - - - 61
Other non financial assets ...................... 5,275 128 66 86 - 11 6 5,572
Non-financial assets ............cccccvveeeeennns 22,903 128 66 86 - 11 6 23,200
Non-financial liabilities and equity
Tax liabilities ........cceeeeeiiiiiiiiiiiiieees 10,303 - - - - - - 10,303
Other non-financial liabilities ................... 32,816 51 6 - 1 - - 32,874
Shareholders' equity ..........cccceevveerineennns 187,307 - - - - - - 187,307
Non-controlling interest ..........ccccccvveennne 649 - - - - - - 649
Non-financial liabilities and equity ...... 231,075 51 6 - 1 - - 231,133
Management reporting

of currency risk ** _.......oiininn. 1,135 493 (734) 32 80 (121) (509)

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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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45. 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).

2023 2022
Currency -10% +10% -10% +10%
BEUR Lo s (413) 413 (49) 49
USD s 2 (2) 73 (73)
GBP s 0) 0 3) 3
DK e (58) 58 8) 8
NOK s 2 ) 12 (12)
OLNET . 53 (53) 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 31 and 24 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.

2023 2022
Equity -10% +10% -10% +10%
Trading DOOK - lISTEA ......vieiiie i e e e (334) 334 (165) 165
Banking DOOK - lISTEA .........ccuiiiieiee s (397) 397 (477) 477
Banking BOOK - UNHISTEA ..........oeiiiiiiiiiiiiie et aee e e e e (526) 526 (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 25 provides a breakdown of the Group's
derivative positions by type.
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46. 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 71% 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

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 ................... 2,556 83,848 16,227 - - - 102,631 102,095
Loans to credit institutions ...................... 20,977 7,842 16 - - - 28,835 28,835
Loans to CUStOMETrS ........occvvveeeeeiiiiieeenns 6,942 161,250 155,075 531,276 1,385,530 - 2,240,073 1,152,789
Financial instruments ............cccvvvveeeennns 9,376 81,687 47,647 17,548 13,463 39,711 209,432 205,706
Derivatives - assets leg . - 42,180 33,090 31,428 - - 106,698 94,662
Derivatives - liabilities leg . - (39,292) (32,374) (27,621) - - (99,287) (88,060)
Other financial instruments 9,376 78,799 46,931 13,741 13,463 39,711 202,021 199,104
Other financial assets ...... 519 9,229 774 1,666 - - 12,188 12,188
Financial assets ........ccccccveveeevviiivieeeennns 40,370 343,856 219,739 550,490 1,398,993 39,711 2,593,159 1,501,613
Financial liabilities
Due to credit inst. and Central Bank ........ 1,640 1,162 - - - - 2,802 2,771
DEPOSILS .eveevveeeiiiiieeiiiee e 561,728 191,128 21,724 16,906 - - 791,486 792,710
Financial liabilities at fair value .. - 3,791 5,726 16,209 - - 25,726 11,646
Derivatives - assets leg ........ - (30,271) (10,276) (4,118) - - (44,665) (39,726)
Derivatives - liabilities leg ...........c.cccvvennee - 34,001 16,002 20,327 - - 70,330 51,311
Short position in bonds ............ccccceeveienane. - 61 - - - - 61 61
Other financial liabilities 76 9,640 340 734 - - 10,790 10,790
Borrowings .......... - 1,191 92,107 304,564 63,417 - 461,279 420,460
Subordinated liabilities ..............c.ccceuueee. - 1,291 1,776 20,326 32,471 - 55,864 41,279
Financial liabilities .........cccccoviiiiiiennnns 563,444 208,203 121,673 358,739 95,888 - 1,347,947 1,279,656
Net position for assets and liab. .......... (523,074) 135,653 98,066 191,751 1,303,105 39,711 1,245,212 221,957
Off-balance sheet items
Financial guarantees ............cccocoeevuneene - 4,005 6,629 3,711 7,418 - 21,763 21,763
Unused overdraft ................ - 61,951 - - - - 61,951 61,951
Undrawn loan commitments ................... - 44,220 15,009 9,354 605 - 69,188 69,188
Off-balance sheet items ...........ccccoens - 110,176 21,638 13,065 8,023 - 152,902 152,902
Net contractual cash flow .................... (523,074) 25,477 76,428 178,686 1,295,082 39,711 1,092,310 69,055
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2022* 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 18,183 88,515 7,531 - - - 114,229 114,118
Loans to credit institutions ...................... 23,904 21,597 31 - - - 45,532 45,501
Loans to CUSIOMErS .......cccoeeeeeevvviiiiennnns 2,282 139,996 147,972 470,458 1,138,049 - 1,898,757 1,084,757
Financial instruments ...........cccoccveeviveeenne 8,527 77,677 43,773 12,384 15,775 41,749 199,885 193,329
Derivatives - assets 189 .........cooveueurrennn. - 76,104 22,301 32,447 - - 130,852 123,547
Derivatives - liabilities leg . - (69,826) (19,032) (29,503) - - (118,361) (114,031)
Other financial iNStruments ..............c......... 8,527 71,399 40,504 9,440 15,775 41,749 187,394 183,813
Other financial assets ............ccccveeeeeenns 488 858 2,611 763 - - 4,720 4,720
Financial assets ........ccccoceeviiieiiinecnnnnn. 53,384 328,643 201,918 483,605 1,153,824 41,749 2,263,123 1,442,425
Financial liabilities
Due to credit inst. and Central Bank ........ 7,233 4,484 - - - - 11,717 11,697
DEPOSILS .ovevvireiiiiieeciiee e 545,764 102,796 84,239 20,568 3,795 - 757,162 755,361
Financial liabilities at fair value ............... - 1,647 2,973 18,487 - - 23,107 20,997
Derivatives - assets leg - (25,891) (25,670) (12,131) - - (63,692) (62,420)
Derivatives - liabilities leg ............c.cooo....... - 27,527 28,643 30,618 - - 86,788 83,406
Short position in bonds used for hedging .. - 11 - - - - 11 11
Other financial liabilities .............cccceeeeens 109 5,121 343 954 - - 6,527 6,527
BOMOWINGS ...ovveiieeiieeieeee e - 21,755 14,169 338,265 50,794 - 424,983 392,563
Subordinated liabilities ..............cccccvveennn. - 1,402 1,634 19,685 36,111 - 58,832 47,331
Financial liabilities .........cccccccovveinien 553,106 137,205 103,358 397,959 90,700 - 1,282,328 1,234,476
Net position for assets and liab. .......... (499,722) 191,438 98,560 85,646 1,063,124 41,749 980,795 207,949
Off-balance sheet items
Financial guarantees .............ccccoceeveennen. - 2,194 10,024 2,058 6,036 - 20,312 20,312
Unused overdraft ............ooovvveeieeeeiiiiinnnnn. - 57,259 - - - - 57,259 57,259
Undrawn loan commitments ................... - 47,464 27,308 27,686 3,430 - 105,888 105,888
Off-balance sheet items .........cccceeeveeen - 106,917 37,332 29,744 9,466 - 183,459 183,459
Net contractual cash flow .................... (499,722) 84,521 61,228 55,902 1,053,658 41,749 797,336 24,490

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 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.
2023 2022
Available Stable FUNING ......oiiiii ettt et s et s bt e ekt e e b e e et e e e e e e e e e e e 1,167,158 1,109,623
Required Stable fUNGING ........oooiiii et e e e e e 982,601 931,991
119% 119%

Net stable funding ratio
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46. Liquidity and Funding risk, continued

Liquidity coverage ratio

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

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

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.

Total all
2023 ISK EUR currencies
[ U] fo - TEY= 3N (o= I TSP PT T OUPPPRTN 124,792 83,916 243,122
LIQUID BSSEES TEVEI 2 ...t ettt ettt et e et e e e nnaeas 9,302 - 9,302
[T U Te =YY =) £ OSSPSR 134,094 83,916 252,424
[DTT 01y (SRS ROPP 131,959 9,158 164,787
12104 (01T LTS PPPPPPROE 672 - 759
(@] (LT o= 1] o1 [0 1T RTRRRY 5,402 10,436 12,380
(0821 o e UL 41 1o 1V1V2= 138,033 19,594 177,926
Short-term deposits with Other Danks ** ... ... - 8,569 19,918
(@) 1T o= 1] a 101 [0 1T 23,118 888 26,412
(0821 o T 0} [ X1V 23,118 9,457 46,330
Liquidity coverage ratio (LCR) ...ttt e e e st e e e e et et e e e s s bbb b e e e e e s nnnbaees 117% 828% 192%
2022 ISK FX Total
[T [0 To - TEY= N (oA I TP PP OUPP PR 139,562 73,729 213,291
LIQUIA @SSEES TEVEI 2 ...ttt ettt e sttt n ettt e e e e e e ennes 23,956 - 23,956

Liquid assets .. 163,518 73,729 237,247

Deposits ... 155,507 34,631 190,138

BOMTOWINGS ..ottt ettt et h e s h e e b e e s e e et e b e e e b e e s he e e e e e e e reesteeee e e neenreeas 580 73 653
(@] (LT o= 1] oYU L [0 1T TR 9,868 6,266 13,949
CASH QULFIOWS ...ttt e e et e e e e et e e e e ee et e e e s nab e e eeas 165,955 40,970 204,740
Short-term deposits with other DanKS ** ... ... - 23,388 23,388
(@)1 =T o= 1] a 101 [0 1T 23,854 7,794 31,648
(=T s T 1011 oL USRI 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.

*** | CR is defined as: LCR = Weighted liquid assets / (weighted cash outflows - weighted cash inflows) where weighted cash inflows are capped at 75% of
weighted cash outflows.
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46. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
2023 ISK uUsD EUR Other Total
Cash and balances with Central Bank ...........cccoooeiiiiiiiiiiieiiiiiiiiie e 100,837 301 412 545 102,095
Short-term deposits with financial iNStitutions .............ccocoeiiivieicice, - 6,961 8,569 4,388 19,918
Domestic bonds eligible as collateral with Central Bank . .. 30,046 - - - 30,046
Foreign government BONAS .........c.cooiiiiiiiiieiiiceee e - 18,888 83,504 14,675 117,067
LiQUITILY FESEIVE 1iiiiiiiiiiie ittt ettt e e e et e e sanaeesnaaeennes 130,883 26,150 92,485 19,608 269,126
2022
Cash and balances with Central Bank ...........ccccoooiiiiiiiiiiiiiiiiiiiiiin e 112,744 257 593 524 114,118
Short-term deposits with financial iNStitutions .............ccocoeiiinieicie - 14,125 4,456 4,807 23,388
Domestic bonds eligible as collateral with Central Bank ............cccccoovvvveieennnns 50,116 - - - 50,116
Foreign government BONAS .........c.cooiiiiiiiiieiiiceee e - - 55,915 16,435 72,350
LiQUITILY FESEIVE oiiiiieiiiie ittt sttt e et e e e e sneeesnaeeennes 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

2023 stable % Stable % deposits*  deposits
INAIVIAUAIS ..ottt 107,999 10% 115,140 5% 146,109 369,248
Small and medium enterprises ...........cccoceeveeiveerieeieeiee e 106,030 10% 17,758 5% 19,827 143,615
Operational relationsShip ...........cooviiiiiiiii e 7,540 25% - 5% - 7,540
(0] o To] = i o] 4 LS ST 116,348 40% 15,759 20% 22,679 154,786
Sovereigns, central banks and PSE ..........cccccceeviiiiiiieiiniiiiceeens 27,678 40% 15 0 753 28,446
Pension fUNAS ... e e e eeees 47,390 100% - - 17,211 64,601
Domestic financial @NtitieS ...........ccuviiiiiiiiiiiieee s 20,521 100% - - 4,780 25,301
Foreign financial entities .. . 1,944 100% - - - 1,944
TOTAL ettt e e e 435,450 148,672 211,359 795,481
2022
INAIVIAUAIS .ot 99,019 10% 117,733 5% 108,788 325,540
Small and medium enterpriSes ..........ccovvvveririiiieeeieiiieee e 102,870 10% 16,972 5% 10,155 129,997
Operational relationShip ..........cccoviiiiiiiii e 14,801 25% - 5% - 14,801
COIPOFALIONS ...vveeeeeiiiiieee ettt e e e e e s e e e 108,565 40% 15,493 20% 10,907 134,965
Sovereigns, central banks and PSE ...........ccccceeiiiiiiiiee e 43,869 40% - - 778 44,647
Pension funds ........... . 56,987 100% - - 14,561 71,548
Domestic financial NtitieS ............cuviiiiiiiiiiiiee s 39,740 100% - - 4,913 44,653
Foreign financial entities .............ccoocveeiiiiiiiie s 908 100% - - - 908
TOTAL ettt e e e 455,538 150,199 161,321 767,058
* Here term deposits refer to deposits with maturities greater than 30 days.
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47. 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 2023 2022*
LI €= LI =T (U1 TSP PPP T 199,301 187,956
Non-controlling interest not eligible for inclusion in CET1 capital (503) (649)
Common Equity Tier 1 capital before regulatory adjuStmMents ..........coooiiiiiiiiiiiiiiiie e 198,798 187,307
[LaLe=TaTo 1o (SR T Y=Y £ PP PR S TTPPRPN (7,211) (6,425)
Additional value adjustments (227) (224)

Foreseeable dividend and buyback ** (12,877)  (15,980)
Adjustment under IFRS 9 transitional arrangements as amended ..............cceeiieiieiiiiiiiii s 952 1,142
CommON EQUILY TIEr L CAPITAL ..eviiiiiiiiiiiieiiie ettt e e e et e e e e ettt e e e s s bbb bt e e e e s anbbbeeeeesananeeeeeeannnes 179,435 165,820

117 105
13,217 13,396

Non-controlling interest eligible for inclusion in T1 capital ...
Additional Tier 1 capital

LI G R o7 o1 - | TP PPPPRPN 192,769 179,321
THEE 2 INSTIUMIEBINES .1uuiiiiiiiitiee e e ettt e e e e e ettt e e ettt et e e e e e e e e et e e e e e e e eaaaa e eeeesa s baa s eees e e e baa e e e e e s s aaaaa s eeesseabaneeeessesbaansns 28,062 33,935
Tier 2 instruments of financial sector entities (Significant INVESIMENES) ..........coiiiiiiiiiiiie e (1,247) (1,155)
Tier 2 capital 26,815 32,780

Total own funds 219,584 212,101

Risk-weighted exposure amount (REA)

Credit risk, loans and off-balanCe SNEEL IEIMS ...........uuiiiiiiiiiieeieeeeee et 732,760 707,479
Credit risk, securities and other 52,032 56,714
Credit risk, derivatives and repos .... 7,442 14,645
Market risk due to CUrrenCY IMDAIANCE ..........uiviiiiiiiiiie e e e et e e e e e bbbt e e e s abbb e e e e s s snbnees 4,751 1,387

Market risk due to trading book positions ... 11,066 7,493
Credit valuation adjustment 3,680 6,010
[T = Lo oL ] TSP PPTPP 98,740 89,166
Total risk-weighted EXPOSUIE @IMOUNT .......ciiiiiiiiii ettt e sttt e et e e et e e e et e ebeeeabneesnnneeenene 910,471 882,894

Capital ratios
CET1 ratio
Tier 1 ratio
Capital adequacy ratio ..

19.7% 18.8%
21.2% 20.3%
24.1% 24.0%

* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.

** On 31 December 2023, the deduction consists of 50% of profits as per the Bank's dividend policy. On 31 December 2022, the foreseeable dividend and buyback
corresponded 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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47. Capital management, continued
Capital ratios of the parent company 2023 2022
[ = 5 1 o T PRSP PPRT PSPPI 19.9% 18.8%
LIS > (1 T O PPUSPP RPN 21.4% 20.3%
(O o1 e= I (o [=To (U T Toy Y T OO PSPPSRI 24.3% 23.9%

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 2023 2022
Capital conservation buffer ............c.cccccovininiiies 2.5% 2.5%
Capital buffer for systematically important institutions 2.0% 2.0%
Systemic risk buffer * 3.0% 3.0%
Countercyclical capital buffer * .. 2.0% 2.0%
Combined capital buffer reqUITEMENT ..o e s 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 FEQUITEIMENT .......viiiieie ittt e et e e e sttt e e s s bbb et e e e e s a bbb eee e e e sbbbeeeeesanbbbeeeens 4.5% 6.0% 8.0%
Pillar 2R capital reqUIFEMENT ** ... ... 1.2% 1.6% 2.1%
Combined bUfer reqUITEMENT * ........ it e e e et e e e e e eiaeeeeeeans 9.2% 9.2% 9.2%
Regulatory capital FeqUITEMENT .........cccoiiiiiiii e 14.9% 16.8% 19.3%
AVAIIADIE CAPITAL ... .o e 19.7% 21.2% 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.

2023 2022

1,477,968 1,415,353
15,953 32,118
10,326 10,174
46,087 59,723

On-balance sheet exposures
Derivative exposures

Lt U= o o] U R OO O TP OSSP PUPP TP 1,550,334 1,517,368

LI g R 1= o1 - | OO TP PP OUPPPPPPPN 192,769 179,321

[0V =T oo = = Lo SO P PP OORR PPt 12.4% 11.8%
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47. 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 /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. The Bank expects an MREL
subordination requirement to come into effect in Iceland on 1 August 2026.

Minimum requirement for own funds and eligible liabilities 2023 2022
L@ 1 T {1 o [P 219,584 212,101
Eligible liabilities .. 124,955 155,667
Own funds and eligible TADITITIES ........eiiiiieee ettt ettt e st e e s e e sneeenaee 344,539 367,768
Combined buffer reqUIrEMENE (CBR) ......coiiuiiiiiieiiiii ettt e e e e s b e e e e e e bbb e e e e e s bbb et e e e s snbbeeeeeeennnneeeas 83,763 82,196
Own funds and eligible liabilities NOt USE fOr CBR .......c.uiiiiiiiiiie ettt 260,775 285,572
Risk-weighted exposure amount (REA) ..........cccecveeiennennnne ... 910,471 882,894
Own funds and eligible liabilities not used for CBR (% REA) ......coiiiiiiiiie et 28.6% 32.3%
MREL requUIr€mMeEnt (20 REA) ..ottt etttk ettt ettt ettt e st e e ae e e tb e e e kbt e e se bt e e en b et e anbe e e snteeesnteeeenneeennneas 20.2% 23.0%
Total eXPOSUre MEASUIE (TEM) ...ueiiiiiieiiiie ettt ettt ettt e ettt sttt e s st e e s et e e st e e e bt e e e sh bt e e sn bt e e anbeeesnteeeenneeeanneeennneas 1,550,334 1,517,368
Own funds and eligible labilitIeS (96 TEM) ...ccooiuiiiiiei ittt e e sttt e e e st b et e e e e s st b b e e e e e e sssbbeeeeesentbbeeeeesanes 22.2% 24.2%
MREL requiremMent (70 TEM) ...ttt sttt sttt e e e e e et e et e e be e s e e sie e e e e sreenteesenesnneenns 6.0%

Solvency Il for insurance subsidiary Vordur

Excess of assets over liabilities in accordance with SOIVENCY Il ...........ccciiiiiiiiiiii e 10,232 9,175
Y] o Jo T (o [T F= 1 (=To I F= o1 [ =TT 1,263 1,169
Foreseeable dividends .... - -
(@17 IR 10T o TN 11,495 10,344
Solvency capital reqUIreMENTS (SCR) .....uuuiiiiieiiiiiiie ettt e e e e s bt e e e e e s bbe et e e e e st bbb et aeesasbbeeeeeeannseeeeeaans 8,294 7,114
1O I (1o T TSRO POV URTPPTPPN 138.6% 145.4%

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

48. 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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49. 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. The following table excludes committed green exposures.

Green Financing Instruments 2023 2022
[T 0 L] £ PSP OOPRRPRt 25,477 21,274
204 (01T To [P P PP PRRN 98,801 97,405
20 To] Y- LU= USSP PRI 124,278 118,679

Identified eligible green assets by category

Sustainable fishery and aquaculture 25,493 51,936

Renewable energy 429 -
Clean transportation .. 6,317 4,879
Green buildings 67,484 64,232
ENEIQY ©ffICIENCY ...eetieiiiiiiiie ettt ettt e e s e h bttt e e e e e h bttt e e e e e h bbbttt e e e e R bbb e e e e e s e b bt e e e e e e nabreeeeaans 16,644 8,189
Pollution prevention and control and wastewater management . 6,523 6,174
(2T 0 Yo CQZ= | [V =TT 122,890 135,410
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Significant accounting policies

The accounting policies adopted in the preparation of these Consolidated Financial Statements are consistent with those followed in the
preparation of the Annual Financial Statements for the year ended 31 December 2022, except for when there have been made
amendmends to current IFRS valid from 1 January 2023, Icelandic Act on Financial Statements, Act on Financial Undertakings and rules
on Accounting for Credit Institutions. A number of new standards and interpretations were effective from 1 January 2023. Only IFRS 17
Insurance contracts had some effects on these Consolidated Financial Statements.

IFRS 17 Insurance Contracts came into effect on 1 January 2023. The standard apply to all issued insurance and reinsurance contracts.
The issuers of insurance contracts should present them in the balance sheet as the sum of the cash flow and the margin yielded by the
contracts. Cash flow refers to the estimated premiums which the company collects minus the payment of claims and cost, taking into
account time and risk. Margin refers to the estimated profit from the insurance contracts. The impact of the standard on the company’s
results was not significant. The insurance reserve in the balance sheet at the beginning of 2023 was considerably lower than the reserve
according to the previous methods. Firstly, the presentation of the premium reserve is such that only pre-paid premiums are considered
part of the premium reserve, which resulted in a considerable decrease in the reserve and a corresponding decrease in receivables.
Secondly, the calculation of the claims reserve changes somewhat and did not have a significant impact on the reserve amount.

50. Going concern assumption

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

51. Principles underlying the consolidation

Subsidiaries

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

Business combinations

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

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

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

The Group measures goodwill at the acquisition date as:

— the fair value of the consideration transferred; plus

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

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

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

Transaction costs incurred are expensed and included in administration expense.

Non-controlling interests

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

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

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

Loss of control

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

Transactions eliminated on consolidation

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

Funds management

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

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

52. Associates

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

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

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

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

Impairment on investments in associates

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

53. Foreign currency

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

Foreign currency transactions

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

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

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

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

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

55. Fee and commission

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

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

56. Net financial income

Net financial income comprises Dividend income, Net gain on financial assets and liabilities at fair value and Net foreign exchange gain.
i) Dividend income is recognized when the right to receive dividend is established. Usually this is the ex-dividend date for equity securities.

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

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

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

57. Insurance service results
Insurance revenues recognized in the Income Statement are insurance premium and other income from insurance contracts earned during
the operating year.

Insurance service expenses are claims incurred during the year and the increase or decrease due to claims from last year, acquisition cost
and other costs from activities, such as marketing costs, salary costs, office and administration costs.
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58. Income tax expense

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

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

Current and deferred tax relating to items recognized directly in equity is recognized in equity and not in the statement of profit or loss.
Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and liabilities and the realization of

foreign exchange gain or loss, for financial reporting purposes and the amounts used for taxation purposes.

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

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

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

59. Financial assets and financial liabilities

Recognition and initial measurement

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

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

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

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

Debt instruments

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

— amortized cost;

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

— fair value through other comprehensive income (FVOCI).

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

— itis held within a business model whose objective is to collect contractual cash flows; and
— its contractual cash flows are solely payments of principal and interest on the principal amount outstanding (here after SPPI).

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

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

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

Business model assessment

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

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

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

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

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

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

Cash flow characteristics assessment

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

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

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

Debt instruments measured at amortized cost

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

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

Debt instruments measured at FVOCI

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

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

Debt instruments measured at FVTPL

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

Purchased loans

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

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

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

Equity instruments
Equity instruments are measured at FVTPL.

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

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

Offsetting

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

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

Expected credit losses

Expected credit loss (ECL) is established for all financial assets, except for financial assets classified or designated as FVTPL and equity
instruments designated as FVOCI, which are not subject to impairment assessment. Assets subject to impairment assessment are
primarily debt instruments (including loans to customers) measured at amortized cost or FVOCI. ECL on financial assets is presented in
Net impairment. Other financial assets carried at amortized cost are presented net of ECL in the Group's Consolidated Statement of
Financial Position. Off-balance sheet items subject to impairment assessment include financial guarantees and undrawn loan
commitments. ECL for Off-balance sheet items is separately calculated and included in Other Liabilities.
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The Group measures the ECL on each balance sheet date according to a three-stage expected credit loss impairment model:
Assessment of expected credit loss, and effective interest
Stage Criteria rates.
1 Exposures not impaired and with no significant 12 month expected credit loss is recorded. The expected credit
increase in credit risk loss is computed using a probability of default occurring over

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

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

gross carrying amount.

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

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

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

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

Definition of default

The Group defines default in accordance with article 178 of EU Regulation No 575/2013 (CRR). The Group considers a financial asset to
be in default when:

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

For corporate counterparties, more than 90 days past due means that the counterparty has been past due on a material exposure each day
in the last 90 days. For individuals, more than 90 days past due means that the individual has been past due on a material exposure in the
same exposure portfolio each day in the last 90 days.

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

An asset does not return to non-defaulted status until after a probation period which is at least either three months if no forbearance
measures have been granted or one year if forbearance measures have been granted.

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

Probability of default and credit risk rating

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

Risk S&P/

class Rating Lower PD Upper PD Fitch Moody's Description

0 AAA ettt ettt e e e e aaaaaaaas 0.000%  0.006% AAA Aaa Investment Grade
A A ettt e e aeaees 0.006%  0.018% AA+ Aal
A A bttt e e e e eaaeaees 0.018%  0.029% AA Aa2
AA- 0.029%  0.045% AA- Aa3
N PP 0.045%  0.070% A+ Al
PP 0.070%  0.110% A A2
A 0.110%  0.170% A- A3

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

2 0.640%  0.990% BB+ Bal Non-investment

0.990%  1.540% BB Ba2 Grade
1.540%  2.400% BB- Ba3

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

4 CCCH ittt 9.010% 14.000% Non-investment
CCC oot 14.000% 31.000% Grade
CC - i 31.000% 99.990%

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

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

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

Probability of default

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

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

The assessed 12 months PDs are the basis for the determination of the term structure of PDs for exposures. The Group applies transition
models, developed on the basis of historical data, to predict the development of risk grades for periods that exceed one year. The Group
has separated transition behavior due to specific and general risk and applies its macro-economic forecasts to the latter. The analysis of
credit rating transitions due to general risk includes the identification and calibration of relationships between changes in default rates and
changes in key macro-economic factors. Unemployment rate is the predominant predictive variable. Among other indicators examined are
GDP growth, private consumption expenditure, inflation, development of housing prices and benchmark interest rates.
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Assumptions on key macro-economic indicators are on an ongoing basis estimated based on internal and external information available at
each time. The Group formulates a 'base case' view of the future direction of relevant economic variables as well as a representative range
of other possible forecast scenarios. The Group uses these forecasts to adjust its estimates of lifetime probability of default and other
factors that affect the lifetime expected credit loss.

The Group has six different exposure specific PD models for individuals: mortgages, consumer loans, auto loans, guarantees, loans to
individuals for work purposes and other loans. The Bank has a different model or rating logic for the following corporate portfolios — large
corporates, retail SMEs, holding companies, construction projects, financial institutions (external ratings), municipalities, state related
entities and cooperatives.

Loss given default

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

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

Exposure at default

The EAD represents the expected exposure at the event of a default. For a given exposure, the Group derives the EAD from the

contractual amortization schedule and takes into account the likelihood of pre-payments, drawdowns, rollovers, extensions and use of

unused allowance in the period leading up to default. These behavioral estimates, which are based on historical observations and forward-
looking forecasts, apply differently to each type of exposure.

Significant increase in credit risk

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

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

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

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

— the exposure has received forbearance measures in the past six months;

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

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

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

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

Impairment losses are recognized in net impairment, see note 44. Any decreases in impairment loss amounts are reversed through net
impairment.

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

— probability of default (PD),
— loss given default (LGD); and
— exposure at default (EAD).

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

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

Forward looking scenarios

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

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

Write-off of loans

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

Modifications

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

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

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

60. Hedge accounting

The Group has chosen to continue to apply the hedge accounting requirements of IAS 39 as an accounting policy choice as permitted
under IFRS 9. The Group has chosen to continue to apply the hedge accounting requirements of IAS 39 as an accounting policy choice as
permitted under IFRS 9.

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

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

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

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

61. Cash and cash equivalents

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

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

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

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

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

63. Derivatives

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

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

64. Intangible assets

Goodwill and infrastructure

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

Customer relationship and related agreements

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

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

Amortization of intangible assets

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

65. Investment property

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

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

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

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

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

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

67. Deposits

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

68. Borrowings

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

69. Subordinated liabilities

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

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

70. Assets and disposal groups held for sale

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

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

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

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

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

(R TS = L= SO P TSP PPPRN 33 years
{00 (U] 01001 o | ST PP PR PP PPPRPPORY 3-15 years

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

Right-of-use asset and lease liability

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

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

Insurance contract liabilities

Insurance contract liabilities comprise liabilities for remaining coverage and liabilities from incurred claims. Liabilities for remaining
coverage is estimated using a simplified method which is based on paid premiums minus premiums from insurance services recognized as
income. A loss factor is added in the case of onerous contracts. Liabilities from incurred claims are estimated as the best estimate of
discounted cash flows plus a risk adjustment due to non-financial risk and other expected cost of claims. Liabilities for remaining coverage
are estimated in the same way as the best estimate for claims reserve pursuant to the Insurance Activities Act No. 100/2016. These
calculation methods are in accordance with the rules of IFRS 17 Insurance Contracts.

72. Equity

Share capital and share premium

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

Treasury shares

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

Dividends

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

Option reserve

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

Warrants reserve

The warrants reserve represents the consideration received for outstanding warrants.
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72. Equity, continued

Reserve for investments in subsidiaries and associates

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

Reserve for investments in securities

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

Reserve due to capitalized development cost

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

Financial assets at fair value through OCI

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

Statutory reserve

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

Foreign currency translation reserve

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

73. Earnings per share

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

74. Financial guarantees

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

75. Fiduciary activities

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

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

Share-based payment expense

Equity-settled share-based payments to employees are measured at the fair value of the equity instruments at grant date. The grant date
fair value of equity-settled share-based payments granted to employees is recognized as an salary expense, with a corresponding increase

in equity, over the contratual period. The amount recognized as an expense is adjusted to reflect the number of shares that are expected to
be exercised at the vesting date.
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S-year overview
Income Statement
2023 2022* 2021 2020 2019
Net interest income 44,685 40,201 32,063 31,158 30,317
Net fee and commission income ... 16,389 16,449 14,673 11,642 9,950
Net insurance income ................... 152 615 3,442 3,071 2,886
Net financial income ...... 1,366 (3,286) 6,220 2,745 3,212
Other operating income . . 1,589 1,314 1,827 2,148 1,633
OPErating INCOME ...c.uuieiiieeiiiee ettt e sieee e 64,181 55,293 58,225 50,764 47,998
Operating expenses (25,701) (24,329) (25,875) (24,441) (26,863)
BaANK IEVY .t (1,796) (1,749) (1,516) (1,301) (2,984)
NEt IMPAIMMENT ..ottt (1,348) 144 3,169 (5,044) (382)
Earnings before income tax .........c.coceviiiviiiiiniiiniinii, 35,336 29,359 34,003 19,978 17,769
INCOME taX EXPENSE .....ccuviiiiiiiiiiiii e (9,595) (9,944) (6,782) (3,231) (3,714)
Net earnings from continuing operations ..........c.cccoccvveieiieneenen. 25,741 19,415 27,221 16,747 14,055
Discontinued operations, Net of taX .........ccccvvvveeiiiiiieieeesiiieeeeens 4) 6,543 1,394 (4,278) (12,955)
Net @arniNgs ......ccccciiiiiiiiii 25,737 25,958 28,615 12,469 1,100
Statement of Financial Position
Assets
Cash and balances with Central Bank ............ccccoovviiiiiiiiiiiieeeeeennnn, 102,095 114,118 69,057 42,136 95,717
Loans to credit iNStItULIONS ...........ooooeiiiiiiie s 28,835 45,501 30,272 28,235 17,947
LOANS tO CUSTOMETS ...oeiiiiiiiieee ittt e e e sttt e e e et e e e 1,152,789 1,084,757 936,237 822,941 773,955
Financial INStIUMENTS .........oevvvviiiiiiiiiieeeeeeeeeeeeeeeeeeeeeee e, 205,706 193,329 225,657 227,251 117,406
INVESTMENT PIrOPEITY ..ttt 9,493 7,862 6,560 6,132 7,119
INVEStMENtS iN ASSOCIALES ....veeieeeieiiiieeeeciiiie e et 789 787 668 891 852
INtANGIDIE ASSELS ....eviiiiiiiiiiiie e 8,051 8,783 9,463 9,689 8,367
TAX ASSELS ..t 39 135 2 2 2
Assets and disposal groups held for sale ..........ccccoccvviieeiiiiiieennn. 62 61 16,047 16,811 43,626
OthEI ASSELS ..o, 17,813 10,276 19,901 18,618 16,864
TOLAI ASSEBES ..uiieiiieee et e e e e e e a e 1,525,672 1,465,609 1,313,864 1,172,706 1,081,855
Liabilities and Equity
Due to credit institutions and Central Bank .............cccoeeeiiiviiiinennns 2,771 11,697 5,000 13,031 5,984
Deposits .. . 792,710 755,361 655,476 568,424 492,916
Financial liabilities at fair value ...........cccooeeviiiiiiiieiiiiiiieee e, 11,646 20,997 5,877 5,240 2,570
TaX lADIlIIES ...vvvveeeiiiiiiiee e 11,169 10,303 7,102 4,262 4,404
Liabilities associated with disposal groups held for sale .. . - 16,935 16,183 28,631
Other aDIlItIES ........occiviiee e 46,336 39,401 37,151 32,714 32,697
BOITOWINGS ©.veiiieiiiiiiiee ettt e e e e e e e st e e e e s s nnabnes 420,460 392,563 356,637 298,947 304,745
Subordinated liabilities . 41,279 47,331 35,088 36,060 20,083
Total [1abilities ....cceececiiiiiec e 1,326,371 1,277,653 1,119,266 974,861 892,030
Shareholders' QUILY ........cocvieriiiiiieei e 198,798 187,307 193,925 197,672 189,644
NON-CONtrolliNg INtEIreSt ......vviiiiiiiiiieeee e 503 649 673 173 181
TOAl EQUILY eveeeitiieiiie e 199,301 187,956 194,598 197,845 189,825
Total Liabilities and EQUILY ....coeoeeeriiieeiiieeiieee e 1,525,672 1,465,609 1,313,864 1,172,706 1,081,855
* Comparative figures have been restated in accordance with IFRS 17, see Notes 1 and 2 for further information.
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Corporate Governar

“‘Arion Bank for 2023

Arion Bank (Arion Bank or the Bank) is an Icelandic public limited company whose shares are listed on Nasdaq
Iceland and Nasdaq Stockholm. Here the Board submits its Corporate Governance Statement for 2023.
Corporate governance is focused on how responsibilities are allocated among the various bodies of the Bank
and how systems for decision making are constructed, in accordance with prevailing laws and regulations.
Arion Bank’s shareholders exercise governance principally by electing the Board of Directors, which in turn
appoint the CEO and monitor the Bank’s conduct of business. The CEO is responsible for the day-to-day
operations of the Bank and represents the Bank in all matters concerning normal operations. The CEO must in
this respect comply with the relevant legislation, the Bank’s Articles of Association and the policies and
instructions laid down by the Board. The CEO is responsible for the implementation of the Bank’s policies.

Fundamentals to corporate governance at Arion Bank are
the Articles of Association which are approved by
shareholders, and policies and other documents adopted by
the Board of Directors. These include the Board’s Rules of
Procedure, and the Rules of Procedure of the Board’s Sub-
Committees, and policies regarding the Bank’s operations
and enterprise risk management architecture. These
policies are revised every year, and whenever deemed
necessary. Even more important is the Bank’s corporate
culture, strategy, and operational procedures. Good
corporate governance and corporate culture help to foster
open and honest relations between the Board of Directors,
shareholders, customers, and other stakeholders, such as
the Bank’s employees and the public. Corporate
governance also provides the foundations for responsible
management and decision-making, with the objective of
generating sustainable long-term value creation. The
Board of Directors places great importance on good
corporate governance and re-evaluates its governance
practices regularly on the basis of recognized guidelines
on corporate governance.

A central part of governance for financial institutions
involves managing risks which will invariably arise in
operations. Risk management is described in more detail
later in this statement, in the Bank’s Annual Report and in
the Bank’s Pillar 3 report. Establishing and maintaining

effective risk management and controls constitutes a key
challenge in the Bank’s activity and to the Bank’s overall
soundness.

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

Excellence in corporate governance

Arion Bank has been recognized as a company which has
achieved excellence in corporate governance, following a
formal assessment based on the Icelandic Guidelines on
Corporate Governance issued by the Icelandic Chamber of
Commerce, SA — Business Iceland and Nasdaqg Iceland,
initially in December 2015, April 2019, August 2022 and
again in August 2023. This recognition was granted
following an in-depth assessment by an independent party
of corporate governance at the Bank, including
governance by the Board of Directors, sub-committees and
management.

Compliance with guidelines on good corporate
governance

In respect to corporate governance arrangements, Arion
Bank applies the European Banking Authority (EBA)
Guidelines on Internal Governance (EBA/GL/2021/05), in
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line with requirements found in Regulation (EU)
1093/2010 and Act 24/2017, on European Financial
Supervision. The Guidelines on Internal Governance are
available on the website of the Financial Supervisory
Authority of the Central Bank of Iceland.

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

The Bank complies with the guidelines with two
variations:

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

The final sub-paragraph of article 5.4.5 states that the role
of a remuneration committee shall include taking an
independent stance on the effect of wages on the
Company’s risk exposure and risk management, in
cooperation with the Company’s Audit Committee. In line
with, inter alia, the EBA Guidelines on Internal
Governance and article 78(3) of the Act on Financial
Undertakings, this role falls to the Board’s Remuneration
Committee in cooperation with the Board’s Risk
Committee.

The role of the Nomination Committee at Arion Bank is to
promote good corporate governance and to facilitate
informed decision-making by shareholders when selecting
Board members to ensure that Board members have wide
and versatile qualifications and experience. The
Committee has an advisory role regarding the election of
Board members and makes a proposal on their
remuneration.

The Committee relies on the Bank’s Suitability Policy
when making nominations. At the Bank’s annual general
meeting on 15 March 2023, two members of the
Nomination ~Committee were appointed, Julius
Thorfinnsson and Audur Bjarnadottir. According to the
Rules of Procedure for the Nomination Committee, the
third member of the Committee shall be the Chairman of
the Board of Directors or another Board Member
appointed by the Board.

Legal framework for the Bank’s operation

Arion Bank is a financial institution which operates in
accordance with the Financial Undertakings Act No.
161/2002.

Acts of law which also apply to the Bank’s operations
include e.g., the Act on Markets for Financial Instruments
No. 115/2021, to Act on Undertakings for Collective
Investment in Transferable Securities (UCITS) No.
116/2021 and Act on Alternative Investment Fund
Managers No. 45/2020, Act on Payment Services No.
114/2021, Act No. 5/2023 on Payment Accounts, Act on
Measures Against Money Laundering and Terrorist
Financing No. 140/2018, Act on Consumer Mortgages No.
118/2016, Consumer Loans Act No. 33/2013, Competition
Act No. 44/2005 and Public Limited Companies Act No.
2/1995.

Arion Bank is a strongly capitalized bank whose goal is to
excel by helping those who want to achieve success in
Iceland and elsewhere in the Arctic through smart and
reliable financial solutions which enhance financial health
and create sustainable value as well as aiming to be the
best at meeting the needs of our target groups — a leader
which is a driver of success for our customers and society
as a whole. As noted, the Bank is listed on Nasdaq Iceland
and Nasdag Stockholm. The Bank has also issued financial
instruments which have been admitted for trading on
regulated securities markets in Iceland and Luxembourg.
The Bank is, therefore, subject to the disclosure
requirements of issuers pursuant to the Act on Markets for
Financial Instruments and the rules of the relevant stock
exchanges.

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

Internal controls, auditing and accounting

Internal control

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

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

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

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

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

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

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

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

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

e Control Environment includes the governance and
management function of the Bank, as well as the
attitude of senior management towards internal

control and its importance. The key principles
relating to control environment include:

e Integrity and ethical values.

e The attitude of senior management and tone
from the top.

e Organizational structure.
e Assignment of authority and responsibility.

o Employee skills, human resources policy and its
implementation.

Risk Assessment is a process of identifying internal and
external factors that can affect the objectives of the Bank
and assess their impact and importance. It forms a basis for
determining how risk should be managed so that risk-
taking is in accordance with risk appetite.

Control Activities are the actions performed at all levels
within the Bank and are intended to mitigate risks to
acceptable levels while achieving objectives. Information
is necessary for the Bank to carry out its internal control
responsibilities. Communication occurs both internally
and externally and provides the Bank with relevant, quality
information needed to carry out day-to-day controls.
Monitoring Activities are the ongoing or separate
evaluations that are used to ascertain whether each of the
five components of internal controls is present and
functioning.

Arion Bank looks to the Three Lines Model for organizing
internal controls. All lines work together to contribute to
the creation and protection of value. Alignment of
activities is achieved through  communication,
cooperation, and collaboration. This ensures the reliability,
coherence, and transparency of information needed for
risk-based decision making.
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Board of Directors

Accountability to stakeholders for orginizational oversight

Integrity, leadership and transparency

Management

Actions to achive organizational objective (including risk management)

Second line

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

First line

Provision of products
and services, managing risk

The first line is made up of employees who supervise the
operations and organization of the Bank on a day-to-day
basis. They are responsible for establishing and
maintaining effective internal controls and managing risk
in day-to-day operations. This involves identifying and
evaluating risk and putting in place appropriate
countermeasures to reduce risk. The first line is
responsible for supervising the implementation of internal
rules and processes in compliance with the law,
regulations and the Bank’s strategy and it must ensure that
all actions are in compliance with established procedures
and that corrective action is taken if any deficiencies are
detected.

The second line is set up to ensure that the first line has
established adequate internal controls which work as
intended. Risk Management and Compliance are the main
participants in the second line, although other units may
also be assigned specific monitoring roles.

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

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

Internal audit

Independent assurance

Third line

Independent and objec
and advice on all matte
the achievement of abjectives

Compliance

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

The main role of Compliance is to ensure that the Bank has
in place proactive measures to reduce the risk of rules
being breached in the course of its activities. Compliance
is also responsible for coordinating the Bank’s measures
against money laundering and terrorist financing to reduce
the risk of the Bank’s services being used for illegal
purposes. Furthermore, the Compliance Officer has the
role of the Bank’s Data Protection Officer. The Bank has
adopted a data protection statement which can be seen on
the Bank’s website.

The duties of Compliance are carried out under a risk-
based compliance plan approved by the Board of
Directors, including a monitoring and training schedule for
employees which addresses the laws and rules under
which the Bank operates. Compliance provides the Board
of Directors with a quarterly report on its activities.

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




2o
S

Corporate Governance Statement

Risk Management

A central feature of the activities of all financial
institutions is well informed risk-taking according to a
predetermined strategy. Arion Bank thus takes on risks
compatible with its defined risk appetite, which is
regularly reviewed and approved by the Board of
Directors. The Bank’s risk appetite is translated into
exposure and risk limits which are monitored by Risk
Management. The Board is responsible for Arion Bank’s
internal capital adequacy assessment process, the main
objective of which is to ensure awareness of the Bank’s
risk profile and ensure that it has systems in place to assess,
quantify and monitor its total risk exposure.

As defined in the Bank’s enterprise risk policy, the Bank
is exposed to seven significant risk factors and has set up
risk policies for each one. These are credit risk, market
risk, liquidity risk, operational risk, conduct and
compliance risk, sustainability risk and business risk.

The Bank’s Risk Management division is headed by the
Chief Risk Officer. It is independent and centralized and
reports directly to the CEO and operates in accordance
with a special charter from the Board. Risk Management
comprises four departments whose role is to analyze,
monitor and regularly report to the management body and
Board of Directors on the risks faced by the Bank.

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

Internal Audit

The Internal Auditor is appointed by the Board of
Directors and reports directly to the Board. The Board sets
the Internal Auditor a charter which sets out the
responsibilities associated with the position and the scope
of the work. The role of the Internal Auditor is to provide
independent and objective assurance and advice designed
to add value and improve the Bank’s operations. The scope
of the audit is the Bank, its subsidiaries and pension funds
serviced by Arion Bank.

The internal audit department will govern itself and, with
independent and disciplined methods, confirms the
adequacy and effectiveness of the first and the second line.
The internal audit department advises with independent
and objective assurance on the adequacy and effectiveness
of Corporate Governance, Risk management, and internal
controls. This is done with independent audits. The
internal audit department reports its findings to the
management, the Board Audit Committee, and the Board
of Directors.

Accounting and auditing

The Bank’s Finance division is responsible for preparing
the accounts and this is done in accordance with the
International Financial Reporting Standards (IFRS) and
Icelandic laws. The Bank publishes its financial statement
on a quarterly basis and management statements are
generally submitted to the Board ten times a year. The
Board Audit Committee examines the annual financial
statement and interim financial statements, while the
external auditors review and audit the accounts twice a
year. The Board Audit Committee gives its opinion on the
accounts to the Board of Directors, which then approves
and endorses the accounts.

Arion’s values and code of ethics

The Bank’s values are designed to provide guidance when
making decisions and in everything else employees say
and do. They refer to the Bank’s role, attitude, and
conduct. Arion Bank’s values are: Find solutions, work
together, and say what we mean.

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

Sustainability

Arion Bank has a sustainability committee and the
management of risk in connection with ESG factors has
been defined as part of the Bank’s risk management
system. The CEO is the chairman of the committee, whose
role is to monitor the Bank’s performance in connection
with its policy and commitment on sustainability and to
ensure that ESG factors are considered in decisions and
plans made by the Bank. A green financing committee and
equality committee are sub-committees of this committee.

The Bank has adopted a risk policy on sustainability which
is approved by the Board of Directors and reviewed
annually. This policy states that the Bank seeks to ensure
that its operations and services do not have a negative
impact on people or the environment. It also states that the
Bank supports Iceland’s climate action plan whose goal is
to meet the obligations of the Paris Climate Agreement and
to achieve the ambitious goal of carbon neutrality in
Iceland by 2040. Key performance indicators relating to
ESG issues are part of monthly risk report to the Board and
the Bank’s risk appetite connected to these issues have
been defined.

Further information on sustainability at Arion Bank can be
found in the Bank’s 2023 Annual and Sustainability
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Report and Pillar 3 disclosures. Further information can be
found on the Bank’s website.

Board of Directors and Sub-committees

The main duty of the Board of Directors of Arion Bank is
to manage the Bank between sharcholders’ meetings
according to applicable laws, regulations, and articles of
association. The Board tends to those operations of the
Bank which are not considered part of the day-to-day
business, i.e. it makes decisions on issues which are
unusual or of a significant nature. One of the Board’s main
duties is to supervise the Bank’s activities. The Board’s
work, duties and role are defined in detail in the rules of
procedure of the Board of Directors, which have been
established on the basis of the EBA Guidelines on Internal
Governance, Article 54 of the Financial Undertakings Act
No. 161/2002, Article 70 of the Public Limited Companies
Act No. 2/1995, FSA Guidelines No. 1/2010, and the
articles of association of the Bank. The rules of procedure
of the Board of Directors can be found on the Bank’s
website.

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

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

The Board of Directors is generally elected for a term of
one year at the Bank’s annual general meeting. At Arion
Bank’s annual general meeting on 15 March 2023, six
Directors and two Alternates were elected to the Board of
Directors.

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

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

The Board of Directors meets at least ten times a year. In
2023 the Board met on 13 occasions. The Chairman of the
Board is responsible for ensuring that the Board performs
its role in an efficient and organized manner. The
Chairman chairs Board meetings and ensures that there is
enough time allocated to the discussion of important issues
and that strategy issues are discussed thoroughly. The
Chairman is not permitted to undertake any other work for
the Bank unless part of the normal duties of the Chairman.

According to the Board’s Rules of Procedure the Board is
permitted to establish committees to discuss particular
areas of the Bank’s operations. No later than one month
following the annual general meeting the Board appoints
members to each of its sub-committees and assesses
whether it is necessary to appoint external members to
certain committees in order to bring in a greater level of
expertise. One of the committee members in the Board
Audit Committee, Heimir Thorsteinsson, is not a Board
member and is independent of the Bank and its
shareholders.

The Board sub-committees are as follows:

e Board Audit Committee (BAC): The BAC’s
main role is to contribute to the high-quality
statutory auditing of the Bank and monitor the
effectiveness of the Bank’s internal quality
control, risk management systems and internal
audit function, with regard to the Bank’s financial
reporting. The Committee met five times in 2023.

e Board Risk Committee (BRIC): The
Committee’s main role is, inter alia, to evaluate
the Bank’s risk policy and risk appetite, monitor
all the Bank’s defined risks and to have a
thorough knowledge of the risk assessments and
methods used to manage risk employed by the
Bank. Committee members should have the
qualifications and experience necessary to be
able to discharge their duties including forming
the Bank’s risk policy and risk appetite. The
Committee met 9 times in 2023.

e Board Credit Committee (BCC): Its main task is
to attend to credit issues which exceed the credit
limits of its sub-committees. The Committee met
seven times in 2023.

e Board Remuneration Committee (BRC): The
Committee’s main role is to prepare a
remuneration policy for the Bank on an annual
basis. It also advises the Board on remuneration
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to the CEO, Managing Directors, the Compliance compliance with rules and regulation applicable
Officer and the Chief Internal Auditor, and on the to Information Technology. The Committee met
Bank’s incentive scheme and other work-related 4 times in 2023.

payments. The Bank’s remuneration policy shall
be examined and approved by a shareholders’
meeting annually. The Committee met five times
in 2023.

Sub-committees regularly inform the Board of
their activities. Furthermore, the Board has access
to all material used by the sub-committees and

e Board Tech Committee (BTC): The purpose of their minutes.

the BTC is to assist the Board of Directors in
fulfilling its oversight responsibilities with
respect to the role of technology in executing the
business strategy of the Bank, including, but not
limited to, major technology investments,
technology strategy, technological operation
efficiency and technology trends that may affect
the Bank. The BTC shall furthermore have a
surveillance role pertaining to the Bank’s

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

Director Period Board BAC BRIC BCC BRC BTC
(13) ®) © @) ®) )
Brynjolfur Bjarnason 1Jan - 31 Dec 13 5 - 7 5 4
Paul Horner 1Jan - 31 Dec 13 5 9 7 - 4
Gunnar Sturluson 1Jan - 31 Dec 13 5 9 7 - -
Kristin Pétursdottir? 1Jan - 31 Dec 10 6 - 3 3
Liv Fiksdahl 1Jan - 31 Dec 13 5 - - 5 4
Steinunn Kr. Thordard6ttir - 1 Jan - 31 Dec 12 - 9 - 5 4

Sigurbjorg A. Jonsdottir 1 Jan - 31 Dec - - - - - -

Throstur Rikhardsson 1Jan - 31 Dec - - - - - -

Heimir Thorsteinsson? 1Jan - 31 Dec - 5 - - - -

I Kristin Pétursdottir was elected to the Board of Directors of Arion bank at the Annual General Meeting 15 March 2023.
2 Heimir Thorsteinsson is certified public accountant and appointed as an external member of the BAC.
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The Board carries out an annual performance appraisal, at The Board of Directors of Arion Bank
which it assesses its work, the Board composition with
respect to experience and skills, working procedures and
methods, the performance of the CEO, their achievements,
and the work of the subcommittees with respect to the
aforementioned. This appraisal was last performed by the
Board during the period October to December 2023.

Brynjolfur Bjarnason

Paul Horner

Gunnar Sturluson

Kristin Pétursdottir

Liv Fiksdahl

Steinunn Kristin Thérdardéttir.

External Auditor

Annual General Meeting

Board of Directors Internal Auditor

mmmmmd Board Credit Committee Board Audit Committee

Nomination Committee

I
l‘— l

Board Tech Committee Board Risk Committee

Board Remuneration
Committee

»

Chief Executive Officer

Compliance

Risk Management

Executive Management

. Executive Risk Committee
Committee

Asset and Liability Committee

Operational Risk Committee

Arion Credit Committee

SustainabilityCommittee

Arion Composition and Debt
Cancellation Committee Elected by / Appointed by

Reports to / Informs
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Brynjélfur Bjarnason, Chairman

Brynjélfur was born in 1946. He was first elected as a
Director at a shareholders’ meeting on 20 November 2014,
and is a non-executive director. He is not a shareholder in
Arion Bank and is an independent Director. Brynjolfur is
Chairman of the Board, and sits on the Board
Remuneration Committee, the Board Credit Committee,
the Board Audit Committee and the Board Tech
Committee.

Brynjolfur graduated with an MBA from the University of
Minnesota in 1973 and a cand. oecon. degree in business
studies from the University of Iceland in 1971.

He was managing director of the Enterprise Investment
Fund from 2012 to 2014. Between 2002 and 2010 he was
the chief executive officer of the telecommunications
company Siminn/Skipti. Brynjolfur was chief executive
officer of the seafood company Grandi hf. from 1984 to
2002. Between 1976 and 1983 he was managing director
of the publisher AB bokautgéafa Book Publishing. He was
also head of the economics department of V/SI (today SA)
from 1973 to 1976. Brynjélfur has broad experience as a
director and has served on numerous boards of seafood,
telecommunications, finance and industrial companies as
well as cultural and other organisations, and been
chairman of several of them.

Brynjélfur is currently a board member of Marinvest ehf.
And the aluminium company ISAL hf. — Rio Tinto.

Paul Horner

Paul was born in 1962. He was first elected as a Director
at a sharcholders’ meeting on 8 August 2019, and is a non-
executive director. He is not a shareholder in Arion Bank
and is an independent candidate. Paul is VVice Chairman of
the Board, Chairman of the Board Credit Committee and
member of the Board Risk Committee, the Board Audit
Committee and the Board Tech Committee.

Paul graduated with M.A. Honours in music from the
University of Oxford in 1983 and is an associate of the UK
Chartered Institute of Bankers. Paul has extensive
experience of risk and general management in retail,
commercial, investment and private banking, gained
across various international markets. Paul held various
executive and risk management roles at Barclays PLC
between 1988 and 2003. In 2003 Paul joined The Royal
Bank of Scotland Group and served as an executive and
senior manager of Royal Bank of Scotland PLC and was
appointed to various senior risk and general management
roles until June 2019. In 2012 to 2017, Paul was the chief
risk officer of Coutts & Co Ltd. and CEO of Coutts & Co
Ltd., Zurich, in 2016-2017. In 2018 Paul was chief risk
officer of Ulster Bank DAC, Dublin, and a non-executive
director at Coutts & Co Ltd. in Zurich from 2018-2021.

Today Paul serves on the board of AIB (UK) P.L.C., chairs
its risk committee and is member of its audit and
operational resilience committees. He also serves on the
Board of LHV (UK) Ltd. and chairs its risk committee, as
well as sitting as a member of its audit, remuneration and
nomination committees. Finally, he serves on the Board of
the UK subsidiary of The National Bank of Kuwait, chairs
its Risk Committee and serves on its Audit Committee.
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Gunnar Sturluson

Gunnar was born in 1967. He was first elected as a
Director at a shareholders’ meeting on 8 August 2019, and
is a non- executive director. He is not a shareholder of
Arion Bank and is an independent Director. Gunnar is a
member of the Board Credit Committee and the Board
Risk Committee. He was also appointed to the Board
Audit Committee in May 2020, which he is currently
chairing.

Gunnar graduated as Cand. Jur from the University of
Iceland in 1992, gained an LL.M. degree in Law from the
University in Amsterdam in 1995 and received a license to
practice before the District Court in Iceland in 1993 and
before the Supreme Court in 1999.

Gunnar has practiced law at LOGOS legal services since
1992 and a became partner in 1995. He was the managing
partner of LOGOS from 2001-2013. Gunnar has been the
president of the International Federation of Icelandic
Horse Associations since 2014 and a board member of the
Performing of the Arts Center in Iceland since 2021.
Furthermore, Gunnar serves on the Board of Harpan
Conference Center.

Gunnar has previously held various directorships,
including the board of directors at Gamma hf. in 2017-
2019, chairman of the board of directors of the Icelandic
National Broadcasting Service (RUV) 2016-2017, director
at the Nordic Arbitration Center, chairman of the board of
directors of the Icelandic Dance Company 2013-2016 and
was voted by ALTHINGI the Icelandic parliament to serve
on the National Electoral Commission in 2013-2017.
Gunnar also lectured in competition law in 1995-2007 at
the University of Iceland, Faculty of Law.

Kristin Pétursdottir

Kristin was born in 1965. She was first elected as a
Director at Arion bank’s Annual General Meeting on 15
March 2023, and is a non-executive director. She is not a
shareholder in Arion bank and is an independent Director.
Kristin is a member of the Board Risk Committee, the
Board Remuneration Committee and the Board Tech
Committee.

Kristin graduated as an economist from the University of
Iceland in 1991 and with an MBA from Handelshdyskole
in Norway in 1993.

Kristin was a co-founder of Audur Capital and served as
chief executive officer of the company from 2007 to 2013
and as Chairman of the Board of Directors from 2013 to
2017 (later Virding hf.). Kristin was also a Chairman of
the Board of Directors at Kvika hf. from 2018 to 2020,
CEO at Mentor hf. from 2015 to 2017, Managing Director
of Treasury at Kaupthing Bank from 1997 to 2005, and
Deputy CEO at Singer & Friedlander from 2005-2007.
Kristin has also served as a board member at Olgerdin, Tal,
Yggdrasil, Singer & Freidlander, Vidskiptardd, Eyrir
Invest, Samtok atvinnulifsins and Samtok
fjarmalafyrirteekja. Kristin has also served as a member of
investment committees of Edda, Freyja, and Audur |
initiative funds.

Today Kristin is a self-employed Leadership Consultant
and Coach and serves as a member of the Board of
Directors of Grid ehf. and Mideind ehf.
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Liv Fiksdahl

Liv was born in 1965. She was first elected as a Director
at Arion Bank’s Annual General Meeting on 20 March
2019, and is a non-executive director. She is not a
shareholder in Arion Bank and is an independent Director.
Liv is chairman of the Board Remuneration Committee
and the Board Tech Committee and member of the Board
Audit Committee.

Liv holds a degree in finance and management from
Trondheim Business School (today NTNU) in 1986. In
2018, Liv completed programs at Stanford University in
Big Data, strategic decisions and analysis, and the
Innovative Technology Leader. She has also completed an
advanced management program for executives in
management, innovation and technology at Massachusetts
Institute of Technology.

Liv has held various senior roles at DNB and was part of
the executive management team for 10 years, and her most
recent role was as the Group EVP, CIO/COO, for IT &
Operations. Liv has a broad experience from DNB and has
held different positions across the value-chain within the
bank. Before DNB she had key account roles for corporate
clients within Danske Bank/Fokus Bank, and Svenska
Handelsbanken. Liv has served on numerous boards,
including Scandinavian Airlines SAS AB, Intrum AB,
BankAxept, Sparebankforeningen, Doorstep, Finans
Norge and Trondheim Kommune Bystyret.

Today, Liv is a Vice President within Financial Services at
Capgemini Invent, Norway, and serves on the boards of
Posten Norge AS and Hexagon Purus ASA.

Steinunn Kristin Thérdardottir

Steinunn was born in 1972. She was first elected as a
Director at a shareholders” meeting on 30th November
2017, and is a non-executive Director. She is a shareholder
in Arion Bank (her shareholding is 12000 shares) and is an
independent Director. Steinunn is the chairman of the
Board Risk Committee and a member of the Board
Remuneration Committee and the Board Tech Committee.

Steinunn  holds a master’s degree international
management from Thunderbird, Arizona, and a BA in
international business and politics from University of
South Carolina. Steinunn has previously held several
directorships in Europe and was a board member at the
Icelandic State Financial Investment (ISFI). Steinunn was
previously a partner and CEO of Beringer Finance Norway
in 2015-2017 and interim CEO of Beringer Finance in
Iceland and global head of food and seafood in 2017. She
founded Akton AS and Acton Capital AS, a management
consulting and investment company in Norway, where she
works with investments and consulting. Steinunn worked
at Islandsbanki (later Glitnir) as the managing director and
head of the bank’s UK operation and prior to that she was
an executive director heading the international corporate
credit and syndications.

Today Steinunn works actively with tech companies in
Norway both as an investor and advisor in regard to
strategy. The software companies she works with are
international scale-up companies. She is also the chairman
of the board of Acton Capital AS, and the chairman of the
board for the Norwegian-Icelandic Chamber of
Commerce. Steinunn is a member of the nomination
committee of Siminn and serves as a board member at
YES-EU AS and Alda hf. Finally, she is a mentor to young
talented women and founded Women Empower Women
and is the chairman of a charitable organization in Norway.
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Alternate directors:
Sigurbjorg Asta Jonsdottir, lawyer, and Throstur
Rikhardsson, Supreme Court attorney.3

More information on the Board of Directors can be found
on the Bank’s website.

Communication between the share-holders and
the Board of Directors

The main venue at which the Board and the Bank report
information to the shareholders and propose decisions to
be made is at legally convened shareholders’ meetings.
The Bank provides an effective and accessible
arrangement for communications between shareholders
and the Board of Directors between those meetings. Any
information sensitive to the market will be released
through a MAR press release. As part of the investor
relations program, Arion Bank has also arranged
quarterly meetings where the CEO, CFO, Chief
Economist and Investor Relations present the interim
financial results.

Benedikt Gislason, Chief Executive Officer
Benedikt was born in 1974. Benedikt was appointed
CEO on 1 July 2019.

Benedikt joined FBA (later slandsbanki) in 1998, held a
variety of managerial positions at Straumur-Burdaras,
was managing director of capital markets at FL Group
and was managing director of the investment banking
division of MP Bank. Benedikt worked as a senior
advisor for Iceland’s Ministry of Finance and Economic
Affairs and was vice-chairman of a government task
force on the liberalization of the capital controls between
2013 and 2016. He served on the board of directors of
Kaupthing from 2016 to 2018 and was an advisor to
Kaupthing on matters relating to Arion Bank. Benedikt
was elected to the Board of Directors of Arion Bank in
September 2018 and served on the Board until his
appointment as CEO.

Benedikt gained a C.Sc. in mechanical and industrial
engineering from the University of Iceland in 1998.

3 Throstur Rikhardsson announced his resignation as an alternate Board director as he agreed to take up a position with Arion Bank in July 2023.
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Executive Committee

The Bank’s Executive Committee consists of the
following people and the CEO:

e |da Brda Benediktsdottir, Deputy CEO
and Managing Director of Retail Banking

e Birna Hlin. Karadoéttir, COO

e Hakon Hrafn Grondal, Managing Director of
Corporate and Investment Banking

e J6hann Mdller, Managing Director of Markets

e Olafur Hrafn Hoskuldsson, Chief Financial
Officer

e  Steinunn HIif Sigurdardéttir, Managing Director
of Customer Experience

e Bjorn Bjornsson, Managing
Information Technology & CTO

e Ulfar F. Stefansson, Chief Risk Officer

Director of

More information on the Executive Committee can be
found on the Bank’s website.

Information on violations of laws and regulations
and legal cases

Arion Bank has not been denied registration,
authorization, membership or permission to conduct
certain business, activity or operations. The Bank has not
been subject to withdrawal, revocation or dismissal of
registration, authorization, membership or permission.
Information on the main legal cases relating to Arion Bank
can be found in the notes to the annual financial statement.

The Board of Directors annually reviews and approves the
Corporate Governance Statement. This Corporate
Governance Statement was examined and approved at a
meeting of the Board of Directors on 7 February 2024.




In 2023 new legislation was introduced in Iceland which requires Arion Bank and its subsidiaries
Stefnir and VOrdur to disclose information in respect of EU Taxonomy. Information in accordance
with the EU Taxonomy is being published for the first time in an annex to the Consolidated Financial
Statements for 2023.

On June 1 2023 Act No. 25/2023 on sustainable finance
disclosure and taxonomy for sustainable investment came
into force. The act transposed into Icelandic law two EU
regulations. Firstly, Regulation (EU) 2019/2088 of the
European Parliament and of the Council on Sustainable
Financial Disclosure (SFDR); and secondly Regulation
(EVU) 2020/852 of the European Parliament and of the
Council on the establishment of a framework to facilitate
sustainable investment and amending Regulation (EU)
2019/2088 (Taxonomy Regulation).

The Taxonomy Regulation, which partly came into effect
in the EU on 12 July 2020, and came fully into effect on 1
January 2023, establishes a harmonized European
taxonomy with definitions of what is considered to be an
environmentally sustainable economic activity.

The aims of the Taxonomy Regulation include reorienting
capital flows towards sustainable investment, increasing
transparency and consistency in companies’ disclosure
with respect to what activities can be considered
environmentally sustainable and to combat greenwashing,
which involves companies defining and marketing
activities as sustainable without basic criteria having been
met.

Eligible and sustainable
activities

An activity is considered to be eligible if it is defined in
delegated EU regulations, established in the basis of the
Taxonomy Regulation, on the technical screening criteria
which the activity needs to fulfil in order to be considered
environmentally sustainable according to the EU
Taxonomy. If the Taxonomy applies to the activity, it is
considered eligible. Eligibility does not, however,
determine whether a particular activity is eligible, but just
states that there are technical screening criteria for the
activity which enable it to be analyzed in accordance with
the Taxonomy.

environmentally

The Taxonomy Regulation covers six environmental
objectives:
e Climate change mitigation
e Climate change adaptation
e The sustainable use and protection of water and
marine resources
e The transition to a circular economy
e  Pollution prevention and control
e Protection and restoration of biodiversity and
ecosystems
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The first delegated EU regulation no. 2021/2139 (the
Delegated  Climate  Regulation)  addresses  the
environmental objectives Climate change mitigation and
climate change adaptation. The economic activity which
the EU Taxonomy covers now is any activity which is
important for reducing greenhouse gas emissions and to
increase resilience. Therefore, manufacturing,
construction, energy and transportation are eligible
economic activities under the regulation. Eventually, the
EU Taxonomy will apply to more economic activities and
the other four environmental objectives. Delegated
regulation (EU) 2023/2486 on these four environmental
objectives came into force in the EU in December and is
waiting to be implemented in Iceland.

In order for an economic activity to be considered
environmentally sustainable it must be aligned with one of
the six environmental objectives of the regulation but at
the same time must do no significant harm to other
objectives. This is to prevent an economic activity from
being considered environmentally sustainable if it then
does such harm to the environment that it outweighs the
activity’s contribution to the environmental objective. The
activity also needed to be carried out in accordance with
minimum safeguards which, among other things, address
human rights, and to meet technical screening criteria.

Reporting on the EU Taxonomy in 2023

From January 2022 companies operating on the EU market
have been required to publish information on eligible
assets in their annual financial statements. A year later the
disclosure requirement was broadened so that companies,
other than credit institutions, were required to publish key
performance indicators in accordance with the entire
regulation. From January 2024 onwards, credit institutions
in Iceland and the EU have been required to publish
information on environmentally sustainable assets.
Financial institutions need data from their counterparties
in order to publish their own key performance indicators
on both eligible and environmentally sustainable activities,
which explains the one-year delay in publishing KPIs for
credit institutions. In Iceland the regulation did not come
into force until 2023, meaning that Icelandic companies
are publishing information in accordance with the EU
Taxonomy for the first time in 2024, unlike other

companies in the EU which have been doing it in their
annual financial statements since the 2021 financial year.

The EU Taxonomy is still under development and
gradually the scope of disclosure will increase and
companies will get a better handle on disclosure in
accordance with the Taxonomy Regulation. The EU
Taxonomy was referred to some extent when the Bank’s
green financing framework was devised in 2021. It will
gradually be incorporated into the Bank’s strategy,
including in the sustainability financial framework, which
is scheduled for publication in 2024, and the Bank’s
product range. This is a long-term project, and the
implementation of the regulation is far from complete.

Assets under the scope of KPIs

The Green Asset Ratio (GAR) is a key performance
indicator for credit institutions. The indicator shows the
ratio of a financial institution’s assets which finance an
economic activity aligned to the EU Taxonomy. i.e. assets
considered environmentally sustainable, as a ratio of total
covered assets under Delegated Regulation (EU)
2021/2178.

Risk exposures relating to governments, central banks and
supranational issuers are excluded from the equation on
GAR.

Credit institutions shall disclose relevant KPIs on the basis
of the scope of their prudential consolidation determined
in accordance with Regulation (EU) No. 575/2013 Title II,
Chapter 2, Section 2.

On 18 January 2024, the register of annual accounts
announced on its website limited exemptions from the
requirement to publish information in suitable templates
where relevant and/or reliable information does not exist.
Since there is virtually zero experience in Iceland in
disclosure relating to the EU Taxonomy and the data
required to calculate KPIs is very limited, the Bank is
publishing a condensed version of template 1 from Annex
VI to the Disclosure Delegated Act No. 2021/2178 and
other tables from that annex are excluded due to a lack of
data. The Bank’s Pillar 3 Risk Disclosures contain a more
detailed breakdown of the Group’s assets in accordance
with the EU Taxonomy Regulation.
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Assets

2023

Gross carrying

amount

Share of eligible
assets of total
covered assets,
%

Share of total
covered assets,
%

EU Taxonomy
eligible assets

Eu Taxonomy
aligned assets*

* Based on the Turnover KPI of the counterparty
“* Motor vehicle loans generated after Ist of June 2023

Companies within scope

There are approximately 300 companies in Iceland within
the scope of the Taxonomy Directive and they are required
to implement EU Taxonomy and disclose information on
the taxonomy in the 2023 annual financial statements.
These are companies which are required to publish non-
financial information, cf. Article 66 d of the Annual
Accounts Act, i.e. major companies, parent companies of
major groups and public-interest entities, often called
NFRD?! companies.

1 NFRD stands for Non-Financial Reporting Directive

Covered assets in both numerator and denominator
e gy rties s Uk e 1t MT oo w75 ssroue «
Financial corporations 57.379 43
of which credit institutions 1387
of which other financial corporations 55.992
Non-financial corporations (subject to NFRD di 91.704 69
' Households 609144 456 | 557344 a7
of which loans collateralised by residential immovable property 552.587 552.587 413
of which building renovation loans 0 0 00
of which motor vehicle loans* 4757 4757 04
Local governments financing 10.692 08
Housing financing 0
Other local governments financing 10,692
C obtained by taking p ion: residential and commercial 25 00 ' 25 00
TOTAL GAR ASSETS 768.944 575 557.369 M7
‘Aﬁels jed from the tor for GAR dinthe ’ ‘
denominator)
EU Non-financial corporations (not subject to NFRD disclosure obligations) 364.088
Non-EU Nen-financial corporations (not subject to NFRD disclosure obliga-
tions) 38.088
Derivatives 2063
- On demand interbank loans 28623
Cash and cash-related assets 102.095
- Other assets (e.g. Goodwill, commodities etc.) 33125
TOTAL ASSETS IN THE DENOMINATOR (total covered assets) 1337025
Other assets excluded from both the and denominator for GAR
Sovereigns 128178
Central banks exposure 4]
Trading book 40179
Total assets 1505.383
Off-bal. sheet res - Ce subject to NFRD discl ’
obligations
7 Financial guarantees 8.692
Assets under management 453,655 2994 4o
Of which debt securities (NFRD obliged corporates) 251436 0 [ 0
Of which equity instruments (NFRD obliged corporates) 202219 2994 140

A list of Icelandic companies subject to these disclosure
requirements was obtained from an analyst which manages
such information. At the end of 2023 the Bank’s exposure
to NFRD companies was 11% of the total covered assets.
In Iceland, the vast majority of companies are defined as
small or medium, and until now such companies are not
required to disclose information with respect to the EU
Taxonomy. At the end of 2023 the Bank’s exposure to
SMEs was 27% of the total covered assets.

Implementation in Iceland and lack of necessary data
The provisions of Article 8 of the Taxonomy Regulation
concern information which companies should disclose
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with respect to the Eu Taxonomy and these provisions are
expanded on in the Disclosure Delegated Act No.
2021/2178. This describes in detail the methodology,
subject matter and configuration of disclosure, plus a
timeline for entry into force and implementation of the
Regulation for credit institutions and other companies.

The implementation of the regulation is arranged so that
companies can implement EU Taxonomy disclosure in
stages over a period of years. The Taxonomy Regulation
entered into force in the EU on 12 July 2020 and
implementation of the regulation is based on that date. In
Iceland, however, the regulation came into force on 1 June
2023 and those companies required to disclose information
with respect to the EU Taxonomy will publish this
information for the first time in 2024, i.e. for the 2023
annual financial statements. Companies operating in the
EU have therefore published this information in their
financial statements since 2021 and how it has been
implemented therefore differs from the situation in
Iceland.

The regulation stipulates that credit institutions should use
counterparties’ data and KPIs to calculate their own KPIs.
The Bank’s counterparties which come under the scope of
the legislation are, like the Bank, disclosing information
on the EU Taxonomy for the first time in 2024 in the 2023
annual financial statements. This means that the data
required to calculate the Green Asset Ratio covered by the
EU Taxonomy, and to what extent these assets are
considered environmentally sustainable, is not vyet
available.

Loans to households

In the Taxonomy Regulation loans to households are
divided into loans with a mortgage in residential housing,
loans to renovate housing and car loans These loan
categories cover 41.7% of the total covered assets as
defined in the regulation. Loans to individual borrowers
therefore represent the majority of assets considered
eligible under the Taxonomy Regulation today.

Loans need to meet stringent technical screening criteria
to be considered environmentally sustainable. In order to
assess whether the criteria have been met, certain data is
required but in reality the lack of data, as noted above,
prevents this from being possible in Iceland.

Retail mortgages

Loans for property and to renovate property are defined in
the Climate Delegated Act and therefore these loan
categories are considered eligible in every respect.

In order to meet the requirements for a mortgage to be
considered environmentally sustainable, information
needs to be available on the energy efficiency of the
housing subject to the loan. In Iceland the building
regulations do not require information on the energy
efficiency of housing to be available, unlike in many areas
of Europe.

A harmonized methodology is being prepared for the
calculation of the energy efficiency of housing and
publication of criteria for energy categories of buildings
for Icelandic conditions is also being prepared. The action
plan for the Build a Green Future scheme, a joint initiative
of the government and construction industry on eco-
friendly construction assumes that this will be ready by the
end of 2024. According to this action plan, a requirement
on the energy efficiency of new buildings should have
been incorporated into Icelandic building regulations by
2028.

Since data on the energy efficiency of housing in Iceland
is not available, it is not possible to determine whether
loans to homes with a mortgage in property are considered
environmentally sustainable according to the definitions of
the EU Taxonomy.

Consumer car loans

Loans secured by a car can be considered to strongly
support climate change adaptation if the criteria set out in
the Climate Delegated Act are met. Only those car loans
which were granted after 1 June 2023, i.e. after the date the
regulation was introduced, can be considered eligible.

In order for a car loan to be considered environmentally
sustainable it may not have a significantly adverse impact
on other environmental objectives. In order to be able to
assess this with respect to a vehicle, information is
required on the vehicles CO2 emissions, the reuse,
recycling and recovery ratios of the vehicle, the external
rolling noise and the rolling resistance coefficient of the
tyres.

The Bank does not have any data on the car tyres of its
customers, which makes it impossible to determine
whether car loans can be considered environmentally
sustainable.
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Off-balance sheet exposures

Assets under management

Icelandic companies which come under the scope of the
Taxonomy Regulation will publish their first figures on the
proportion of environmentally sustainable turnover and
capital expenditure in 2024 in the annual financial
statement for 2023. Therefore, it was impossible for Arion
Asset Management and Stefnir to calculate the proportion
of environmentally sustainable turnover and -capital
expenditure for their assets in domestic equities and bonds
and domestic alternative investments.

Furthermore, no international equities fund or
international alternative investment fund in asset
portfolios of Arion clients or Stefnir funds has published
the eligibility or ratio of their environmentally sustainable
assets. Reporting in accordance with the Taxonomy
Regulation from the investment funds is expected in their
annual financial statements for 2023.

KPI's for assets under management

Gross carrying amount

Gross carrying amount*

EU Taxonomy eligible

Since the implementation of the Taxonomy Regulation
commenced earlier for companies in the EU, those
companies covered by the regulation have already reported
their mitigation and adaptation to climate change.
Therefore, is possible to estimate the eligibility and the
proportion of environmentally sustainable turnover and
capital expenditure for certain investments in individual
foreign assets.

However, this is a negligible proportion of total assets
under management at Arion and Stefnir and only 4% of
assets under management are in individual foreign
equities. Data on eligible and environmentally sustainable
assets was obtained from Bloomberg.

Government bonds are not covered by the regulation so
there is no disclosure requirement for them.

For the reasons given above the publication of KPIs for
assets under management at Arion Bank and Stefnir is
limited for 2023.

Eu Taxonomy aligned
assets assets™

Eu Taxonomy aligned
assets™

Assets under management 1173103 453655
of which debt securities 667.711 251436
of which equity instruments 505392 202.219

* Non-financial corporations (subject to NFRD disclosure obligations)
** Based onthe CapEx KPI of the counterparty
*** Based on the Turnover KPI of the counterparty

2.994 191 140
0 0 0
2994 191 140
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