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ARION BANK IS A UNIVERSAL RELATIONSHIP BANK

ARION BANK PROVIDES A FULL RANGE OF FINANCIAL SERVICES

Asset Management

= Leading player in the
Icelandic market

= AuM equal to Arion Bank’s
total assets

= Services institutional
investors and HNW clients

Retail Banking

~ 30% market share
Largest private provider of
residential mortgages
Wide range of financial
services for individuals and
SMEs

Strong focus on digital
banking solutions

Corporate Banking

= Leading lender to large
corporates in Iceland

® |nnovative and customized
solutions

= |nternational activities in
seafood and related
businesses

Investment Banking

= A leading capital markets
house and M&A advisor

= Full range of investment
banking services

= Managed all IPOs this year
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STRATEGIC SUBSIDIARIES IN THE ARION BANK GROUP

ARION BANK PROVIDES A FULL RANGE OF FINANCIAL SERVICES

@ STEFNIR

VALITOR

= The largest online and e-

commerce payment
services company in Iceland
Operations in Iceland,
Denmark and the UK
Member of VISA EU and
MasterCard International

= |celand’s largest fund

management company
Retail and professional
clients

Range of mutual,
investment and institutional
investment funds

okkar s

= Leading life insurance
company in Iceland

= Focus on modern personal
insurance services

= Sales and distribution
partnerships with Arion
Bank

vordur

= Vorduris the 4th largest non-life
insurance company in lceland, with
a market share of more than 10%

= Arion Bank has reached a deal to
acquire 51% in the company

= Acquisition is subject to approval of
Icelandic regulators

3:{ Arion Bank



HIGHLIGHTS OF THE THIRD QUARTER OF 2015

INCREASED ACTIVITY IN THE ECONOMY AND AT THE BANK

Icelandic economic environment

* Government’s plans to lift capital controls have
generally been well received

* The tourism industry continues to expand rapidly,
which has an effect on the entire economy

* The Central Bank of Iceland remains very active on
the currency market and has been building up very
strong currency reserves

* The economic situation has been good in Iceland,
with 5.2% economic growth, 1.9% inflation and
unemployment at around 4.0%

* Inflation is likely to rise in the medium term,
particularly following collective wage agreements

* Investments by companies have grown somewhat,
particularly in the construction and manufacturing
industries

Arion Bank

Growth in loans to companies and demand for loans
has generally increased

Arion Bank sold 10% stake in Siminn to investor
consortium and clients of Bank

Arion Bank was involved in a project to constructa 5
star hotel next to the Harpa concert hall in central
Reykjavik in cooperation with Marriot Edition

Arion Bank increased its share of vehicle and
equipment financing market

Bank’s share in turnover on NASDAQ Iceland was
17.1% for bonds and 22.6% for equities

Arion Bank has arranged all three listings on NASDAQ
Iceland this year: Eik, Reitir and Siminn

Merger between AFL Savings Bank and Arion Bank
approved in early October and will be completed at
the end of November

i{{ Arion Bank



HIGHLIGHTS OF THE THIRD QUARTER OF 2015

CREDIT RATING UPGRADED TO INVESTMENT GRADE — ANNUAL STARTUP REYKJAVIK INVESTOR DAY

Funding

Arion Bank’s credit rating was upgraded from BB+
(with positive outlook) to BBB- (with stable outlook)

Arion Bank issued ISK 8 billion of covered bonds in
two issues in Q3

This year Arion Bank has issued ISK 19 billion in
covered bonds. Proceeds being used to fund the
mortgages of the Bank’s customers

Agreement reached with Landsbankinn,
Islandsbanki and Kvika on market making for
covered bonds. This increased liquidity of the bonds

a @ STANDARD & POOR’S
’ RATINGS SERVICES

McGRAW HILL FINANCIAL

Innovation

Startup Reykjavik was held for the fourth time by
Arion Bank. The Bank has invested in 40 companies
through this business accelerator

Startup Reykjavik held its annual investor day at the
end of August. The ten teams presented their ideas
to potential investors

Startup

Reykjavik
Arion banki
Klak Innovit
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HEADLINE FIGURES FOR 9M 2015

Profitability Strength Efficiency

Return on Cost-to-
equity Tier 1 ratio income ratio

19.8% 22.2% 38.4%

9M 2014: 31.12.2014: 9M 2014:
19.9% 21.8% 48.7%

Leverage Number of

ratio Employees
15K 25,397 15.0% 1,151
million

9M 2014: 31.12.2014: 31.12.2014:
ISK 22,633 million 15.4% 1,120

Net earnings

Asset quality

Problem
loans

3.2%

31.12.2014:
4.4%

Mortgages/
Total loans

39.7%

31.12.2014:
42.8%
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INCOME STATEMENT
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INCOME STATEMENT

GOOD PROFITABILITY IN THIRD QUARTER

Strong net interest
income

Slight decrease in net
commission income
due to less
transactions during the
summer months

Low net financial
income mainly due to
FX loss

High other income in
Q3 due to profit from
the sale and fair value
change of Siminn hf.
prior to the company’s
IPOin Q4

8 All amounts in ISK million

Q3 2015 Q2 2015 Q12015 Q42014 Q32014

Netinterestincome 7,112 7,392 5,783 5,911 6,343
Net commission income 3,292 3,677 3,757 3,192 3,526
Net financial income 453 2,184 7,539 1,429 1,993
Otherincome 3,448 1,038 4,702 5,211 687
Operating income

Salaries and related expense (3,153) (3,675) (3,492) (3,953) (2,862)
Other operating expenses (3,012) (3,108) (2,896) (4,467) (2,787)
Bank levy (779) (659) (730) (636) (633)
Net impairment (33) (1,863) 1,782 (744) 876

Net earnings before taxes 7,328 4,986 16,445 5,943 7,143
Income tax (1,272) (647) (1,720) (223)  (1,989)
Net gain from disc. operations 15 79 183 241 67

Net earnings 6,071 4,418 14,908 5,961 5,221

i‘j Arion Bank



INCOME STATEMENT

POSITIVE DEVELOPEMENT IN MOST ITEMS

Net interest income
increase from last year,
mainly related to
higher inflation and
more favourable terms
in funding

Net fee and
commission income
increase in all units

Net financial income
and other income are
higher related to sale
and listing of three
large companies that
the Bank owned

Net gain from dis-
continued operation
was high last year, due
to the sale of 18%
shareholding in HB
Grandi, large company
in the fishing sector

Allar fjarhaedir i milljénum kréna

Netinterestincome
Net commission income
Net financial income
Otherincome
Operating income

Salaries and related expense
Other operating expenses
Bank levy

Net impairment

Net earnings before taxes

Income tax
Net gain from disc. operations
Net earnings

9M 2015
20,287
10,726
10,176

9,188
50,377

(10,320)
(9,016)
(2,168)

(114)
28,759

(3,639)
277
25,397

9M 2014
18,309
10,119

5,861
3,963
38,252

(10,026)
(8,597)
(2,009)

2,877
20,497
(4,456)

6,592
22,633

Diff
1,978
607
4,315
5,225
12,125
(294)
(419)
(159)
(2,991)
8,262
817
(6,315)
2,764

i‘j Arion Bank

Diff%
11%
6%
74%
132%
32%
3%
5%
8%
40%
(18%)

12%



NET INTEREST INCOME

INCREASE IN NET INTEREST INCOME RESULTING FROM TREASURY ACTIVITIES AND HIGHER INFLATION

Inflation increased 7.5
during Q2 and Q3 2015
resulting in higher net

interest income

compared to previous

guarters

Net interest margin
reducing slightly from
Q2, mostly due to
increase in low interest
bearing positions with

5.0

Central Bank at the end
of the quarter

Cost of funding starting 2.5
to decrease due to

more favourable terms

on new funding and
prepayment of older

less favourable loans

0.0

Q314
I et interest income

10 All amounts in ISK billion

*Funding includes due to credit institutions and Central Bank, deposits, borrowings and subordinated liabilities.

Q414

Q115

Q2 15

Q315

15

10

10

Interest income from loans

14.8

Q314

=== |nterest income lending / av. lending

Q414 Q115 Q215 Q3 15

Interest expense funding*

8.6 3.0

4.6% I 4.2%

Q2 15
=== |nterest expense funding / av. funding

Q3 14 Q4 14 Q115 Q315

i‘j Arion Bank



NET COMMISSION INCOME

STABILITY AFTER A THREE YEAR GROWTH PERIOD

Cards and Asset 50
management a stable

source of commission

income

Breakdown of Net commissionincome
9M 2015

Commission income in
investment banking
contingent on IPO’s

ISK
10.7
billion

Lending and

guarantees and other

sources of commission 25
income stable

M Cards

B Asset management

¥ Collection and payment services
Investment banking

H Lending and guarantees

M Other net fee and commission income

0.0
Q314 Q4 14 Q115 Q2 15 Q315
B Cards M Asset management
¥ Investment banking M Other

11 All amounts in ISK billion }:‘1 Arion Bank



NET FINANCIAL INCOME

MAJOR EFFECT ON NET EARNINGS Bonds (ISK bn.) and return on bonds (%)

(returns include interest income)

Low return on shares in 100
Q3 compared to Q1
and Q2 3 80 67.8 69.7 68.5 73.2 70.7
Good returns on bond 60
holdings

40
High income in Q1
mainly related to sale 6 20
and listing of Refresco
Gerber 0

Q3-14 Q414 Q1-15 Q2-15 Q3-15

FX loss resulting in
lower net financial A 0 Shares (ISK bn.) and return on shares (%)

income in third quarter
compared to previous
quarters

36.1 36.3 383

A slight growth in

equity positions mainly 2
related to listing of a

former associated

company whilst bond

positions remain

relatively stable 0

25

Q3-14 Q4-14 Q1-15 Q2-15 Q3-15 Q3-14 Q4-14 Q1-15 Q2-15 Q3-15

12 All amounts in ISK billion i‘k Arion Bank



TOTAL OPERATING EXPENSE

OPERATING EXPENSE IN LINE WITH EXPECTATIONS

Increase in total
salaries and other
operating expenses
mainly related to
increased activities at
Valitor in foreign
operation

Slight increase in
number of employees
at parent company.
Number of employees

continues to increase
at Valitor

Cost-to-income ratio
compares favourably
with international
peers

13 All amounts in ISK billion

10

Q3-14 Q4-14 Q1-15 Q2-15 Q3-15

H Other operating expense M Salaries and related expense

Cost-to-income ratio (%)

80
53.5
45.0 475 43.1
40 29.3
0
Q3-14 Q4-14 Q1-15 Q2-15 Q3-15
Number of employees
(full time eq. at period end)
1,134 1,020 1,112 1,123 1151
1,000
500
0

Q3-14 Q4-14 Q1-15 Q2-15 Q3-15

B Parent company ™ Subsidiaries
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BALANCE SHEET

NEW BORROWINGS AND INCREASED LENDING HAVE EFFECT ON THE BALANCE SHEET

Managed growth in Assets 30.09.2015 30.06.2015 2014 2013 2012 2011
lending activities Cash & balances with CB 73 33 21 38 30 29
Very good liquidity Loans to credit institutions 93 104 109 102 101 69
position Loans to customers 679 667 648 636 567 562
. Financial assets 111 111 102 87 138 158

Increased deposit base
Investment property 8 8 7 29 29 27
Increase in borrowings Other assets 45 51 48 48 37 48

partially used to prepay
unfavourable loans,

sobordnated
alseraiaeres) Liabilities and Equity

Total Assets 1,009 975 934 939 901 892

: : Due to credit institutions & CB 11 14 23 28 33 16
Equity continues to Deposits from customers 503 472 455 472 449 490
grow regardless of o
B e e m—— Other liabilities 62 67 61 58 59 52
payment Borrowings 248 242 201 205 195 187

Subordinated liabilities 10 11 32 32 34 32
Equity 175 168 162 145 131 115

Total Liabilities and Equity

15  All amounts in ISK billion i‘i Arion Bank



LOANS TO CUSTOMERS

INCREASE IN DEMAND FOR LOANS TO CORPORATES

Continued good Loans to corporates by sector (%)
. 700 679

balance in loans to

corporates and

individuals

M Real Estate & Construction

M Fishing

600 Wholesale & Retail

Mortgage loans

decrease due to the

debt forgiveness of CPI 500
indexed mortgage

loans by the Icelandic

state 400

M Finance & Insurance

M Industry, Energy & Manufacturing
M Information & Communication

M Services

M Other

Good diversification in

the corporate loan 300
book Problem loans (%)
Fontlnued . 500 125
Improvement n
problem loans
100
0 2011 2012 2013 2014 Q3 2015
2011 2012 2013 2014 09 2015 ® [0ansin >90days pastdue ™ Other problem loans
M Corporate M Individ. Mortgage M Individ. Other
16  All amounts in ISK billion A’* Arion Bank



FUNDING

INCREASED DIVERSIFICATION IN FUNDING

The Bank issued 3 year
EUR 300 million bond
in March and a 5 year
NOK 500 million bond
in June. Those bonds
are trading favourably
on the market

1,000

800

The Bank has
repurchased NOK 319
million of bonds issued
at NIBOR +500 bps in
February 2013

600

The Bank continues to 400
issue covered bonds on

the Icelandic Market,

total of ISK 11.4 million

during 9M 2015 200

The Bank prepaid 2/3
of subordinated loans
during first two
quarters

2011

B Equity
¥ Covered bonds

B Subordinated loans

2012

17 All amounts in ISK billion

939

2013

1,010

934

2014
M Deposits
M Other borrowings
Other liabilities

09 2015

Maturity of long-term funding
98

HISK mFX

2015 2016 2017 2018 2019 2020 2021 2022 2023 >2023

Liabilities and equity
30 September 2015 (%)

B Equity
M Subordinated loans
¥ Covered bonds
W Other borrowings
B Deposits

Other liabilities

iﬂ[ Arion Bank



CAPITAL BASE

VERY STRONG CAPITAL BASE

Decrease in Tier 2 due
to ISK 20 billion
prepayment of
subordinated liabilities

200

Dividend payment of
ISK 12.8 billion during
H1

150

Solid level of
capitalization due to
strong profit

generation 100

The Bank is using
standardized approach
calculating RWA

50
RWA/Total assets is

73.3%

18 All amounts in ISK billion

Total capital base (ISK bn.)

184

30

20

10

2011 2012 2013 2014 092015

H Tier 1 Capital ™ Tier 2 Capital

Total capital ratio (%) and RWA (ISK bn.)

26.3

09 2015

2011 2012 2013 2014

M Tier 2 ratio

}:03( Arion Bank
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KEY FINANCIAL INDICATORS
AND OUTLOOK
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KEY FINANCIAL INDICATORS

Return on equity (%) Cost-to-income ratio (%) Net interest margin (%) Problem loans* (%)
122 13.3 14.2 )
2.7 2.9 31 46
Q3-13 Q3-14 Q3-15 Q3-13 Q3-14 Q3-15 Q3-13 Q3-14 Q3-15 Q3-13 Q3-14 Q3-15
Loans-to-deposits ratio (%) Tier 1 ratio (%) Liquidity coverage ratio (LCR) (%) Gross impaired loans/Gross loans (%)

without loans financed with covered bonds

135 135

14.4
145
19,5 211 22,2 123 137
7.0
4.9

Q3-13 Q3-14 Q3-15 Q3-13 Q3-14 Q3-15 4F-13 3F-14 3F-15 Q3-13 Q3-14 Q3-15

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

20 i‘{[ Arion Bank



KEY FINANCIAL INDICATORS

Return on equity (%) Cost-to-income ratio (%)

57,3
525 4938 50,1

18,6 19,8
10,5
2011 2012 2013 2014 9M 2015 2011 2012 2013 2014 9M 2015
CPI Imbalance — ISK bn. FX Imbalance - ISK bn.
85 88
68
45 42
32
18 19
12
5
2011 2012 2013 2014 09 2015 2011 2012 2013 2014 09 2015
21

Net interest margin (%)

2011 2012 2013 2014 9M 2015

Risk weighted assets/Total assets (%)

74.5 73.0 76.8 74.5 733

2011 2012 2013 2014 09 2015

}:03[ Arion Bank



OUTLOOK

PLANS TO LIFT CAPITAL CONTROLS AN IMPORTANT STEP

22

In early October it was announced that Arion Bank
had acquired 51% in the insurance company Vordur
from BankNordik. The acquisition is subject to the
approval of the Icelandic regulators

* The aimis to further integrate banking and
insurance services, following model used widely
abroad, not least in the Nordic region

Arion Bank is performing well in its regular operations
and the Bank is well placed to grow alongside its
customers, both at home and abroad

The Bank has now sold the majority of its assets in
non-banking operations

The lifting of the capital controls will create new
opportunities for Arion Bank

* Increased direct foreign investment
* Increased foreign exchange trading

The lifting of the capital controls will also present new
challenges for Arion Bank, including the refinancing of
deposits of non-residents

Arion Bank’s balance sheet is expected to change
little overall following the lifting of the capital
controls, although the structure of liabilities will
change somewhat

A higher credit rating and the positive performance of
the Bank’s bonds on international markets increase
the Bank’s opportunities for international funding

Arion Bank’s strong capital position makes the Bank
well placed to tackle future challenges

i{{ Arion Bank
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ADDITIONAL INFORMATION

INCOME STATEMENT — EUR (MILLION)

Q3 2015 Q22015 Q12015 Q42014 Q32014

Netinterestincome 49 50 38 38 41
Net commission income 23 25 25 21 23
Net financial income 3 15 50 9 13
Otherincome 24 7 31 34 4
Operating income 98 97 145 102 82
Salaries and related expense (22) (25) (23) (26) (19)
Other operating expenses (212) (21) (19) (29) (18)
Bank levy (5) (4) (5) (4) (4)
Net impairment (0) (13) 12 (5) 6
Income tax (9) (4) (12) (1) (13)
Net gain from disc. operations 0 1 1 2 0
Net earnings 42 30 99 39 34
|EUR/ISK 14556 147,24 150,41 153,75 153,69 |

24 All amounts in EUR million

Arion Bank



ADDITIONAL INFORMATION

BALANCE SHEET — EUR (MILLION)

25

All amounts in EUR million

Assets 30.09.2015 2014 2013 2012 2011
Cash & balances with CB 514 143 246 188 173
Loans to credit institutions 654 739 663 637 409
Loans to customers 4,759 4.399 4,121 3.575 3.325
Financial assets 779 692 561 869 934
Investment property 55 46 185 182 160
Other assets 316 324 309 231 281
Total Assets 7.077 6.343 6.085 5.683 5.282
Due to credit institutions & CB 80 155 181 208 96
Deposits from customers 3.527 3.091 3.058 2.831 2.901
Other liabilities 431 418 373 371 308
Borrowings 1.740 1.363 1.326 1.231 1.108
Subordinated loans 73 215 207 216 190
Equity 1.225 1.102 939 826 678

Total Liabilities and Equity

|EUR/ISK 142,65 147,20 15428 15849 168,89 |

A'

o

*
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DISCLAIMER

26

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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