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Highlights

$
b7

Mortgages and corporate loans continue to grow at a healthy pace with
good asset quality

Interest Income but Commission and Financial Income develop well

‘ Large liquidity buffer and repricing of loans put pressure on Net
( I

- Lr

Valitor continues its growth strategy with good
top line revenue growth but at increased costs

Release of surplus capital initiated in March with a share buy back
and dividend payment

The Bank’s capital base continues to be strong with

continued dividend capacity going forward ,
Pacty 80Ine iﬂ( Arion Bank



Changes in Arion Bank’s ownership structure

Arion Bank now 100% privately owned - Icelandic government exits the shareholders group

Icelandic funds invest in Arion Bank Board authorized to propose dividend
24 funds managed by four Icelandic 4 Arion Bank issued 5-year bond in
fund management companies # amount of €300 million
acquired total stake of 2.54%

2018 AGM authorized the board
to submit proposal on dividend or
other disbursement of equity up
until the next AGM

Arion Bank now 100% privately
owned after Icelandic government
sold its 13% holding

..! Trinity Investments (Attestor Capital n- Arion Bank bought back 9.5%

LLP) and Goldman Sachs increased of its own shares
stake by a further 2.8%

2 ﬁ{ Arion Bank



New digital services launched

Short-term loans introduced which can be applied for online
Convenient banking

~] Every day banking made easier: Regular savings and short-cuts
to pay bills, transfer money and pay off credit card bills

Enhanced start-up page in Online Banking — clearer
overview of balance, transactions, savings and due
repayments

" Short-term loans — new type of loan, max. ISK 2 million,
applied for online

/ Bills can be spread out for up to 12 months in
Arion app

= New and convenient way to buy a car -
completely digital process




Changes in the branch network announced

96% of the Bank’s contact with customers now through digital solutions

Changes to branch network announced

The goal is to better meet customers’ needs as 96%
of the Bank’s contact with customers is through
digital solutions such as app, online bank and ATM’s

Branches in Gardabzer and Hafnarfjordur partly
merging with service centre at Smaratorg, while
new branch will open locally

Mosfellsbzer branch will merge with Bank’s service
centre at Bildshofdi in Reykjavik

Branches in Akureyri, Blonduds, Hella and Vik will
soon all be moving into new premises

Changes at board and regional management

Herdis Drofn Fjeldsted elected on to the board of
directors at the AGM

Ingi Steinar Ellertsson new regional manager for
Northern and Eastern Iceland

Kristbjorg Hédinsdottir new regional manager in
the Reykjavik area (April)

ﬁ{ Arion Bank



Arion Bank recognized for excellence in corporate governance

Detailed reporting on environmental issues and non-financial performance indicators in annual report

Startup Reykjavik held for seventh time Corporate governance and reporting
238 applications received for Startup #4 Ari(?n Bank rec-ognized as company
X Reykjavik 2018, which will be held for which has achieved excellence in
ﬁA seventh time this summer corporate governance
F ) Startup Reykjavik held seminar about — Arion Bank published its
® . :
shareholders’ agreements and stock annual report and pillar 3 risk
options in startups disclosures digitally for the
4th year in succession
Startup Reykjavik, Young Professional Detfailed reporting on
Women in Iceland and Women Tech eth|ro.nmentaI Issues a'nd.non-
Iceland organized event Women in 8 financial performance indicators
Innovation #NoObstacles A in Bank’s annual report
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Continued economic growth at 3.6% in 2017

The output gap has narrowed after peaking in late-2016

* Economic growth in
2017 measured 3.6%.
Growth was driven by
private consumption
while investment and
service exports also
played a role

* Domestic demand
remains strong and
shows no sign of easing.
Rising housing
investment and public
investment offset
slower growth in
business investment

* Slower growth in
tourism and other
export sectors, coupled
with  growing goods
trade deficit has
reduced current account
surplus

Sources: CBI, Statistics Iceland, Arion Research

10% Growth contribution of GDP components
(o]

5%

0% -/

-5%

2017
External trade e===GDP

2010 2011 2012 2013 2014 2015
EN Private consumption B Public consumption B Investment B Changes in inventory

2016

Current account balance, % of GDP Household debt

15% 300%
10%
200%
5%
0%
(] . 100% ___//\_
-5%
-10% 0%
2011 2012 2013 2014 2015 2016 2017 8 8 & &8 8 8 o I S
B B3lance on goods B Balance on services 2 & 8 8 88 8 8 g8 7§
Secondary income, net mmm Balance on primary income % of GDP === 9 of disposable income

= Current account balance

% Arion Bank



Tourism growth is rapidly slowing down

Forecasted to grow 6% yoy

. . . Foreign payment card turnover
e The krona has been The ISK against major trade currencies gn pay

YoY, constant exchange rate, excl. flights
. 150
relatively stable recently and

100%
the CBlI has frequently 80%
mentioned a good balance on
140 60%
the FX market
40%
* The CBI has almost 20%
completely stopped its FX 130 0% |||".||.|||||I|||”|| N M
(o]
market interventions and
. . . -20%
according to the Bank it will G - = TS S R
only intervene in order to stop | 120 § 2328 5 23285338 8§
excessive volatility EEE Payment card turnover per tourist
== Total foreign payment card turnover
* There is increasing 110 Tourist arrivals
evidence that suggests that 80% YoY %-growth
. . . o
the tourism industry is over
the peak of its growth spur. 100 60%
For example, growth in both 40%
foreign card turnover and
dneetorated ranidy. However, | % > H|II|”| il h ‘ H I
decelerated rapidly. However, ‘l:' D :. 5 5 g °‘_I|° gi 0% ITIR
analysts still expect continued = g 5 3 5,‘; é = g S 3323823833505 053
growth over the next years = § 5 5%, ;% g j? L,% g §' § g §' ,j,

Sources: Central Bank of Iceland, The Icelandic Tourist Board, The Centre for Retail ‘&k A“On Bank

Studies, Arion Research
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Inflation peaks above the inflation target

Further policy rate cuts look unlikely

* Inflation continues to be driven Housing price index for the capital area
by rising house prices while being YoY % 10%
somewhat offset by lower import 30% 8%

prices due to the strong krona. 6%

Unit labour costs and productivity
CBI's forecast

However, house price increases 20% 2%
. (o]
have been slowing down recently
. 2%
while the effects of the strong 10%
exchange rate are tapering off 0% / =
. . . =29
* There are indications that house 0% 2%
prices in the capital area have S 288 82388555058 -4%
S 53 8 £ 538 £ 53 8 < S o 9338 S35 % 3R
peaked, at least for now, and there 8 08 2208 F>58 =5 S 3355 S 5383 5 S 9
the outlook for slower price Housing prices total =Apartments = Unit labour costs Productivity
increases outside the capital area in —Single family dwellings ‘
the coming quarters Inflation
6% 12 month CPI change

* Whether or not the collective
wage settlement framework holds
throughout the forthcoming wage 2%
negotiations this year there is
increased uncertainty about wage
levels going forward. The CBl's
forecast assumes that the wage
settlement framework will hold

4%

0%
-2%

-4%
01.16
I Housing
I Imported goods
Sources: Registers Iceland, Statistics Iceland, Arion Research

07.16
Public service

B Domestic goods

01.17

= |nflation

I Other service

07.17 01.18

Alcohol and tobacco
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Headline Figures

¥

(i

ISK 1.9 bn.

Q1 2017:
ISK 3.4 bn.

¢

3.6%

Q1 2017:
6.3%

)

23.6%

31.12.2017:
23.6%

e

15.4%

31.12.2017:
15.4%

YA

70.8%

Q1 2017:
63.5%

A

1,299

31.12.2017:
1,284

=

3.2%

31.12.2017:
Not available

™

40.9%

31.12.2017:
40.6%
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Income statement

A slightly more challenging quarter

* 4% decrease in net interest
income from Q1 2017 mainly
due to high liquidity buffer and
competitive market environ-
ment

* Positive increase in net
commission income driven by
Valitor

* Net insurance income
decreases due to unusually
adverse seasonal factors

* Increase in salaries mostly
due to increase of FTE’s at
Valitor which continues to
pursue an ambitious growth
strategy

* Net impairment normalizing
from a high positive number in
Q12017

* Bank levy has negative effect
on effective income tax rate as
it is not tax deductible

13

All amounts in ISK million

Q12018 Q12017 Diff Diff%
Net interest income 6,908 7,160 (252) (4%)
Net commission income 3,542 3,331 211 6%
Net financial income 1,340 1,230 110 9%
Net insurance income 143 446 (303) (68%)
Share of profit of associates (18) (35) 17 -
Other operating income 269 564 (295) (52%)
Operating income 12,184 12,696 (512) (4%)
Salaries and related expense (4,636) (4,222) (414) 10%
Other operating expenses (3,996) (3,834) (162) 4%
Bank levy (804) (797) (7) 1%
Net impairment (99) 880 (979) -
Net earnings before taxes 2,649 4,723 (2,074) (44%)
Income tax expense (818) (1,3712) 553 (40%)
Discontinued operations, net of tax 118 - 118 -
Net earnings 1,949 3,352 (1,403) (42%)

& Arion Bank



Net interest income

All amounts in ISK billion

Increased liquidity position and a competitive lending market negatively affect Net interest margin

* Net Interest Income slightly
down from Q1 last vyear
despite loan book growth

* Net Interest Margin
decreases slightly from Q1 last
year mainly due to:

. High level of liquidity in
foreign currency with a negative
carry mainly relating  to

benchmark bond maturities

. Increased proportion of

mortgages in the loan portfolio
. Competitive lending market

. Partial repricing of current
loan books as both mortgages
and corporate loans to an extent
reprice faster than the Bank’s

wholesale funding

14

Net interest income

Interest income

15.9
13.5 13.2 13.6 141
0.4
12.8
Q12017 Q22017 Q32017 Q42017 Q12018 Q12017 Q22017 Q32017 Q42017
Netinterest margin B Cash and lending M Securities
Inflation Interest expense
3.0% 3.1%
1.8% 6.5 79 . 6.5 7.2
1.1% 1.0%
J 4.1 - P
3.8 2.8 3.0
Q12017 Q22017 Q32017 Q42017 Q12018 Q12017 Q22017 Q32017 Q42017 Q12018

B Deposits M Other funding

& Arion Bank

Q1 2018



Net commission income

All amounts in ISK billion

Positive development in net commission income compared to Q1 2017

* Net commission income increases compared to Q1 2017
driven by card and payment solutions

. Compares unfavourably to Q4 2017 as expected due to seasonality

* Net commission income from cards and payment solutions
increases from Q1 2017 mostly due to increased foreign
operations in Valitor

. Acquisition of Chip & Pin and IPS in 2017 is positively affecting
income from cards

. Strong Icelandic krona affects income from Valitor’s foreign

operations

* Other commission income in Retail Banking have a seasonal
effect linked to tourist volumes

* Asset Management occupies a strong position in the
Icelandic market but income is somewhat seasonal

* Capital Markets is performing well and the Bank is no. 1 in
equities and no 3 in bond trading in the domestic market whilst
activity remains at a lower level externally in Corporate Finance

15

Net commission income

4.7

Ql 2017 Q2 2017 Q3 2017 Q4 2017 Q12018
M Other B Investment Banking

B Asset Management B Cards & payment solutions

ﬁ{ Arion Bank



Net financial income

Normalizing after a period of volatility in recent years

* Net financial income s
mostly due to fair value
changes in equity holdings

* Holdings in unlisted bond
funds relating to the Bank’s
management of FX liquidity,
was reduced but is now
reflected in bond holdings

16

Q12017

Net financial income

Q2 2017

(0.7)

Q3 2017

Q4 2017

13

Q12018

All amounts in ISK billion

Bond holdings

73.8

66.9 68.2
57.8

63.7

Q1 2017 Q2 2017 Q3 2017 Q4 2017
B Government M Other
Equity holdings
45.2 4.0
36.3
31.8

11.7
7.1

Q12018

34.9

Q1 2017 Q2 2017 Q3 2017

Q4 2017

Q12018

M Listed ™ Unlisted ™ Unlisted bond funds M Used for hedging

ﬁ{ Arion Bank



Net insurance income and other operating income

Insurance income negatively affected by difficult winter conditions

* Sharp decrease in net
insurance income in Q1
attributable to high levels in
car insurance claims, the
highest in ten years

* The average claim has
increased relating to a newer
car fleet and increasing wage
levels

* All other insurance
products at Vordur are
performing well

* Income from investment
property under other
operating income in Ql is
almost  entirely due to
valuation changes

17

Q12017

Net insurance income Other operating income

Q2 2017 Q3 2017 Q4 2017 Q12018

Q12017 Q2 2017 Q3 2017 Q4 2017 Q12018

M Investment property B Other

ﬁ{ Arion Bank



Total operating expenses

All amounts in ISK billion

Efficiency measures continue with the announcement of closures of 3 of 24 branches later in the year

* The cost-to-income ratio significantly affected by Valitor’s growth
strategy

* FTE’s at group level increased by 8% from Q1 last year due to
expanding operations at Valtior

* FTE’s at Valitor increased by 36% from Q1 2017 whilst other
parts of the Group remained stable

* Cost-to-income ratio excluding Valitor from the Group would
have been 63.0% in Q1 (59.6% Q1 2017)

* Salaries are below the wage level index taking into account the
increase in FTE’s

* Other operating expenses relatively stable from Q1 last year

Total operating expenses

8.6 8.6

8.1

7.5

Q12017 Q2 2017 Q3 2017 Q4 2017 Q12018

M Salaries and related expense B Other operating expense

18

Cost-to-income ratio (%)*

70.8
63.5 65.0 61.6

* Cost-to-income ratio (salaries and related expenses + other operating expenses/operating income)

Q12017 Q2 2017 Q3 2017 Q4 2017 Q12018

Number of employees

1,204 1,223 1,293 1,284 1,299

Q12017 Q2 2017 Q3 2017 Q4 2017 Q12018

B Parentcompany M Valitor M Other subsidiaries

ﬁ{ Arion Bank
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Balance sheet - Assets

A stable balance sheet after capital release

* The loan portfolio grew at
a healthy pace during the

All amounts in ISK billion

31.03.2018
ISK 1,132 billion

31.12.2017
ISK 1,148 billion

first quarter

e The loan portfolio Other and intangibles: 4%

continues to  be  well ISK 299 billion, of which

balanced ISK 205 billion liquidity
reserve (45% of customer

e Strong liquidity position deposits)

despite substantial capital
release

Loans to customers
69% of total assets

2.2% increase from
YE 2017

20

Othert! —M8MMMm— 37 .131
Intangibles — 13
equivalents

Financial assets

Loans to credit
institutions

= |ndividual, mortgages

= |ndividual, other

= Corporate and other

10ther assets include investment property, investment in associates, tax assets and other assets

ﬁ{ Arion Bank



Loans to customers

All amounts in ISK billion

Well balanced loan portfolio between corporates and individuals

* Loans to customers
increased by 2.2 % in Q1

* The mortgage portfolio grew
by 3.1%, driven by new digital
solutions and a strong housing
market despite strong

competition

* The corporate loan portfolio
grew by 2.0%, mainly in
wholesale and retail trade and

financial and insurance activities

* Good diversification in the
corporate loan book

* Outlook for new lending is
positive

* Credit quality indicators
change due to IFRS 9
implementation (see next
slide)

21

2014

M Corporate

2015 2016 2017

Loans to customers Loans to customers by sector (%)

782

765

B Individuals
M Real Estate & Construction
B Fishing

Wholesale & Retail

B Finance & Insurance

B QOther sectors

Gross impaired loans/gross loans (%)

>3 4.7

3.2

1.6
IFRS 9

31.03.2018 2014 2015 2016 2017 Q12018

B Individ. Mortgage M Individuals other B Gross impaired loans/Gross loans

ﬁ{ Arion Bank



Loans to customers

IFRS 9 fully implemented resulting in different methodology on credit quality

* Quality of the loan book Risk classification Collateral held against loans (%)
continues to improve (risk classification only applies to loans that are neither past 88.5 88.4
due nor impaired until YE2017. Figures for 31.03.2018 include 83.8 85.7 85.1 ’

¢ |Internal credit rating has only loans classified as stage 1 and stage 2 )
improved  significantly  in
recent years:

e 76% of gross loans to
customers in either risk class 1 or
2 at 31.03.2018 (74% at YE
2017)

2014 2015 2016 2017 31.03.2018
* Collateral held against loans

stable at a healthy level ) )
IFRS 9 credit quality

Share of stage 3 loans, gross 3.2%
Share of stage 3 loans, net 1.9%
Share of stage 3 loans mortgages, gross 1.9%
Share of stage 3 loans mortgages, net 1.7%
Creditimpairment provision ratio Stage 1 loans 0.2%
Credit impairment provision ratio Stage 2 loans 1.6%
Creditimpairment provision ratio Stage 3 loans 40.2%
Total creditimpairment provision ratio 1.6%

2014 2015 2016 2017 31.03.2018

H]l W2 3 M4 and5 ornotrated i{Aran Bank
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Balance sheet — Liabilities and Equity

Strong equity position and well balanced funding

* Stable deposits from year
end

* Successful wholesale
funding activities both in
Iceland and in the
international markets

* Strong equity position and
a very high leverage ratio
despite capital release

23

31.03.2018
ISK 1,132 billion

All amounts in ISK billion

31.12.2017
ISK 1,148 billion

Equity
CET1 ratio 23.6%

Equit
Leverage ratio 15.4% a

Other liabilities?
4%
Borrowings (in ISK)
ISK 191 billion
EUR 170 billion
Other currencies 39

billion

= Covered bonds

= Senior unsec. bonds

= Other

Due to credit institutions

» Retail @
453
= Pension funds &
domestic financial
institutions
= Corporates & other

1 Other liabilities include financial liabilities at fair value, tax liabilities and other liabilities

Deposits

On demand 72%
Up to 3M 18%
More than 3M 10%

ﬁ{ Arion Bank



Deposits

Deposit base is stable from year end

* Deposits represent 41% of
the Bank’s funding

* Deposits from retail
customers have grown 26%
(compound annual growth
rate) in the last two years

* Improved macro economic
conditions reflected in growth in
deposits from retail customers

* Deposits at the same level
as previous years after drop in
2016 when deposits from
Kaupthing were changed to a
long term EMTN resettable
note

24

471 477

Deposits

2014 2015

M Other
Pension funds
M Retail

2016 2017 31.03.2018

B Financial ent. being wound up
m Corporations

All amounts in ISK billion

Maturity of deposits (%)

B On demand
W Up to 3 months
M 3-12 months

More than 12
months

Deposits by currency (%)

m |SK

ﬁ{ Arion Bank



Borrowings

Maturity schedule of wholesale funding is evenly spread out

* In March the Bank issued
new 5 year, EUR 300 million
senior unsecured bond or
approx. ISK 37 billion at 401
interest cost equal to 0.65%
over interbank rates. The bond
issue was oversubscribed,
orders were received from over
40 investors with total demand
around EUR 375 million.

* The Bank issued covered
bonds to finance mortgages in
the Icelandic market, total of
ISK 6.7 billion during Q1 2018

Borrowings

* Bills issued amounted to ISK
10.7 billion during the period

2014

B Covered bonds
M Central Bank

2015 2016 2017 31.03.2018

B Senior unsecured

ERi
25 Bills and other

All amounts in ISK billion

Repayment of borrowings

90.0

71.3

25.9

1.8 . 19 52

2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 >2028

B Covered bonds M Senior unsecured M Bills and other

Ratings - S&P
g ey
x >
Senior unsecured BBB+ A
Short term debt A-2 A-1
Outlook Stable Stable

ﬁ{ Arion Bank



Good performance in the secondary bond market

The spread between Arion Bank and large Nordic banks decreasing

Euro Senior Unsecured Bonds - Spread (bps) over mid-swaps

120

100

80

60

40

20

Mar-17 May-17 Jul-17 Sep-17 ar-18

-20
= ARION 06/2020 = ARION 04/2019 ARION 12/2021

——NORDEA 02/2021 —— Danske Bank 05/2021 ——SEB 02/2021
—— Handelsbanken 10/2021 ——DNB 02/2021

26 Source: Bloomberg ﬁ{ AI’IOH Bank



Ca pital base All amounts in ISK billion

Release of surplus capital initiated in Q1 with a share buy back and dividend payment

* Reduction in capital base Capital ratio (%) Leverage ratio (%)
due to share buy back and

dividend paymentin Q1

26.7 17.8

. . 26.3 16.7

* Solid level of capital due to 154 15.4 15.4
strong profit generation over

recent vyears and limited

dividend payments

* Risk-weighted assets of 2014 2015 2016 2017 31.03.2018

68.8% are calculated on the
basis of the standardized
approach resulting in a
leverage ratio of 15.4%

Risk weighted assets / Total assets (%)

2014 2015 2016 2017 31.03.2018 2014 2015 2016 2017 31.03.2018

M Tier 1 ratio M Tier 2 ratio

& Arion Bank
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Capital adequacy

Own funds and capital requirements

23.6

mCET1

AT1

mT2

M Pillar 1

W Pillar 2R

B Capital buffers

Management
buffer

Normalized CRDIV
capital structure

Own funds Capital
31.3.2018 requirement

28

* The Group’s capital adequacy is based on Arion Bank’s
consolidated situation under CRR, which excludes insurance
subsidiaries. The capital position and solvency requirement of
Vordur hf. should be viewed separately.

* Based on the SREP result determined by the Financial
Supervisory Authority (FME) and based on the Group’s financial
statement as at 31 December 2016, and taking into account the
combined buffer requirement, the Group’s total regulatory capital
requirement is 19.8% of risk-weighted assets.

* Including a management buffer of 1.5%, surplus capital for the
consolidated situation was ISK 18 billion on 31 March 2018.

* The decrease in total capital ratio, compared to YE 2017, is
primarily due to the exclusion of general provisions as Tier 2 capital,
as all provisions are considered specific under IFRS 9. Market risk
also contributes to the decrease through increased trading book
positions and a higher currency imbalance.

* In April 2018, the Financial Stability Council proposed a 0.5%
increase to the countercyclical capital buffer, which would take
effect on 1 May 2019 if confirmed by FME.

ﬁ{ Arion Bank
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IFRS 9 implemented on 1 January 2018

All amounts in ISK million

Total adjustments due to IFRS 9 implementation on the Shareholders’ equity

Classification

* Following the implementation of the new classification requirements
of IFRS 9 and review of the business model assessment and payment of
principal and interest criteria, some assets were reclassified from
amortized cost to fair value through profit and loss. The total impact of
the new classification requirements results in an increase in equity

reserves in the amount of ISK 389 million net of tax

Impairment calculation

* |FRS 9 effectively replaces the “incurred credit loss” model used under
IAS 39 with an “expected credit loss” (ECL) model. The changes from
incurred to expected losses requires professional judgement over various
factors used in the calculation of ECLs. Such as, how macroeconomic
scenarios affect the ECL calculation. The new “expected loss” impairment
models apply to financial assets that are debt instruments (including loans
to customers) measured at amortised cost or FVOCI, lease receivables,
loan commitments and financial guarantee contracts. Equity instruments
are not subject to impairment

* The impact of implementing the new impairment requirements is an
increase in equity reserves, and lowering in the impairment reserve of I1SK
553 million net of tax. Among factors effecting the impairment
calculations are, the level of exposures in each stage, lifetime expected
losses for exposures in stage 2 and consideration of multiple forward-
looking scenarios and better data around various inputs into the

calculations

e The application of the IFRS 9 impairment requirements might increase volatility in

profit and loss of the Group going forward.

1200

1000

800

600

400

200

Total effects of IFRS 9 on Shareholders’ equity

97
144
389
575
Effects Tax effects After tax effects

W Total impairment M Total reclassification

ﬁ{ Arion Bank



Ca S h fI OW All amounts in ISK billion

Decrease in cash and cash equivalents mainly due to capital release

182 %
13
(20)
= o8
(11) 146

Cash and Interest Interest Loans to Deposits ~ Borrowings Dividend and Other Cash and

cash eq. received paid customers share changes cash eq.
31.12.2017 buyback 31.03.2018

ﬁ{ Arion Bank
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Going forward

7
¥

Arion Bank operates
in a strong and
growing economy

Focus on digitalization
across both client-facing
offerings and
automation to further
increase efficiency

(<=7

Prudent lending in
line with economic
growth

Arion Bank will seek
to optimize capital
by paying out
dividends and
acquiring own shares

ioj{ Arion Bank



Medium Term Targets

(Subject to regulatory requirements) Prudent Iending in
Decrease to circa 17% line with economic
>2 growth
(é) Exceed 10%
Pay-out ratio of circa

/ ; ; \ S‘ 50% of net earnings

Decrease to circa 50% attributable to
shareholders

ioj{ Arion Bank



KFIl’s, adjusted income and other information ¢
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Key financial indicators - annual

Return on equity (%) Cost-to-income ratio (%) Net interest margin (%)

70.8
28.1

2014 2015 2016 2017 Q12018 2014 2015 2016 2017 Q12018 2014 2015 2016 2017 Q12018
CPI Imbalance — ISK bn. FX Imbalance — ISK bn. Risk weighted assets / Total assets (%)
133 128 79.9
116 74.5 72.7 66.8 638

85 95

32
19

5 0

2014 2015 2016 2017 Q12018 2014 2015 2016 2017 Q12018 2014 2015 2016 2017 Q12018

34 % Arion Bank



Key financial indicators - quarterly

Return on equity (%) Cost-to-income ratio (%) Net interest margin (%) Gross impaired loans / Gross loans (%)
IFRS 9
mileel = Illll.lll “llll“l | T T
Q1-16 Q1-17 Q1-18 Q1-16 Q1-17 Q1-18  Ql-16 Q1-17 Q1-18 Q1-16 Q1-17 Q1-18
Loans-to-deposits ratio (%) Tier 1 ratio (%) Liquidity coverage ratio (LCR) (%) Problem loans* (%)

without loans financed with covered bonds

173
160 151 s
26.2 : 236 209.9
153.4 163.5
21 1.5 IFRS 9

Q1-16 Q1-17 Q1-18 Ql-16 Q1-17 Q1-18 Q1-16 Q1-17 Q1-18 Qi-16 Q1-17 Q1-18

* Problem loans (past due but not impaired loans over 90 days + individually impaired loans) as % of loans to customers

3 ﬁ{ Arion Bank



Development of key figures

9.0
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0

10.0
9.0
8.0
7.0
6.0
5.0
4.0
3.0
2.0
1.0

36

Net interest income

Q1 Q2 Q3 Q4

H2014 W2015 E2016 E2017 H2018

Total operating expenses

Q1 Q2 Q3 Q4

H2014 W2015 E2016 E2017 H2018

30.0
25.0
20.0
15.0
10.0

5.0

(5.0)

Ql Q2 Q3 Q4

All amounts in ISK billion

Net commission income

H2014 W2015 E2016 E2017 H2018

Net earnings

L Lliwm

Ql

Q2 Q3 Q4

H2014 W2015 H2016 EH2017 H2018

ﬁ{ Arion Bank



Key figures

Operations

Net interest income

Net commission income
Operating income
Operating expenses

Net earnings

Return on equity

Net interest margin
Return on assets
Cost-to-income ratio

Cost-to-total assets

Balance Sheet
Total assets
Loans to customers

Mortgages

Share of stage 3 loans, gross

Problem loans

RWA/ Total assets

Tier 1 ratio

Leverage ratio

Liquidity coverage ratio

37

Q12018

6,908
3,542
12,184
8,632
1,949
3.6%
2.6%
0.7%
70.8%
3.0%

1,131,768
782,255
340,202

3.2%
68.8%
23.6%
15.4%

209.9%

Q12017 Q1 2016 Q12015 Q12014
7,160 7,273 5,783 5,483
3,330 3,219 3,757 3,148

12,697 12,090 22,019 9,088
8,056 7,198 6,399 6,192
3,353 2,886 14,905 2,865

6.3% 5.7% 35.1% 7.8%
2.8% 3.1% 2.6% 2.6%
1.2% 1.1% 6.2% 1.2%
63.5% 59.5% 29.1% 68.1%
3.0% 2.8% 2.6% 2.6%
1,119,648 1,028,606 1,004,324 933,144
720,198 694,004 649,089 642,341
302,679 285,886 274,484 190,008
1.5% 2.1% 3.2% 6.1%
66.4% 71.5% 72.5% 77.3%
27.3% 26.2% 21.2% 18.6%
17.0% 17.3% = =
163.5% 153.4% 192.0% 130.0%

Ql 2018

6,908
3,542
12,184
8,632
1,949
3.6%
2.6%
0.7%
70.8%
3.0%

1,131,768
782,255
340,202

3.2%
68.8%
23.6%
15.4%

209.9%

Q4 2017

7,265
4,654
13,924
8,581
4,066
7.3%
2.7%
1.4%
61.6%
3.0%

1,147,754
765,101
329,735

1.0%
66.8%
23.6%
15.4%

221.0%

Q3 2017

7,250
3,865
11,597
7,540
(113)
(0.2%)
2.7%
0.0%
65.0%
2.7%

1,144,853
750,947
318,403

1.4%
68.4%
26.6%
16.8%

228.6%

Q2 2017

8,160
3,508
15,160
5,784
7,113
13.0%
3.1%
2.6%
38.2%
2.1%

1,126,411
733,649
309,339

1.3%
67.0%
27.8%
17.4%

266.2%

All amounts in ISK million

Q12017

7,160
3,330
12,697
8,056
3,353
6.3%
2.8%
1.2%
63.5%
3.0%

1,119,648
720,198
302,679

1.5%
66.4%
27.3%
17.0%

163.5%
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Ba Ia n ce S h eet All amounts in ISK billion

5 year overview

Assets Q1 2018 2017 2016 2015 2014
Cash & balances with CB 98 140 88 48 21
Loans to creditinstitutions 95 87 80 87 109
Loans to customers 782 765 712 680 648
Financial assets 106 109 117 133 102
Investment property 7 7 5 8 7
Investments in associates 1 1 1 27 22
Other assets 43 39 32 27 26
Total Assets 1,132 1,148 1,036 1,011 934

Liabilities and Equity

Due to creditinstitutions & CB 8 7 8 11 23
Deposits from customers 453 462 412 469 455
Other liabilities 66 67 65 62 61
Borrowings 401 385 339 256 201
Subordinated loans - - - 10 32
Shareholders Equity 204 226 211 193 161
Non-controlling interest 0 0 0 9 2
Total Liabilities and Equity 1,132 1,148 1,036 1,011 934

& Arion Bank
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Adjusted income

Adjustments on impairment have greatest affect

Q12018 Adjustment  Adjusted
Netinterestincome 6,908 0 6,908
Net commission income 3,542 0 3,542
Net financial income 1,340 0 1,340
Net insurance income 143 0 143
Share of profit of associates and net imp. (18) 0 (18)
Other operating income 269 0 269
Operating income 12,184 0 12,184
Salaries and related expenses (4,636) 0 (4,636)
Other operating expenses (3,996) 239 (3,757)
Bank levy (804) 0 (804)
Net impairment (99) (1,023) (1,122)
Earnings before tax 2,649 (784) 1,865
Income tax (818) 204 (614)
Discontinued operations, net of tax 118 0 118
Net earnings 1,949 (580) 1,369
Key financial indicators:
Return on equity 3.6% 2.6%
Cost to income ratio 70.8% 68.9%
NIM - interest bearing assets 2.6% 2.6%

39

1)

2)

3)

All amounts in ISK million

1) One-off professional service expense
of ISK 239 million

2) Net impairment fully removed and
0.58% impairment calculated on total
loans to customers

3) Calculated income tax effect on
adjustments
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Segment information ¢




Reta i I Ba n ki ng All amounts in ISK million

Positive development in Retail Banking

* Retail Banking provides a comprehensive range of services. Income statement and key figures:
This includes deposits and loans, savings, payment cards, Q12018 Q12017  Diff.
pension savings, insurance, securities and funds. Arion Bank Net interest inComMe ......cccoeverevieereenccreecene 4,333 3,974 9%
Mortgages Institutional Investor Fund is part of the Retail Net fee and commission income .........cccceevverenne 1,092 996 10%
Banking operations Other operating iNnCome ......cccovvevvveeeneneneneneenenes 81 179 (55%)
Operating income 5,506 5,149 7%
* To maximize operational efficiency the branch network is Operating eXPENSE ....ccecveeeeeeereeereeee e (1,791) (1,681) 7%
divided into five clusters, with the smaller branches Allocated EXPENSE ....cceeevreereeiereee e (1,660) (1,475) 13%
capitalizing on the strength of larger units within each cluster BANK IEVY vveerreeeeeeeeeeeeeesee s sseseeeseseaesee s seeseeeee (278) (271) 3%
Net impairment ... 268 20 -

* Retail Banking's 24 branches all around Iceland have a total

i o
of more than 100,000 customers Earnings before tax 2,045 1,742 17%

31.03.2018 31.12.2017  Diff.
Share of operating income (%)

o] =] B T <] £ 545,300 527,652 3%
Total 11abilities ... 477,386 461,724 3%
Allocated EqUILY «..oovveerieirieiseeeee e 67,914 65,928 3%

* Increase in net interest income due to growth in loans to customers

* Continued strong growth in net fee and commission income

ﬁ{ Arion Bank
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Co rpo rate Banking All amounts in ISK million

Strong corporate loan book, somewhat affected by stronger ISK
Income statement and key figures:
* Corporate Banking provides comprehensive financial

Q12018 Q12017 Diff.
services and integrated solutions across the Bank's divisions,

Net interest inCome .......ccoeeveeeeeeerceenennne. 1,314 1,656 (21%)
to larger corporate clients in Iceland Net fee and commission income .............. 236 176 34%
* Corporate Banking provides a full range of lending products, Other operating inCome ........cccecevevvrvevenenes (161) 236 (168%)
deposit accounts, payment solutions as well as value added Operating income 1,389 2,068  (33%)
electronic corporate solutions to meet the needs of each Operating eXPense ......coecevecereeerrenesnenennes (126) (188) (33%)
customer Allocated eXpense ......ccceeeveereeeeereeesienenns (762) (595) 28%
BanK l1€VY .o (170) (167) 2%
Net impairment .......ccococeeeveeevvccecereeene, (376) 819 -
(Loss) earnings before tax .......ccceceererunnnees (45) 1,937 (102%)

31.03.2018 31.12.2017 Diff.
Share of operating income (%)

Total @SSELS .o 269,324 274,917 (2%)
Total l1abilities ..cceeeeeeeeeieeieireieirins 212,716 218,243 (3%)
Allocated equUIty ..ccceeeeeeeeveciceeeeeeeieans 56,608 56,674 (0%)

* Significant decrease in net interest income, mainly due to margin
pressure

* Increase in net fee and commission income

* Negative net impairment mostly due to one large customer

ﬁ{ Arion Bank
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Asset Management

Largest asset management operation in Iceland

Comprises Institutional Asset Management, Private Banking,
Investment Services and Pension Fund Administration.

* Discretionary and non-discretionary portfolio management
* Main distributor of funds managed by Stefnir

* Distributor of international funds

* Administration of pension funds

The subsidiary Stefnir hf., which is an independently operated
fund management company is included in figures for the asset
management operations

Share of operating income (%)

43

All amounts in ISK million

Income statement and key figures:
Q12018 Q12017  Diff.

Netinterestincome .......cccovvnnencnicnenne 148 146 1%
Net fee and commission income .............. 866 838 3%
Other operating inCome ........cccecevvevvvevenene. 18 48 (63%)
Operating income 1,032 1,032 0%

Operating expense (382) (405) (6%)
Allocated expense (219) (259) (15%)
BanK l@VY .o (46) (48) (4%)
Earnings before tax 385 320 20%

31.03.2018 31.12.2017  Diff.
Allocated equUIty ..ccoceevereerieirieeeeeene 5,534 5,331 4%
Assets under management ........ccccceeveenene 954,795 984,653 (3%)

* Slight increase in net fee and commission income from Q1

2017

* Strong market position in competitive environment

ﬁ{ Arion Bank



I nve St m e nt Ba n ki ng All amounts in ISK million

Continued focus on fee and commission development

* Investment Banking is divided into Corporate Finance, Income statement and key figures:

Capital Markets and Research. Q12018 Q12017 Diff.

Net interest inComMe .....oceeeeeeeeeeereeerennn. 38 69 (45%)
 Corporate Finance is active in supporting clients in deals Net fee and commission income. .............. 465 333 40%
with investments and divestments of companies and advisory Other 0perating inCome w......evvevrrne 2 (31) -
. . Operating income 505 371 36%

on all other major transactions i
Operating eXPeNnSe ....ccveeeeeverereereeresennenas (210) (194) 8%
+ Capital Markets buys and sells securities and FX on behalf Allocated eXPense ......cccoeeecevveceerereeesieennens (182) (168) 8%

. . 9,

of Arion Bank's clients. BanK [€VY oo (10) (12) (17%)
Net impairment ......ccccoeevevenecnecneneene 0 14 (100%)
* Research is an independent research team covering the Earnings before tax 103 11 836%

Icelandic economy and financial markets.
31.03.2018 31.12.2017  Diff.

Total assets ........... 22,435 16,165 39%

L o
Share of operating income (%) Allocated equity 826 1,001 (17%)

* Net fee and commission income main source of operating income

* Capital Markets performing well while Corporate Finance has focused on

internal and long term projects

ﬁ{ Arion Bank
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Disclaimer

45

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

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

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

By accepting this document you agree to be bound by the foregoing instructions and limitations.
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