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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Interim Financial Statements of Arion Bank for the period ended 31 March 2015 include the Interim Financial Statements of Arion Bank
("the Bank") and its subsidiaries, together referred to as "the Group".

Outlook

The outlook for the Icelandic economy is positive. Economic growth, which slowed somewhat in the latter half of 2014, is now expected to
be 2.7% in 2015 and to reach 3% in 2016 and beyond. The uncertainty regarding the economy is mainly linked to the expected lifting of the
capital controls currently in place. The government and the Central Bank, along with local and international advisors, are preparing to lift the
controls, and public announcements by both the prime minister and the minister of finance indicate that progress will be made in the near
term. The increased foreign exchange reserves of the Central Bank, the successful re-entry of the Bank into the international capital markets
and the improved terms of trade for Iceland should contribute to a favorable outcome. Another uncertainty regarding the economy is the
current wage round being negotiated between employers and a number of large labour unions in Iceland. Excessive pay rises could
temporarily increase inflation from the current 1% level and force the Central Bank to hike rates.

Arion Bank is a leading universal bank on the Icelandic market and has as such actively contributed to the recovery of the Icelandic economy.
In recent years Arion Bank has systematically reduced risk in the Bank's loan portfolio by increasing the proportion of loans to individuals,
most of which have been first lien mortgages. Loans are now evenly split between individuals and corporate. Furthermore, the distribution
of the corporate loan book reflects the relative size of sectors in the Icelandic economy. The quality of the loan portfolio has continued to
improve and the ratio of problem loans is now close to levels seen at banks in the other Nordic countries, especially when measured as a
proportion of equity.

The Bank has strategically positioned itself as a market leader in Iceland in loans to new businesses in the export sector, health care and
energy-intensive industries. The Bank aims to further strengthen its position in these areas. The Bank has also augmented its international
loan portfolio by lending to businesses involved in fish-processing and the fisheries in neighboring countries, thus supporting growth while at
the same time reducing geographical risk.

The Bank has successfully sold a number of shareholdings acquired by the Bank while restructuring the finances of some of its corporate
clients. The Bank has, furthermore, actively managed a small number of such holdings and now aims to concentrate on selling such
remaining shareholdings. In April 2015 Arion Bank sold its shareholding in the real estate company Eik fasteignafélag hf. in relation to the
listing of the company on NASDAQ Iceland. Furthermore, the shareholding in the telecommunications company Siminn hf. is expected to be
sold in the second half of 2015 in relation to the listing of the company on NASDAQ Iceland. The Bank is financially robust as demonstrated
by the new Leverage Ratio of 14.5% (see Note 39) which the Bank will disclose in the future. The Bank’s capital strength, the positive
outlook assigned by S&P and planned new funding enables Arion Bank to provide financial backing for its retail and corporate customers as
their business expands, both domestically as well as internationally.

Operations during the period

Net earnings amounted to ISK 14,908 million for the period ended 31 March 2015. Net earnings are greatly affected by the sale and listing of
the Group's direct and indirect shareholding in Refresco Gerber and the largest real estate company in Iceland, Reitir fasteignafélag hf. The
Group’s equity amounted to ISK 177,115 million at period end. The capital adequacy ratio of the Group, calculated according to the Financial
Undertakings Act, was 23.9% and Tier 1 capital was 21.2%, which comfortably meets the requirements set by law and the Financial
Supervisory Authority ("FME"). The liquidity position was also strong at period end and well above the regulatory minimum.

The Group performed well during the period and operations were characterized by greater stability. Net interest income increase slightly
compared to the same period in 2014 despite the fact that inflation was lower than in the same period in the previous year. Net commission
income increased substantially between years, or by 19%, the increase generated across the Bank. The net valuation change on loans was
positive by ISK 1.8 billion, which bears witness to the successful restructuring of the loan portfolio. Net financial income totals ISK 7.5 billion,
a significant proportion of this relating to the holding in Refresco Gerber following the company's listing. The Bank's equities and bond
portfolios also performed well during the period. Other operating income is greatly affected by the profit of associated companies and is
mainly related to the sale and listing of Reitir fasteignafélag hf. on NASDAQ Iceland.

The main change on the Balance Sheet from year end 2014 is related to funding of the Bank, i.e. the issue of new senior unsecured bonds,
amounting to ISK 45 billion, and an increase in deposit base after a slight reduction at the end of 2014. This increase is reflected on the asset
side by an increase in Bank accounts and Loans to credit institutions.

On 3 March 2015 Arion Bank launched its inaugural euro senior unsecured benchmark transaction, the first by an Icelandic bank since 2008,
when the Bank sold EUR 300 million 3-year fixed rate bonds to around 100 international investors. The demand for bonds was in excess of
EUR 675 million which enabled the Bank to price at interbank rates +3.1%, or 0.15% lower than initial guidance. The transaction saw very
strong demand from fund managers, pension funds and banks which combined accounted for 82% of the bonds sold. Geographically the
investors from the UK and Nordics accounted for 48% and 31% of bonds sold respectively. The Bank’s inaugural bond is the first EUR public
transaction and the single largest transaction, and the most important step taken by an Icelandic bank to re-enter the international capital
markets since 2008. The Bank also continued the regular issuance of domestic covered bonds and commercial paper.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Group had 1,112 full-time equivalent positions at the end of the period, compared with 1,120 at the end of 2014; 848 of these positions
were at Arion Bank, compared with 865 at the end of 2014.

Group ownership

Arion Bank is a group of financial undertakings which provide comprehensive financial services to companies, institutions and private
customers. These services include corporate banking, retail banking, investment banking and asset management. The Group includes
subsidiaries in the real estate sector, card services and insurance.

Kaupskil ehf,, a company owned by Kaupthing hf., holds 87% of the shares in Arion Bank. The remaining shareholding of 13% is held by
Icelandic State Financial Investments on behalf of the Icelandic government.

Endorsement of the Board of Directors and the Chief Executive Officer

The Interim Financial Statements of Arion Bank for the period ended 31 March 2015 have been prepared in accordance with International
Financial Reporting Standards (IAS 34 Interim Financial Reporting) as adopted by the European Union and additional requirements in the
Icelandic Act on Financial Statements, Act on Financial Undertakings and Rules on Accounting for Credit Institutions, where applicable, to the
extent that they are not inconsistent with the requirements of IFRS as adopted by the EU.

It is our opinion that the Interim Financial Statements give a true and fair view of the financial performance of the Group for the period
ended 31 March 2015 and its financial position as at 31 March 2015.

Further, in our opinion the Interim Financial Statements and the Endorsement of the Board of Directors and the CEO give a fair view of the
development and performance of the Group's operations and its position and describe the principal risks and uncertainties faced by the
Group.

The Board of Directors and the CEO have today discussed the Interim Financial Statements of Arion Bank for the period ended 31 March
2015 and confirm them by means of their signatures.

Reykjavik, 12 May 2015

Board of Directors

Monica Caneman

) AL o
\\Swaki@ N /C]”lg'ﬂ“" t

Benedikt Olgeirsson  “__ Gudrun Joh Méans Hoglund
N ] o Duu m,{rbdqv@wt 0
Kirstin b. Flygenring béra Hallgrimsdottir

Bryn@lfur Bjarnason
Chief Executive Officer

o A

Héskuldur H. Olafsson
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INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2015

Notes 2015 2014
1.1.-31.3. 1.1.-31.3.

TN A=Yt AT oleY o o TN 11,644 12,891
INTEIEST EXPEINSE ..vvivvieiteeteeiteeste et et esteeseeetesse e teesteesseeesseesseesseeseeasseaneeesseesseasseesssesnseenseesseesssasssesnsennes (5,861) (7,408)
NEt INTEIESt INCOME ...iiieeeiiiiiiiiieiciiieiiteeerieerteretneeeeseetennnsssssestessnssssssssessnsnssssssssssnnsssssssssssnnssssssssssnnne 5 5,783 5,483
Fee and COMMISSION INCOMIE ....iccveeieieeieieee ettt cetee e ettt eette e e eabeeeeateeeeabeeeeaseeeeabeeesabeeesabeeesesseesasseesasseeennseenn 5,057 4,264
FEe and COMMISSION EXPENSE ....veeviieieriieeie et et et este et e e e sbeesatesabe e beesbeesbeesstesabesteenseesstesanesabesbeenseenes (1,300) (1,116)
Net fee and COMMISSION INCOME .......uueueremememenenenenenenesesenesesesesmsmsmsmsssmsnsmsssnsnsnsssssnssensnsssssssnsssssssssssssnnnnes 6 3,757 3,148
NEt fINANCIAT INCOME ..ttt st et e bt s ae e s et e st e et e e s beesatessbesateenbeanaeas 7 7,539 (572)
(@14 1Yo T o= =Nl Y- T o ol o o =TSR 8 4,702 918
OPEratiNg INCOME ...ciiiiiiiiiiiiiiiiiiiiiirerer e e e rereretetesesesesesesenesesesesesesesesenesenssessssssssssssssssssss 21,781 8,977
Salaries and related EXPENSE .......icciieiieeee ettt e e te e te e st e s e e tesee e seesseesaseesseebeesaeesseeenaeeneeenreans 9 (3,492) (3,450)
Other OPErating EXPENSE .....eieieiieeieeite ettt ettt st e e s te s be e bt e bt e s tte st e ebeesbeesatesabessbeesbeebeesstesssesateenseenseas 10 (2,896) (2,747)
NET IMPAITMIENT ..ttt e s st e e e s s bbb e e e e e s aab et e e e esaarbeeeessesassneeeessassnbeeeesssnnnnes 11 1,782 1,967
EQrNings DEfOre TaX .....ueeeiiiiiiiiiceiiiiiiiiiinnteiiieiissneeesessssssnnsessssssssnnsenssssssssssessssssssssnsasssssssssnsssssssssssnnanssens 17,175 4,747
INCOME TAX EXPENSE ..uveeieieeeeeteeeteeiteesteesteessteeteesteesseessaeaseeasseaseassaesssessseassaesseesssessseasseentesnseesssesnsessennses 12 (1,720) (1,315)
12 Y1813V 13 (730) (660)
Net earnings from continUiNg OPErations ........cccceviiiiiiiisnniiiiiiiinnnneiiiniisnneiiisisseesssssssnesssssssssssses 14,725 2,772
Net gain from discontinued operations, NEt OF TaX ......cccieriirieriieiiieeiee e 14 183 92
NEE AMNINES ..o sssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssssnnssnsnsnnnnnnne 14,908 2,864
Attributable to
Shareholders Of AriON BANK .....cc.uecccueeiiiiii et ectte ettt eete e et e et e e eteeeebe e e sbeeesbaeesebaeeesstesensteeeanreeens 14,864 2,808
NON-CONTIOIIING INTEIEST ...vviiiiiiieiieeie ettt st ettt e st e s te e te e bt e sbaesabesabeebeesbeesabessbasnbeenes 44 56
NEE ANINES ..ot sssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssssnnssnsnnnnnnnnns 14,908 2,864

Other comprehensive income

Exchange difference on translating foreign subsidiaries ..........ccccevierieriicci e 31 (5) 2

Total comprehensive income for the Period .........ccccvviiirnieiiiiininneniiiniereesssseessssssssssseens 14,903 2,866

Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of Arion BanK (ISK) .....cciecueeiecieeciiesie ettt et e e s e e teeste e steestaesstesteess e saesaaesaseenseensaesseeaes 15 7.34 1.36

The notes on pages 10 to 53 are an integral part of these Interim Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 31 MARCH 2015

Assets

Cash and balances with Central Bank ..........ccccceeveeniiniinieeiienieeieeieee
Loans to credit iNStItUTIONS ......cccoeeeeriinireeeeseeeeeee e
LOANS 1O CUSTOMENS ...eeniiiiieeieeiee ittt ettt ettt es e
Financial iNStruMENTS ........oovevirieiiierieeeeer e

INVESTMENT PrOPEITY eevvervevieieieiietisieeeeesteae e etesae e ese st e e esesbessesessesseseesaneas

Investments in associates ...

INtANGIbIE @SSELS ..eouviiiriieiiciece e
TAX @SSELS wevvveereeeeiirrieeeeeirtte et e e st e e e e s et e e e s s e b et e e e e ssatbreeeeeennanrreeeeenaane
(0] 1 g T=T g Y1 £ PSPPSR

Liabilities

Due to credit institutions and Central Bank .........cccceeveveeeviieencieeniiieenns

Deposits

Financial liabilities at fair value .........ccocevveieieinienieeeeeee e
Tax [ADIlIIES .eeeeeeeieeeee e
Other ADIlILIES ...ccveeieieieeie et
BOITOWINES .eeiieeeiiiiieee ettt ettt e s st e e s st e e e e s aeeneeeeesanes
Subordinated liabilities ..o

Equity

Share capital and share premium .......cocccoveevierienneeneeneee e
(0] 1 o T=T Ty VSRR
Retained arNiNgS ...ccueeciierieeieenie sttt ettt s

NON-CONLrOIlING INTEIEST ..evveeeiieeeiee e s e

The notes on pages 10 to 53 are an integral part of these Interim Financial Statements.
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Total Assets

Total Equity

Total Liabilities and Equity

Notes

31
31

31.3.2015 31.12.2014
63,575 21,063
125,643 108,792
649,089 647,508
106,675 101,828
7,915 6,842
24,965 21,966
9,493 9,596
420 655
16,549 15,486
1,004,324 933,736
21,561 22,876
471,271 454,973
7,311 9,143
6,027 5,123
50,794 47,190
249,751 200,580
20,494 31,639
827,209 771,524
75,861 75,861
1,627 1,632
98,082 83,218
175,570 160,711
1,545 1,501
177,115 162,212
1,004,324 933,736

Amounts are in ISK millions




INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD 1 JANUARY TO 31 MARCH 2015

Total
Share capital Share- Non-

and share Other Retained holders' controlling Total

premium reserves earnings equity interest equity

Equity 1January 2015 .......ccceiviiiiiiinininininnnininnnininnsnsssssnsnns 75,861 1,632 83,218 160,711 1,501 162,212
Total comprehensive income for the period ..........ccccceuene (5) 14,864 14,859 44 14,903
Equity 31 March 2015 ........ccieiiiiineneiiiencsnnsnnnenesssssssssssssssnns 75,861 1,627 98,082 175,570 1,545 177,115
EQuity 1 January 2014 ........cceeveerinerieennuinneesssessessssessessses 75,861 1,637 62,591 140,089 4,858 144,947
Total comprehensive income for the period ........cccccevenene 2 2,808 2,811 56 2,867
Equity 31 March 2014 .........ccccovveriinnniinnecnnessniesnsesssessneens 75,861 1,639 65,400 142,900 4,913 147,813

The notes on pages 10 to 53 are an integral part of these Interim Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2015

2015 2014
1.1.-31.3.  1.1.-31.3.
Operating activities

INET CAININES -.etteeiieeittteee ettt e ettt et e e e sttt e e s e sttt eeesea bbb bt e e e s s st bb e e e e e e s st b e e eeseaaanntaeeesenssnbaeeesennnbnneeesssnnnnnne 14,908 2,864
Non-cash items included in net earnings and other adjustMEeNtS ........cccccverieririceeeere e (16,599) (4,012)
Changes in operating assets and Habilities ..........c.ociiiiiiiiece et r e e re e s eeareennas 74,942 (32,623)
INTEIEST FECEIVEA .....cvvveeeee ettt ee ettt e e e ee e e e e e et tbb e e e e e e eebbaeeeeeeessssaaeeeeeassssseeeeeesbasseeessasbsseeeeesasraseseennnns 10,116 8,083
L0 =T Ty o Y=Y e OSSN (2,643) (2,669)
DiIVIAENA FECEIVEM ...ttt ettt ettt et e st e st e st e e bt e bt e satesab e eabeesbee s bt essbeesbeeabeenbeenseesasesabeenbeenaeesanenas 44 599
INcomMe tax and BanK IEVY Paid .....coouiiiiiiiiiiieteee ettt sttt ettt st sttt et e st e st e be e saeesabeebeebeenee (581) (566)

Net cash from (used in) operating activities 80,187 (28,324)

Investing activities

Net investment in aSsOCIated COMPANIES ..ccvuviiiiiiieiiieeiiie et eerte st e st e e s tae e s ssae e s s teeessteeesnteessnseeesseeessneessnnees 1,366 -
Net investment in property and equipment and intangible assets .........cccceviviiiiiiiiiiiiiceeee e (275) (324)
Net cash from (used in) investing activities 1,091 (324)

Financing activities

Payment of SUDOIAINGLEA J0AN .....cc.viiiieiecee ettt e e s e e s e e s e e beesreesraeesteeteesseesseeenseeseanseennen (10,315) -

Net cash used in financing activities (10,315) -
Net increase (decrease) in cash and cash @qUIVAIENTS ..........ccuieiieiiecie e s 70,963 (28,648)
Cash and cash equivalents at beginning of the PEriod ..o 91,715 99,683
Effect of exchange rate changes on cash and cash eqQUIVAIENTS ........cc.eeceeeiiiieeieececcee e 1,076 (961)
Cash and cash equivalents at the end of the Period ..........cccecvceeieiiiiiiiiiiinceiniceenre e eser e s ssnessssnnesens 163,754 70,074

Non-cash investing and financing transactions

Assets acquired through foreclosure on collateral from customers with view to resale .........ccceveevverciencieinieennen. 232 295
Settlement of loans through foreclosure on collateral from customers with view to resale .........ccccoeevevvervesnenes (232) (295)

* Interest paid includes interest credited to deposit accounts at the end of the period.

The notes on pages 10 to 53 are an integral part of these Interim Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2015

2015 2014

1.1.-31.3. 1.1.-31.3.
Non-cash items included in net earnings and other adjustments

NET INTEIEST INCOME ..viieiieiieeie ettt ettt et e et e et e e eteeeteeetaeetbeebe e beeesseesseenseesaesssessaeesseenbeeseesssessseenseesaesssansseanes (5,783) (5,480)
NET IMPAIIMIENT ..eentiiieieeieeee et et e et e et et e s e e stteesbe e beesseeasteeseeesseasseeaseesaseesseenseesssessseensaesseessseanseensesseensennnen (1,782) (1,967)
INCOME LAX EXPENSE eiiiiiieieieeeeiitt et eee sttt e e e e e seaee e e e s estbaeeeessaabbaeeeeesassttaeeeeaaaseaaeeeeaasssbaaeessasbaseeesesasssbeeeeeanassseaaeaann 1,720 1,315
BaANK IEVY ittt ettt sttt s e ettt e e te et e e bt e heeehaeerae e be et e et e e ante e et et e eaneeeneeeaeereenreesraeenteesaene 730 660
Net foreign eXChange (ZaIN) 10SS ...c.ueiuiiiieeieeiieeee ettt ettt e re e e te e e ta e et e e be e baessaeeaseeabeeseesseesaseenseenseesssesssennnas (308) 476
Net gain (10ss) 0N fiNANCIal INSTIUMENTS .....viiuieiiicieeecc e s be e ae et essa e e e ete e neesneesnneenneas (7,187) 695
Depreciation and @amOrtiSAtioN .........coeiiiiiiiiiii it s 444 319
Share of (profit) loss of associates and fair value Change ........c.ecvieiieciieceece e ees (4,211) 64
Net gain from discontinued 0perations, NEt OF TAX .......cociiriiriiriirie ettt esbe e (183) (92)
(04 =T o= Y-S (39) (2)
Non-cash items included in net earnings and other adjustments ..........cccceiiiieriiiininnnnnnniinnere s (16,599) (4,012)

Changes in operating assets and liabilities

Mandatory reserve With CeNntral BanK .......ccccvecieieeiieeeeeese e steste et e eeesae st e e e sreesaaessseesbeessaesssessseenseenseannnas 344 (112)
Loans to credit institutions, excluding bank accounts .. 12,730 (3,073)
[T E 3 o I o1y o] 1= TSRS 4,789 (3,847)
Financial instruments and financial liabilities at fair Value .........cocuoviiiiiiniiniiiee e 907 (13,605)
LYY g o T=Y a1 A o T o] o Y=Y o Y AU (1,034) 21
Other assets ........ (607) (1,646)
Due to credit institutions and CeNral BanK ..........cccueiieiieeiieieeciesie et e e re et e e eeesreesr e s e e steesteessaessseenseenseennas (2,392) (2,441)
DIBPIOSIES +euvveereeriteriieeteesteertte s teste et e e bt e s utesabe e be e bt e sht e e st e et e et e et e e e heeeate e bt e baeeh e e ea bt e R b e e beeehbe ek beenbe et e e st enaaeeateebeenbaenaee 10,907 (2,427)
BOITOWINES ..euveetieeiieeieesteestteete et et e s teesaee e b e e beesteessseesseesseesseaasseesseeaseanseeasseaaseanseesseeasseasseenseenseenseeassesnseenseanseesnnenns 48,180 (1,547)
Other liabilities 1,118 (3,946)
Changes in operating assets and liabilities ...........ccovvvueiiiiiiiiiiiiiiiiii s 74,942 (32,623)
Cash and cash equivalents comprises
Cash in hand and demMand DEPOSILS ......eerueeriiriieie ettt ettt ettt e st e e st e e s besteebeesbeesaaesasesnbeesbeesasesasesnnas 63,575 18,744
DUE FromM Credit INSTITUTIONS .....cueiitiitieiieierte ettt ettt ettt et e sttt e b e s b e eaeeab e s b e s bees e e b e s besbeeseebesbeeseententene 108,770 60,429
Mandatory reserve With CeNtral BAnk .........coceoiirieiieiieiieeseesit sttt st be e st e st sabeesbeesbeesbbessbesnbeeseenanas (8,591) (9,099)
Cash and cash equivalents at the end of the Period ...........ccoccciiiiiiiiiiiiiiniin e 163,754 70,074

The notes on pages 10 to 53 are an integral part of these Interim Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

GENERAL INFORMATION

Arion banki hf., the Parent Company, was established 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion banki hf. is located at Borgartun 19, Reykjavik. The Interim Financial Statements for the period ended 31 March 2015
comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

Statement of compliance

The Interim Financial Statements are consolidated and have been prepared in accordance with International Financial Reporting
Standard IAS 34 Interim Financial Reporting as adopted by the European Union and additional requirements in the Icelandic Act on
Financial Statements, Act on Financial Undertakings and rules on Accounting for Credit Institutions, where applicable, to the extent that
they are not inconsistent with the requirements of IFRS as adopted by the EU. The Interim Financial Statements do not include all the
information and disclosures required in the Annual Financial Statements, and should be read in conjunction with Arion Bank’s Annual
Financial Statements for the year 2014. The statements are available at Arion Bank's website www.arionbanki.is.

The Interim Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on 12 May 2015.

Basis of measurement

The Interim Financial Statements are prepared on the historical cost basis except for the following:
— financial assets and financial liabilities held for trading are measured at fair value;

— financial assets and financial liabilities at fair value are measured at fair value;

— investment properties are measured at fair value; and

— non-current assets and disposal groups classified as held for sale are stated at the lower of their carrying amount and fair value, less
costs to sell.

Functional and presentation currency

The Interim Financial Statements are presented in Icelandic Krona (ISK), which is the Parent Company's functional currency, rounded to
the nearest million unless otherwise stated. At the end of the period the exchange rate of the ISK against the USD was 137.27 and
147.35 for the EUR (31.12.2014: USD 127.46 and EUR 154.28).

2. Significant accounting estimates and judgements in applying accounting policies

The preparation of the Interim Financial Statements requires management to make judgements, estimates and assumptions that affect
the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ
from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised and in any future periods affected.

The key sources of estimation uncertainty are within:

— impairment losses and reversal of impairment losses on loans; and
— investments in associates.
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3. The Group

Shares in main subsidiaries in which Arion Bank held a direct interest at the end of the period
Equity interest
Operating activity Currency 31.03.2015 31.12.2014

AFL - sparisjodur, Adalgata 34, Siglufjordur, Iceland ..........ccccveeeeiieeviieencieeeenen. Retail banking ISK 99.3% 99.3%
Arion Bank Mortgages Instit. Investor Fund, Borgartun 19, Reykjavik, Iceland ..... Retail banking ISK 100.0% 100.0%
BG12 slhf., Katrinartin 2, Reykjavik, Iceland .........ccccooniriiiininiiiiniiiiicience Holding company ISK 62.0% 62.0%
EAB 1 ehf., Borgartln 19, Reykjavik, Iceland ........ccccceeeeervieeieereereesiece e Holding company ISK 100.0% 100.0%
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland ..........cccoceevvininininnencncnneenne. Holding company ISK 100.0% 100.0%
Eignarhaldsfélagid Landey ehf., Gréfinni 1, Reykjavik, Iceland . . Real estate ISK 100.0% 100.0%
Okkar liftryggingar hf., Séltun 26, Reykjavik, Iceland .........cccoceveecienininienienncnne. Life insurance ISK 100.0% 100.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland .........cccccveevveeveereesee e Asset management ISK 100.0% 100.0%
Valitor Holding hf., Dalshraun 3, Hafnarfjordur, Iceland ..........cccoceevvevencncnnnne. Payment solutions ISK 98.8% 98.8%
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OPERATING SEGMENT REPORTING

Segment information is presented in respect of the Group's operating segments based on the Group’s management and internal
reporting structure. 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.

Operating segments
The Group comprises six main operating segments:

Asset Management comprises Institutional Asset Management, Private Banking and Investment Services. Asset Management manages
financial assets on behalf of its customers according to a pre-determined investment strategy. Asset Management also administers
pension funds. In addition the division is the main distributor of funds managed by Stefnir hf. to individuals, companies and institutional
investors as well as distributing funds managed by international fund management companies. Stefnir hf. is an independently
operating financial company owned by Arion Bank. Stefnir manages a broad range of mutual funds, investment funds and institutional
investor funds.

Corporate Banking provides comprehensive financial services and customized solutions to larger corporate clients in Iceland.
Corporate Banking provides a full range of conventional lending products, deposit accounts as well as value added electronic corporate
solutions to meet the needs of each customer.

Investment Banking is divided into Corporate Advisory, Capital Markets and Research. Corporate Advisory advises customers on
securities offerings and the admission of securities for trading on regulated securities markets and also provides M&A advisory services.
Capital Markets handles securities brokerage and foreign exchange trading for the Bank’s customers. Research publishes regular
analyses of listed securities, the major business sectors, markets and the Icelandic economy and also produces economic forecasts.
Investment Banking’s customers are private individuals, companies and institutions.

Retail Banking, including Arion Bank Mortgages Institutional Investor Fund and AFL - sparisjédur, provide a comprehensive range of
services. That includes among other advice on deposits and loans, savings, payment cards, pension savings, insurance, securities and
funds. To maximize operational efficiency the branch network is divided into six clusters, with the smaller branches capitalizing on the
strength of larger units within each cluster. Customers of Retail Banking's 25 branches all around Iceland are over 100,000.

Treasury is responsible for the Bank’s liquidity management as well as currency and interest rate management for the Bank. The other
main functions of Treasury are the internal pricing of interest rates and currency and liaison with other financial institutions.

Other divisions and Subsidiaries include market making in domestic securities and currencies. The subsidiaries are Eignabjarg ehf.,
Eignarhaldsfélagid Landey ehf., Okkar liftryggingar hf., Valitor holding hf., BG12 slhf., EAB 1 ehf. and other smaller entities of the Group.

Headquarters: Overhead, Risk Management, Accounting, Legal, Corporate Development and Marketing and Operations.
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4. Operating segments

Asset Other Head-

Manage- divisions  quarters

ment and Corporate Investment Retail and Sub- and
1.1.-31.3.2015 Stefnir Banking Banking Banking  Treasury sidiaries Elimination Total
Net interest inCOMe .....ccoeeevevveeeennnnne 94 1,475 (1) 3,265 875 61 14 5,783
Other income .......cceceevvevenenienieniens 986 219 7,690 800 (175) 2,015 4,463 15,998
Operating iNCOMe .......cccceeeeeneenninnees 1,080 1,694 7,689 4,065 700 2,076 4,477 21,781
Operating exXpense .......cccceveereereenns (373) (127) (204) (1,377) (64) (1,337) (2,906) (6,388)
Net impairment ........ccocveveeieenenenne. - 1,332 1,344 (463) 11 (439) (3) 1,782
Earnings before tax .......ccccceeeiiuneeens 707 2,899 8,829 2,225 647 300 1,568 17,175
Net seg. rev. from ext. customers ..... 656 3,059 7,861 6,143 (2,630) 2,195 4,497 21,781
Net seg. rev. from other segments .... 424 (1,365) (172) (2,078) 3,330 (119) (20) -
Operating iNCOMe .......cccceeeevueernennees 1,080 1,694 7,689 4,065 700 2,076 4,477 21,781
Depreciation and amortisation ......... - - - 71 - 174 199 444
31.03.2015
Total assets ......cccereveeririeerniiennninees 5,151 230,701 53,241 416,131 215,406 59,038 24,656 1,004,324
Total liabilities ........cccccereinervinennee 416 176,989 30,036 368,317 203,129 34,442 13,880 827,209
Allocated equity ......c.ccccerereuerriineenne 4,735 53,712 23,205 47,814 12,277 24,596 10,776 177,115
1.1.-31.3.2014
Net interest inCOMe ......ccceeveveviennene 144 1,340 50 3,293 996 (372) 32 5,483
Other iNCoOME .....covvevieenieeniienienieene 917 163 612 577 (549) 1,578 196 3,494
Operating iNCOME .......cccceeeevueeriinnees 1,061 1,503 662 3,870 447 1,206 228 8,977
Operating eXpense .......ccceeveereernenns (362) (132) (184) (1,423) (63) (1,230) (2,803) (6,197)
Net impairment ........ccccveveeieenenienne. - 2,340 7 (1,048) 686 (25) 7 1,967
Earnings before tax .......cccceveiiunnnnns 699 3,711 485 1,399 1,070 (49) (2,568) 4,747
Net seg. rev. from ext. customers ..... 558 3,730 776 6,109 (3,945) 1,535 214 8,977
Net seg. rev. from other segments .... 503 (2,227) (114) (2,239) 4,392 (329) 14 -
Operating iNCOME .......ccccevevvueericnnees 1,061 1,503 662 3,870 447 1,206 228 8,977
Depreciation and amortisation ......... - - - 70 - 76 173 319
31.3.2014
Total assets ......ccceveveeriisernsisennnines 4,918 249,411 35,868 399,586 158,497 76,801 8,064 933,145
Total liabilities ........c.cccceveveeriicnennnee 1,769 209,505 35,177 356,638 133,643 41,485 7,115 785,332
Allocated equity ......ccceeeerercenininnns 3,149 39,906 691 42,948 24,854 35,316 949 147,813

The vast majority of the revenues from external customers is attributable to customers in Iceland.

Discontinued operations are excluded from the profit and loss segment information.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

5. Net interest income

2015 2014

Interest income 1.1.-31.3. 1.1.-31.3.
142 179

10,509 11,616

832 971

161 125

Interest income 11,644 12,891

Interest expense

[DL=T oo 1] 1 £ S PRSP P PRSP PP TPPPPOPPRRE (3,147) (4,448)
L= 2o o Y Y-S (2,394) (2,629)
SUDOFAINAtEA HADIIILIES ...eeuviiiieiie ettt ettt et st e et e et e e s bt e s st e eabeenbeesbeesatesabeenbaenes (306) (324)

(14) ()

(5,861) (7,408)

5,783 5,483

Net interest income from assets and liabilities at fair value . 832 971

Interest income from assets NOt @t TN VAIUE ......eiecuvii ettt ettt e st eeear e e sebreeeebeeeeeneeeeenes 10,812 11,920

Interest expense from liabilities NOt at fair VAlUE ....oc.eovuiiriiiiiii et (5,861) (7,408)

NET INTEIEST INCOME .....cieeeeiiiiiiiieiieeieeiteeeenreeeeeeeeansseeseetensssssssseressnssssssessssnssssssssessnssssssssesssnnssssssessennnssssssanans 5,783 5,483

Interest spread (the ratio of net interest income to the average carrying amount of interest bearing assets) ...... 2.6% 2.6%

6. Net fee and commission income

Net

1.1.-31.3.2015 Income Expense income

ASSET MANAZEIMENT ..eeiiviiiieriieeie ettt e st e st e bt e st e st esatesbeesbeesbeessbeesbe e beeseesssesaseeseenseesasesasesnbeesseenssens 1,011 (72) 939

(07 o LSRR PSSR 2,490 (1,101) 1,389

Collection and PAYMENT SEIVICES .....cciiriiriierieeiee st ste et et e st sitesteesteesseesaaesabesbeesbeesaaesasessbeenseesseens 329 (20) 309

INVESTMENT DANKING «.eevvieiieciieeee ettt e s e st a e et e e te e seesseesaseeaseeseesseesssesnseensennes 675 (10) 665

LeNdinNg aNd SUATANTEES ...cc.veviiiriieriieiieeite ettt e st e s testeesteesaeesaeesaseesbeesbeesseessseesteenteenseenssesssesnseenseensns 307 - 307

OLRET et eee e ee e e e et e e e seeseesaeseeseeeeseseeeeeseese e s sseseaes e seesessasseseeeeeseseeesesseseessaesereenes 245 (97) 148

Net fee and COMMISSION INCOME .....ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeerereeeeeeeressessesssesesssesssssssesssssssssssnees 5,057 (1,300) 3,757
1.1.-31.3.2014

ASSET MANAZEIMENT c..veiiveetieriieeie et eseesteete et esteesee sttt eseesteestsessseesseeteesseeasseenseenseenseesssessseensessseesssens 1,009 (83) 926

CAFAS o eee e e e e e et s et seese s e e e e e ee e e e e et et et e e e seeeeeeeeeeeeeee e et seeesa e s e e e e reneeeeeranes 2,006 (808) 1,198

277 (25) 252

392 (14) 378

228 - 228

352 (186) 166

Net fee and COMMISSION INCOME .....ceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeerereeeeeeeressessesssesesssesssssssesssssssssssnees 4,264 (1,116) 3,148

Asset management fees are earned by the Group on trust and fiduciary activities where the Group holds or invests assets on behalf of
the customers.
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7. Net financial income 2015 2014
1.1.-31.3. 1.1.-31.3.

Dividend income 44 599
Net loss on financial assets and financial liabilities classified as held for trading (56) (361)
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss .............. 7,243 (334)
Net foreign eXChange ZaiN (10SS) ...c.uiiuieiiiiiiiiiiee ettt e s e s teesteesteessaeeseeesseeseesaeessseesseesseessnesssaassennes 308 (476)
Net financial income 7,539 (572)
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss
Equity instruments designated at fair ValUe .........ccccocviiiiiiiiiiiiice e 7,214 (253)
Interest rate instruments designated at fair VAlUE .......c.cccieiieeie et sae e sene e 29 (81)
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss ............c...... 7,243 (334)
8. Other operating income
Share of profit of associates and reversal of IMPAIrMENTt ........c.cooiiiiiiiiiiiiii e 4,211 (64)
Rental income from iNVESTMENT PrOPEITY .....icciieiiiiiecciecteeree st e et s e e st e e te et e e seessaesaseensaeseesrnessseenseenseenes 10 588
Fair value changes on iNVeStMENt ProPerty .......cccoiiiiiiiiiieicee et 39 -
Earned premiums, NEt Of FEINSUIANCE .......iciieiiiecieceecee et et et e e ste e te e st e s e e teeee e seesseesaseenseesseesseesssessseeseanes 244 227
NI INCOME ettt t e et e e bt e bt e s atesa b e e st e e s be e be e st e ssbeeateeabeenseesatesabesabeenbeesbeeshbesabeenbeenseaseennsesann 198 167
Other OPErating INCOME .......ueueueueuemememmmenemnmmsssssssssesssssmssssssssssssssssssssssssssssesssesssssesesesssesssssesssssssssssssssssssssssssssnes 4,702 918
9. Personnel and salaries
Number of employees
Average number of full time equivalent positions during the period .........ccccecceevieeceece s 1,113 1,144
Full time equivalent positions at the end of the Period .........c..ceeeiiiiniiiiiini e 1,112 1,140
The Bank's number of employees
Average number of full time equivalent positions during the Period ...........ccccceererieriirenenieseneeee e 852 913
Full time equivalent positions at the end of the Period .........c..eceeciiiiniriiiinii e 848 908
Salaries and related expense
Y L =SSR 2,688 2,658
Defined contribution PENSION PIANS ........iiiiiiiiiiieieete ettt ettt te et e e saeesaeesabesnbeesbeesanessbesnbeenne 384 375
SAIATY FEIATEU EXPENSE .uevieeeiieeciteectee et e ettt e e sttt e e st e e e sateeesteeesseeeaseeesseeessseeeasssaeessseeesseeesteeanseeeansaesnnseeenseeenn 420 417
Salaries and related expense 3,492 3,450
Salaries and related expense for the Bank
SAIAMIES ettt ettt et e bt bt e a e e e a et e bt e b e e ehe e ea et e b e e beeeheeeh et eR b e e bt e bt e s eeentesareeneenaeenaee 1,991 2,093
Defined contribution PENSION PIANS ....cccuiiiiiiiirieeiieeee ettt s s e et eeste e s e e s aessteesseesaeesasessseesseessnesssesnsesnen 291 295
SAIATY FEIALEU EXPENSE ..ueiieieiieeciiee et ee et e et e ettt e e sttt e e st te e e s ateeesseeeaseeesseeesssseeasssaeensseeesseeenteeannsaeaanseeeanseeesseeesn 301 340
Salaries and related EXPENSE .....cccvvvriiiiiiiiiiintiiiiiiiinneriiiisiseereiessssssssresssesssssssesssessssssnsassssssssssssssssssssssansasssssss 2,583 2,728

During the period the Group made a provision of ISK 44 million (Q1 2014: ISK 79 million) for performance plan payments, including
salary related expense, thereof the Bank made a provision of ISK 15 million (Q1 2014: ISK 64 million). Forty percent of the payment is
deferred for three years in accordance with FME rules on remuneration policy for financial undertakings. At the end of the period the
Group's accrual for performance plan payments amounts to ISK 608 million (31.12.2014: ISK 741 million), thereof the Bank's accrual
amounts to ISK 519 million (31.12.2014: ISK 639 million).
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10. Other operating expense 2015 2014
1.1.-31.3.  1.1.-31.3.

Administration expense ........cccceeeveeeeneenn. 2,143 2,013
Depositors' and iNVestors' SUArantee fUNG .........cccieiiiieiiece et e e e e te et essae s neeenreenneas 217 203
Depreciation of property and @QUIPMENT ........iiiiiie i ee et e e e e e e e e streesnbreeessaeeessseeesssaeeanseaanns 173 221
AMOrtisation Of INTANGIDIE @SSELS ....ccvieiieiieieee st e s e st e e b e et e e s aeesraeesbeebeesaeessaenneas 271 98
Direct operating expense derived from rental-earning investment properties . - 137
Claims iINCUITEd, NET OF FEINSUIANCE ....ccveiiereeeciee et ectte et e et e eetreeeetreeeetreeeetaeeeebeeeeabeeesabasessseeeseeessseesnseeesnsnes 74 73
OhEE EXPENSE ..ttt et b e e bt et a bt e bt et e b e s bt e at bbbt a e bbbt et b et e ebe b e nne et 18 2
Other OPErating EXPENSE .....ccccciiiiiiiiiiiisisissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnnns 2,896 2,747

11. Net impairment
Increase in book value of 10aNs tO COrPOTAtES .....ccuieiircieeiiecee e se e e e ee et e e ese e e v e e beesreessaeenteenseensnans 1,959 588
Increase in book value of 10aNns to INAIVIAUALS ......cceiriiiiiiiieeee ettt 398 203
Increase in book value of other assets .........ccocceveeveenieniennenne. . - 683
(Impairment) reversal of impairment of |0ans t0 COrPOrates .......c..cceveriririeiiniieceeere e 394 1,394
Impairment of 10aNS tO INAIVIAUAIS ......c.eeiuiiiiecieeeeceeee e et s e et e e te e s e e e saeeeeeseesseesneesnnenns (941) (1,024)
(IMPAIrMENt) COIECTIVE FEVEISAI .....eieiiieiiiieeieeeete ettt st sttt sat e sa e s st e et e e sbe e st e sabesateeseenaeesane (3) 123
Impairment of intangible assets (25) -
Net impairment ... 1,782 1,967

12. Income tax expense
Current tax expense .... . 1,224 1,107
(DL =Y Yo IR =D QN d o T=T Y YRS U 496 208
L Tele T4 g T=IR D Q= s Y= 3 N 1,720 1,315
Reconciliation of effective tax rate 1.1.-31.3.2015 1.1.-31.3.2014
EQrnings DEFOIE 1aX ...ovveiiuieiieriecie ettt sttt sttt aa e e s reenae e e 17,175 4,747
Income tax using the Icelandic corporation tax rate 20.0% 3,435 20.0% 949
Additional 6% tax on financial iINSHIEULIONS .......cccccviiiiiniiiiie, 1.9% 334 6.0% 283
NON-AEAUCLIDIE EXPENSES ....viiiiiieeiie ettt stee s rtee e et e e s sreeeeaeeessaaeessaseeessneeennne 0.0% 3 1.9% 89
TAX XEMPE FEVENUE ....eeuiiiiiieieeieerite st ete et esttesitesteesteesteesatesateebeesaeesasesaseenbeesanesasesanas (13.3%) (2,291) (0.0%) (1)
(04 =T ol =T V= LTRSS 1.4% 239 (0.1%) (5)
|23 (o VR ¥ ) @ - | £ TR 10.0% 1,720 27.7% 1,315

Financial institutions pay 6% additional tax on taxable profit exceeding ISK 1.0 billion.

Tax exempt revenues consist mainly of profit from equity positions.
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13. Bank levy

The Bank levy is 0.376% on total debt excluding tax liabilities, in excess of ISK 50 billions. Non-financial subsidiaries are exempt from
this tax. The tax is assessed on financial institutions to meet the funding of a special index and interest relief provided to individual tax

payers.
14. Net gain from discontinued operations, net of tax 2015 2014
1.1.-31.3. 1.1.-31.3.
Net gain from real estates and Other aSSets .........c.cviiiiiiiiiiiiii e 183 92
Net gain from discontinued operations, NEt Of TAX .......ccccceeiiiiiiirrnieiiiiiiisnrereieicsssneeesesessssnsaessssssssnnessssssssnnnns 183 92
15. Earnings per share Discontinued operations
Excluded Included
2015 2014 2015 2014
1.1.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3.
Net earnings attributable to the shareholders of Arion Bank .........ccccccvevvvencieeceeieeneenns 14,681 2,716 14,864 2,808
Weighted average number of outstanding shares for the period, million ..........cc.cceue.... 2,000 2,000 2,000 2,000
BasSiC €arNINGS PEI SNAIE c.ouvviiiiiieeciie ettt et s e e st e e s sae e e s ssteeeneeeenes 7.34 1.36 7.43 1.40

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2014: none).

Arion Bank Interim Consolidated Financial Statements 31 March 2015 18 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

16. Cash and balances with Central Bank

31.3.2015 31.12.2014

(01 s JeTa T o =12 e [P O S RRUROSS U OPRPRPRRRRPINt 5,875 5,255
Cash WIth CeNTral BAnK ....uvveeiueeieiiee ettt et e etee e tee e e eta e e eete e e s beeesebseesesseeeesaeeeesbeeeesseeeanseeennseeessneesnsreens 49,109 6,873
Mandatory reserve deposit With CeNtral BanK ..........ccccuieiiiiiiiiiie et eeee st setee e e seve e e sate e e s taeesnsaeessaeesseeesannes 8,591 8,935
Cash and balances with Central Bank 63,575 21,063
The mandatory reserve deposit with Central Bank is not available for the Group to use in its daily operations.
17. Loans to credit institutions
[0 [olel 1V 1 £ URR PRI 108,770 79,587
LAY Lo a1V 0 4 =T = A Lo T RSP 12,624 23,007
[@ 14 o T=T o (o T- T SRS 4,249 6,198
Loans to credit institutions ... 125,643 108,792
18. Loans to customers

31.3.2015 Individuals Corporates Total
(@Y= e - | SRSt 18,508 25,305 43,813
(01T 11 o [ o OO S POOOTSORSRUPRUPRURRRPPRIOt 10,135 1,004 11,139
[\ [ g 7= Y= [ T o RS 262,883 11,601 274,484
CAPITAl IEASE .ttt ettt sttt e b e h et et e et e e bt e s a b e e ate et e e beesaeesateenbeenbeenee 2,556 3,774 6,330
(01 1= g (o Y- o 3SR 31,716 307,966 339,682
Provision on loans (13,587) (12,772) (26,359)
I T=T0 L3 o J ol T 1 o] 4 1 1= -3 O 312,211 336,878 649,089
31.12.2014

(@Y= e - | RSSOt 17,955 24,420 42,375
CrEAIT CANAS .eenvieieiieiieeiee ettt ettt ettt sae e s ab e e st e e bt e be e s st e s abesabeenbeenbaesabesabeenbeenbeesabesnbeebeenee 11,065 943 12,008
Mortgage loans .. 271,639 10,406 282,045
(0111 | B [T 1 TSP RUPRUPRRUSRRPPOOt 2,469 3,607 6,076
(01 0 1=T g (o Y- o 3SR 31,294 300,391 331,685
PrOVISION ON JOBNS ..veiiiiiiiiiiiieiiiecciteeeteeeectee e et e e streeeetaeeeetaaeeetbeeeesbeeesasaeeassasenaseeeessseessseesasseessseessnees (13,111) (13,570) (26,681)
Loans to customers 321,311 326,197 647,508

The total book value of pledged loans that were pledged against amounts borrowed was ISK 197 billion at the end of the period
(31.12.2014: ISK 197 billion). Pledged loans comprised mortgage loans to individuals, loans to real estate companies, wholesale and

retail and industry and energy companies.

Further analysis of loans is provided in Risk Management Disclosures.
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18. Loans to customers, continued

Changes in the provision for losses on loans to customers

1.1.-31.3.2015 Specific  Collective Total
Balance at the beginning Of The YT ......cccuiiiiieececeeee ettt e ee e ae e 22,214 4,467 26,681
PrOVISION fOI JOSSES ..uuiiiitiiiieiieete ettt ettt ettt e b e s ab e et e et e e bt e satesabeeabeesbeesbeesaneenreeane 547 3 550
LT =R o) i SRR (889) - (889)
Payment of loans previously Written oOff ..........cc.ooeiiiiiiii i 17 - 17
Balance at the end of the Period ........cccceiiiiiiiiieiiiiiiccrrer e s e sssneeesesesssnssasssans 21,889 4,470 26,359

1.1.-31.3.2014

Balance at the beginning Of the YT .......cciiiieeececeee et ae e 25,126 4,100 29,226
PrOVISION fOF [OSSES ....eiiiiiiiieiiestie ettt ettt sttt e bt e s bt sab e et e e s beesb b e sabesabeesbeenaeesasesaseennees (370) (123) (493)
Write-offs 744 (37) 707
Payment of loans previously Written off ..........cccoooiiiiiiiin e 67 - 67
Balance at the end of the Period ........ccccceiiiiiiiiieiiiiiiicrer s se s sssneeesessssssnssasesns 25,567 3,940 29,507

Significant accounting estimates and judgements

Key sources of estimation uncertainty are impairment losses on loans.

The Group reviews its loan portfolios to assess impairment at least quarterly as further described in Note 53 in the Annual Financial
Statements for 2014. The specific component of the total allowance for impairment applies to financial assets evaluated individually for
impairment and is based on management's best estimate of the present value of the cash flows that are expected to be received. In
estimating these cash flows, management makes judgements about a debtor's financial situation and the net realisable value of any
underlying collateral. Each impaired asset is assessed on its merits, the workout strategy and estimate of cash flows considered
recoverable are independently reviewed by the Credit Risk function.

19. Financial instruments 31.3.2015 31.12.2014
BONds and debt iINSTFUMENTS ...ceciiiiiiiee ettt et e e e e ettt e e e e e e sttt e e e e eeesaaaaeeeeseessaeeeessessraseeesaassssseesannsraens 65,841 66,466
Shares and equity instruments With variable iINCOME .........cocuiiiiiiiiiii ettt see e 29,278 25,232
DBIIVATIVES . .oiiiieiiieie e ——————————————————————ttt——tattttta—att ettt ettt t e e ettt et e e aaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaan 2,016 1,026
Securities Used for ReAZING ......c.coveirieriiiiieeeee e s . 9,540 9,104
FINANCIAl INSTFUMENTS ....cceeiiiiiiiiiiiiieeiieticceetreeeneeeeseeresaasseeeeesessnsssssseseesnsssssseseesnsnssssssessnnnsssssssssennnssssssssennnnns 106,675 101,828
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20. Financial assets and financial liabilities

Designated
31.3.2015 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........ccccuveeeiiiiiiiieeeeiiiiieeeeeeeeinrree e eesirreeeeeeesnneees 63,575 - - 63,575
Loans t0 Credit INSTILUTIONS ......iiccieeiciiec ettt ettt ebr e s bee e sbne e e eneeas 125,643 - - 125,643
649,089 - - 649,089
838,307 - - 838,307
- 2,011 62,332 64,343
- 34 1,464 1,498
- 2,045 63,796 65,841
- 733 6,039 6,772
- 1,560 20,473 22,033
Bond funds with variable income, Unlisted .........c.ccovvvieiiiieiiie e - 266 207 473
Shares and equity instruments with variable income ............ - 2,559 26,719 29,278
Derivatives
OTC AEIIVATIVES ..eeeivieeeiieecieeectee ettt e ettt e e ere e e ete e e s taeeesaeeesaaeesaseesesseeeesseeessseeesseeessaeenns - 2,016 - 2,016
DEIIVATIVES ceeuereiiierieeneeieeetietinnieeertetennsseeeseseennnssssesssessnssssesssessnsnsssssssssssnssssssessasnnnsnnns - 2,016 - 2,016
Securities used for hedging
Bonds and debt instruments, lISted ...........eeeeiiiiiiiiie e - 2,693 - 2,693
Shares and equity instruments with variable income, listed .... - 5,546 - 5,546
Shares and equity instruments with variable income, unlisted .........cccccovvevivcieinieninns - 1,301 - 1,301
Securities used for hedging ......cccccevivvreiiiiiiiiiinnniiinn s ssssseses - 9,540 - 9,540
Other fiNaNCial @SSELS ...ocueiuiiiiiiciicie et 4,601 - - 4,601
FINANCIAl @SSETS ....ciiiiiieneiiiiieitieneciieerteenereeeeeeeeanaseeeeesensnsssssessessnssssssssessnsnssssesenssnnnnnn 842,908 16,160 90,515 949,583
Liabilities at amortised cost
Due to credit institutions and Central Bank ...........ccccceeirieneniniiencninicceseeecenieeen 21,561 - - 21,561
DIBPOSIES vttt et ettt sttt ettt ettt e he et et e bt eh e e a b b ehe bt et e be s b e e nt e benteeneentenaene 471,271 - - 471,271
Borrowings 249,751 - - 249,751
SUbOrdinated lIabIlITIES ...vveeiiieeiieeee et e e e e eerr e e e e e aarae e e e e e ennrees 20,494 - - 20,494
Liabilities at amortised COSt ........covceriireiiiiieiiiieiiiiene e 763,077 - - 763,077
Financial liabilities at fair value
Short POSItION 1N DONAS ...eeviiiierie e e e b e saeesaeesaeeens - 5,521 - 5,521
DEIIVATIVES oo ———————————————————— - 1,790 - 1,790
Financial liabilities at fair value ..........cocceveiiiiiieeiiiieiinecnceenceccee e - 7,311 - 7,311
Other fiNaNCial lIADIlITIES ..v.veiivieiiiiiiiccee e e esara e e esanaeees 42,231 - - 42,231
FINancial llabilities .....cu.ueeeieiiieeciiieieetere e eee s rereennse e e e e sensanssseeesesensnssenssensnnnnnnn 805,308 7,311 - 812,619
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20. Financial assets and financial liabilities, continued

Designated

31.12.2014 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........ccccuveeeiiiiiiiieeeeiiiiieeeeeeeeinrree e eesirreeeeeeesnneees 21,063 - - 21,063
Loans t0 Credit INSTILULIONS .....eicccveeieieic ettt et s bee e sbneeeeneeas 108,792 - - 108,792

647,508 - - 647,508
[0 1 T 777,363 - - 777,363
Bonds and debt instruments
LISTEA ettt st h e h e bbbt a e sb e h e et st e be et e e e nes - 3,157 61,421 64,578
UNTISTEA .ttt ettt sttt et et e st et e besbeeste b e sbeeseensebesseeneensansens - 36 1,852 1,888
Bonds and debt instruments ........cccccceeirieieeciiininiennncecennenenn. - 3,193 63,273 66,466
Shares and equity instruments with variable income
LISTEA ettt h e h e b e bt a b b h e et b e be et et e nes - 1,538 7,079 8,617
UNJISTEA ...ttt et e et e e et e e e aaee e aaeeeeabeeesabeeesssaeessaeeenseeesnsaeennnes - 1,613 13,901 15,514
Bond funds with variable income, Unlisted .........c.ccovuvieiiieeiiie i - 928 173 1,101
Shares and equity instruments with variable income ............ - 4,079 21,153 25,232
Derivatives
OTC AEIIVATIVES ..eeeiveeecieeecieeectee ettt e ettt e e ete e e ste e e staeesetaeeesaaeesaaseeseaseeessseeessseeesnseeessaeenns - 1,026 - 1,026
DEIIVATIVES ceeuereiiieiieeneeieeeiietnnnieeerteteensseeeseseennnssssesssessnssssssssessnsnsssssssssssnssssssessssnnnsnnns - 1,026 - 1,026
Securities used for hedging
Bonds and debt instruments, listed - 3,212 - 3,212
Shares and equity instruments with variable income, listed .......c.cccoeceeviivienieeneenieen. - 4,911 - 4,911
Shares and equity instruments with variable income, unlisted .........cccccovveveviieenieenennns - 981 - 981
Securities used for hedging ......cccccevivvreiiiiiiiiiinieiiinnr s sssssesees - 9,104 - 9,104
Other fiINaNCial @SSELS ...coueiuiiiiiiiciiiie et 3,514 - - 3,514
FINANCIAl @SSETS ....ciiiiiieneiiiiieitieneciieerteenereeeeeeeeanaseeeeesensnsssssessessnssssssssessnsnssssesenssnnnnnn 780,877 17,402 84,426 882,705
Liabilities at amortised cost
Due to credit institutions and Central Bank ...........ccccceeieiieneniniieneninieceneeecesieeen 22,876 - - 22,876
DIBPOSITS .nveuteuteteeitet ettt ettt sttt et b e a ettt s h et h e eheea e bbbt et b b e e ab e bente e bt e benae et 454,973 - - 454,973
BOITOWINES ...eteeeiiteeeitee ettt ettt e s e s e e sttt e st eseabe e s sabe e e sabeeesabbeesabbeeebteesnseesnnneens 200,580 - - 200,580
SUbOrdinated lIabIlITIES ...vveeiiieeiieeee ettt e e e e e e e e e eabae e e e e e eannees 31,639 - - 31,639
Liabilities at amortised COSt ........covceriireiiiiiieiiiieniiiieine e 710,068 - - 710,068
Financial liabilities at fair value
Short POSItION 1N DONAS ...eoviiiiieiecie et teesbeesaaesareens - 8,238 - 8,238
Derivatives - 905 - 905
Financial liabilities at fair value ..........coccevvueiiiieciiiieiiiecnceccceccee e - 9,143 - 9,143
Other financial liabilities 39,032 - - 39,032
Financial liabilities .........cccoovrreeencieierieeennccecereennnn. 749,100 9,143 - 758,243
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20. Financial assets and financial liabilities, continued

Bonds and debt instruments designated at fair value specified by issuer 31.3.2015 31.12.2014
FINaNCial and INSUFANCE @CTIVITIES .....veiiiveeieieeceieec ettt etee e eetreeeetree e treeeetreeeetaeeeesseeeeabeeeebesesssaeesssesenseeesaseeesnnnes 8,445 3,403
U1 o] [Tl Y=Yt ] ST OSSO PP P RRRRUPPRRTU 54,148 58,730
(O0o] 4o To ] =1 {1 P PP PPPPRRRPPPPP 1,203 1,140

Bonds and debt instruments designated at fair value .. 63,796 63,273

The total amount of pledged bonds at the end of the period was ISK 18.0 billion (31.12.2014: I1SK 18.0 billion). Pledged bonds comprise
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.

21. 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 recognised at fair value on a recurring basis, the Group determines whether transfers have occurred
between Levels in the hierarchy by re-assessing categorisation (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

31.3.2015 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNStrUMENtS .......cocueiiiiiiiii e 26,673 39,072 96 65,841
Shares and equity instruments with variable iNCOME .......ccceovviiiriiiiicieeee s 6,307 22,894 77 29,278
Derivatives ........ccoevvviininnns - 2,016 - 2,016
Securities used for hedging 7,895 1,645 - 9,540
INVESTMENT PrOPEITY cooeiieeeiiee ettt e st e st e st e st e s sabeeesabeeesnsneenas - - 7,915 7,915
ASSELS At FAIF VAIUE .....ueiiiiiiiiiiiiiiiieiircsrsesrssssssssssssssssssssssssssssssssssssssssssssssssssssssnssnananen 40,875 65,627 8,088 114,590
Liabilities at fair value

Short POSItION 1N DONAS ...eoviiiieriece et beesbeesaeesareens 5,521 - - 5,521
DEIIVATIVES e ————————————————————— - 1,790 - 1,790
Liabilities at fair value 5,521 1,790 - 7,311
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21. Fair value hierarchy, continued

31.12.2014 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNSTFUMENTS ......cocuviiiiiieieiee ettt e sbr e sraeeeenes 26,677 38,611 1,178 66,466
Shares and equity instruments with variable iNnCOMe .........ccoccveiiiieieiie e 8,072 17,062 98 25,232
DIIVATIVES oiiiiiiii i ——————————————————————————————————— - 1,026 - 1,026
Securities used for hedging ... 7,789 1,315 - 9,104
INVESTMENT PrOPEITY «.eeeiiieeiieiiiee ettt e e et e e s s st e e e e s s abbeeeeeeesannreeeeens - - 6,842 6,842
1 X 3=L E3E 1 = LT V7= 1 [V SRS 42,538 58,014 8,118 108,670
Liabilities at fair value

Short PoSition IN DONAS ....cooviiiiiiece e e aaee s 8,238 - - 8,238
DIEIIVALIVES ...ttt ettt e et e st e st sar e s e e nb e e et e e e anee s - 905 - 905
Liabilities at fair ValUe ......c.ceeveeeiiiiiiiiiiiieiiceeeeeeenereeeneee e ee e se e sesesesesesesesesesesesens 8,238 905 - 9,143

There have been no transfers between Level 1 and Level 2 during the period (2014: none).

The level of the fair value hierarchy of assets is determined at the end of each reporting period.

Movements in Level 3 assets measured at fair value Investment property Financial assets Total
31.3.2015 31.12.2014 31.3.2015 31.12.2014 31.3.2015 31.12.2014

Balance at the beginning of the year .......c.cccecvevvevvevveccieeienn, 6,842 28,523 1,276 1,667 8,118 30,190
Recognised in Statement of Comprehensive Income ............... 39 1,091 (1) (373) 38 718
P Yo [ [ 4o o USSR 1,648 2,148 - 5 1,648 2,153
DiSPOSAI c.vveeneieiiieiieeie ettt (614) (25,503) (1,102) (23) (1,716) (25,526)
Transfers into Level 3 ..o - 583 - - - 583
Balance at the end of the period ........ccccceriiiiiiirnneiiiiiisinnnnns 7,915 6,842 173 1,276 8,088 8,118

Line items where effects of Level 3 assets are recognised in the Statement of Comprehensive Income

2015 2014

1.1.-31.3. 1.1.-31.3.

NEt INTErESt INCOME c..eiiiiiiiii e bbbt s ae e s a s b b e e b s e sbaesabesabeens 15 19
[N =188 {1 = T ol = N T el oSS (16) (72)
Other OPEIratiNg INCOME ..c..uiiiiiiieiierie ettt sttt et et e s ee st e e beesaeesatesabe e beesbeesbeessbeesbeebeenseesasesasesnseenseenans 39 -

Effects recognised in the Statement of Comprehensive Income .. 38 (53)
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21. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities that are not carried at fair value in the Financial Statements.
The table does not include the fair values of non-financial assets and non-financial liabilities.

31.3.2015 Carrying Fair Unrealised
Financial assets not carried at fair value value value gain (loss)
Cash and balances With Central Dank .........cccueeeeiiieiiiiiee e e e rre e e e e e ennaees 63,575 63,575 -
Lo@NS 1O Credit INSTILULIONS .....viiiiiieciee et e e e et e e e ab e e b e e e aaeeenaneeeeareeeenneeeas 125,643 125,643 -
LOQNS 10 CUSTOMEBIS .ttt ae et e e e aa e e eaeeeeeeeeaeeeee e e e e e e e e e e e eeeeeaaaaaaaaaaaeaaaeaeaaeeaaeaeaaaaaaaees 649,089 657,472 8,383
Other fINANCIAI @SSEES ..uvviiiiiiicciee ettt ettt e et e e e e e te e e staeesesaeesesaeeesaeesnseesnseessseesnsseeenes 4,601 4,601 -
Financial assets NOt carried at fair VAlUE .......cccoiiiiiiiiiiiiiiiiiiiiiiiiisricssssssssessssssssssesssssssssssssnsssssssssnns 842,908 851,291 8,383
Financial liabilities not carried at fair value
Due to credit institutions and Central DanK ...........coouiieiiiiiiiie e 21,561 21,561 -
[T oY 1 €3S 471,271 471,437 (166)
BOITOWINES ...eeeiitee ettt ettt ettt ettt e et e st e s bt e s saae e e sab e e e s abe e e sab e e e s abaeesanteeeanbeesnneesnnneeesaneeens 249,751 253,112 (3,361)
Y0 oY) o [T g =Y {=Te I (oY= o L SRR 20,494 20,494 -
Other fiNanCial ADIILIES ....cvveeeeiee e e et e ebr e sba e e s tae e e etbeeessbeeesnbeeennraeennnes 42,231 42,231 -
Financial liabilities not carried at fair Value .........ccueeeiiiiiiiiieiiieiecccccceeerereee e s e s e seseseseeees 805,308 808,835 (3,527)
31.12.2014
Financial assets not carried at fair value
Cash and balances with Central bank 21,063 21,063 -
LOANS TO Credit INSTITUTIONS ..vvvveieeiciiiiee et e et e e e e e e str e e e e e e e araaeeeeeennnreeeesseanrnneas 108,792 108,792 -
LO@NS T CUSTOMEES .cniiiiiiiieeeitee ettt ettt e ettt e ettt e et e st essab e s s abe e e sabeeesabbeesabbeeeasbeessbeeenneesannee 647,508 657,261 9,753
Other fINANCIAI @SSEES ..uvviiiiiiiicire ettt ceree et e et e et e e et e e ebe e e eteeeeabeeeeseeeeseeeeseeessseesbeeeseseeeenes 3,514 3,514 -
Financial assets not carried at fair value 780,877 790,630 9,753
Financial liabilities not carried at fair value
Due to credit institutions and Central BaNK ...........oeeiiiiiiiiiee e e 22,876 22,876 -
[T o Yo 1 1 £ O OO PO P PRSP ROPPRPPR 454,973 455,133 (160)
BOITOWINES eeeiieiiitteee ettt ettt e e sttt e e e et e e e e s e b et e e e e s s asbbeeeeeeaaasbeeeeeeennnnteeessenansnaaaessans 200,580 197,115 3,465
0] oYl o [Ta =Y €=Te I e =T s K- USRS 31,639 31,639 -
Other financial liabilities 39,032 39,032 -
Financial liabilities not carried at fair value .......ccccceiiiiiineniiiiniiinnneiiinnnenenseeesssssssnsssesssss 749,100 745,795 3,305

Financial assets and financial liabilities predominantly bear interest at floating rates. For assets and liabilities not at floating rates fair
value is determined by Level 2 methods for which the valuation input is market observable interest rates.

Retail mortgages are estimated by using the discount cash flow method with the interest rates offered on new loans, taking into
account mortgaging. 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. Other loans, including corporate loans, are presented at book value as they
are generally of a shorter duration than retail mortgages and the interest rate risk on them is therefore limited.
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21. Fair value hierarchy, continued

Derivatives
31.3.2015

Forward exchange rate agreements, unlisted
Interest rate and exchange rate agreements, unlisted
............................................................................................................................ 19
........................................................................................................................... 396

Bond swap agreements, unlisted
Share swap agreements, unlisted

Options - purchased agreements, unlisted
Derivatives ......cccocveiiiininininisinnsssssssssssnnnens

31.12.2014

Forward exchange rate agreements, unlisted
Interest rate and exchange rate agreements, unlisted

Bond swap agreements, unlisted
Share swap agreements, unlisted

Derivatives .....cccoiiieeeneiiiiiniineneciineninenenen,
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............................................................................................................................ 40
........................................................................................................................... 230
Options - purchased agreements, unlisted

Assets Liabilities

......................................................................................................... 475 723
.............................................................. 685 678

24

353

............................................................................................................. 441 12
.............. 2,016 1,790
......................................................................................................... 63 172
.............................................................. 215 271

34

397

............................................................................................................. 478 31
1,026 905

Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

22. Offsetting financial assets and financial liabilities

Financial assets subject to enforceable master netting arrangements and similar arrangements

Netting potential not
recognized in the balance

Assets subject to netting arrangements sheet
Gross assets Balance Assets not Total
before sheet Assets Assets after  subject to assets re-
balance nettings recognised consideration enforceable cognised on
sheet  with gross on balance Financial Collateral of netting netting arr- balance
31.3.2015 nettings liabilities  sheet, net liabilities received potential angements sheet
Reverse repurchase agreements ....... 10,153 - 10,153 (5,521) - 4,632 - 10,153
Derivatives ......ccccceevveeenieeeniicceeene 116 - 116 (72) - 44 1,900 2,016
Total assets ....cccevviiiiiiiiiiiiiiiiiinininanes 10,269 - 10,269 (5,593) - 4,676 1,900 12,169
31.12.2014
Reverse repurchase agreements ....... 10,044 - 10,044 (8,238) - 1,806 - 10,044
Derivatives ......ccccceevveeevieeeniieciieene 117 - 117 (1) - 116 909 1,026
Total assets ....cccevviiiiiiiiiiiiiiiiiinininnnes 10,161 - 10,161 (8,239) - 1,922 909 11,070
Financial liabilities subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Liabilities subject to netting recognized in the balance
arrangements sheet
Gross Balance Liabilities Liabilities not Total
liabilities sheet Liabilities after  subject to liabilities
before nettings recognised consideration enforceable recognised
balance sheet with gross  on balance Financial Collateral of netting netting arr-  on balance
31.3.2015 nettings assets  sheet, net assets pledged potential angements sheet
Repurchase agreements ..........c......... 5,521 - 5,521 (5,521) - - - 5,521
Derivatives .......occuveeeeeeeniiiieeee s 105 - 105 (72) - 33 1,685 1,790
Total liabilities .......ccccevrreriirnnnerinnnnns 5,626 - 5,626 (5,593) - 33 1,685 7,311
31.12.2014
Repurchase agreements .................... 8,238 - 8,238 (8,238) - - - 8,238
Derivatives . 1 - 1 (1) - 904 905
Total liabilities .......ccccevrririirsnneerrnnnns 8,239 - 8,239 (8,239) - 904 9,143

Accounting policies for offsetting are provided in Note 53 in the Annual Financial Statements for 2014.
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23. Investments in associates

The Group's interest in its principal associates 31.3.2015 31.12.2014
Audkenni hf., Borgartin 31, Reykjavik, ICRIaNG .........couiiiiiiiiiie et 21.0% 21.0%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom 45.8% 45.8%
Farice ehf., Smaratorg 3, KOPavoguUr, ICEIANG ........cc.eoiiiiiiiiieieteee ettt ettt s s 39.3% 39.3%
Klakki ehf., Armuli 3, ReYKJaViK, ICEIANG .....c.ivviieieeeieicececee ettt eesenans 31.8% 31.8%
Reiknistofa bankanna hf., Katrinartani 2, Reykjavik, Iceland .... 21.7% 21.7%
Reitir fasteignafélag hf., Kringlan 4-12, Reykjavik, ICEIaNd .........ccceevieriieiieecceereee e 22.1% 25.6%
Siminn hf., Armula 25, ReyKjavik, ICRIANG ........oeveveeeeeeeeieeeteeeeee ettt s et asa e s s sesnanes 38.3% 38.3%
Urridaland ehf., Laugavegi 182, Reykjavik, ICEIaNd .........cccecuieieeiiicieceee e ae e 41.4% 41.4%

Investments in associates

Carrying amount at the beginning of the PEriod ...........eccuieiieriece et e e e saeeenes 21,966 17,929
Yo Lo [ 4o o E PP PSRPSRN 13 7,557
Dividend - (16)
Transfers - (2,636)
o)L I [T Y= d V=T o =T To o PSS (1,379) (4,603)
EXCNANEE dIffEr@NCE . .eoiiiiiieeete bbbt et b bbb st 154 237
Share of profit of associates and reversal of IMPAITMENT .......ccceeiiiiieiiececee e 4,211 3,498
INVESEMENT iN @SSOCIAES ..iiiiiueriiiiiiiiiiiiiiiiiirteiiiiiitreteeieititteeenssesetetesenssssssetsneasssssssssssssssssssssssensssssssssnssnnsssssns 24,965 21,966

In January the Bank sold 3.5% shareholding in Reitir fasteignafélag hf. At the end of March the Bank offered 13.3% shareholding for sale
in connection with the listing of Reitir fasteignafélag hf. on NASDAQ, Iceland in April 2015. The sale of this shareholding took place
beginning of April but the total effects of Reitir fasteignafélag hf. on the Statement of Comprehensive Income is ISK 4,224 million in the
first quarter of 2015.

Significant accounting estimates and judgements

The Group accounts for investments in associates based on the equity method less applicable impairment. The impairment testing uses
management valuation techniques and assumptions such as EBITDA multiples. Alternative assumptions could potentially result in
significantly different carrying values but management considers that the impaired value is based on the most probable outcomes
under current market conditions.
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24. Intangible assets

Intangible assets comprise four categories: Goodwill, Infrastructure, Customer Relationship and Related Agreements and Software.
Goodwill arises on the acquisition of subsidiaries. Infrastructure and Customer Relationship and Related Agreements originate as a
premium in connection with the acquisition of business activities in subsidiaries, while Software originates from the acquisition of
software licenses and the introduction of the software into the Group’s operations.

Customer
relation-
ship
Infra-  and related
31.3.2015 Goodwill  structure agreements Software Total
Balance at the beginning of the year .........cccceeveveevecceececeee e, 2,171 3,046 1,539 2,840 9,596
JAYo [o [ 14T o OO SO PRSPPI - - - 193 193
L0 1T =Y o RSt - (25) - - (25)
AMOTTISALION ettt e st e e e s esean e e - - (50) (221) (271)
Intangible assets .. 2,171 3,021 1,489 2,812 9,493
31.12.2014
Balance at the beginning of the year .........cccoceveveveeeeceececeee e, - 3,075 1,144 1,164 5,383
Acquisition through business combination ........c..ceccecevininiiiinincicneen. 2,171 - 598 1,448 4,217
AAAITIONS <ttt - - - 603 603
IMPAITMENT <. e s e s anees - (29) - - (29)
14T =1 4 o ISP - - (203) (375) (578)
Intangible aSSets ......cccvveiiiiiiiiiininiiiiniiernrer s e 2,171 3,046 1,539 2,840 9,596
25. Tax assets and tax liabilities
31.3.2015 31.12.2014
Assets  Liabilities Assets  Liabilities
CUITENT TAX 1ottt e b e bbb e b b sae e sanesaaesane s - 5,142 - 4,499
DEFEITEA TAX 1euveiieiiiteeitetete ettt b et sb e s bt et et e s beeae et e s besaeeane e 420 885 655 624
Tax assets and tax liabilities ......ccccccevvvueirireeriieeeninnennn. 420 6,027 655 5,123
26. Other assets 31.3.2015 31.12.2014
Non-current assets and disposal groups held for SAIE .......c.ieveeiiiiieee e 3,685 3,958
Property and equipment . 6,989 7,080
ACCOUNTS FECEIVADIE ..ttt e e e e e et e e e e e e e e tttaaeeeeeeetbaeeeeeesastbaseeeeeastbeaeseenassssseeseensnrneees 2,288 2,474
SUNAIY @SSELS 1uuveeuveeriierieerteeiteesteesttesteeteesteesseessteesseesseesseesssessseensessseessssessessseenseesssesssesnsessseesssessesseessessssesssesssennes 3,587 1,974
(074,11 - T3 -] £ OO RRRPPPRN 16,549 15,486
Non-current assets and disposal groups held for sale
Real estates .... 3,646 3,919
OthEE @SSEES ...ttt ettt h bbbt h e b a e e bt et b e bbbt bt h bbb bt et et e nhe et ere et 39 39
Non-current assets and disposal groups held for Sale ........ccciiiiiiiiiiiiiiiiiiiirrrrrrrrrrcr s sesens 3,685 3,958

Real estates and other assets classified as non-current assets are generally the result of foreclosures on companies and individuals.
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27. Other liabilities 31.3.2015 31.12.2014
JYelolo 18 £ o =17 | o] (=SSOSR 21,434 20,909
ProViSion fOr SEELIEA FX IOBNS ....ccccvviiiiriieietiie ittt ectieeeetre e eeteeeeteeeeteeeeiaeeeebeeesbeeesbeeeeesseeeesseeeasseesansesensseeeenseeennreeesn 2,791 2,791
Depositors' and investors' gUArantee fUNM .........c.eeiiiiiiiiiiecee et e e s e e st e e s rrae e e aaeeeaaeesnaeeenns 2,885 2,880
Insurance claim . 2,483 2,402
LV g Yo [ [Ta Y= = USRS 458 1,507
L= 011G =1 VRSOSSNt 3,418 2,688
SUNAIY FADIITIES «.veeeieeie ettt ettt st st e be e sht e e h b e e be e bt e bt e s atesateeaseeseesaaesabesabeebeesbeessnens 17,325 14,013
(0740 T gl 1= < 11 L [OOSR OUTP R PPPPRPN 50,794 47,190

28. Borrowings

Maturity
Issued Maturity type Terms of interest
Covered bond in ISK .......ccovvveeeeennnns 2012 2015 At maturity Fixed, 6.50% 12,481 14,493
Covered bond in ISK .......ccovveeeeeennnns 2013 2019 At maturity Fixed, CPllinked, 2.50% 4,494 4,508
Covered bond in ISK .......cccevveeeeennnns 2014 2021 At maturity Fixed, CPllinked, 3.50% 2,459 1,134
Covered bond in ISK ... 2014 2029 At maturity Fixed, CPI linked, 3.50% 7,485 5,232
Covered bond in ISK .......cccevveeerennnns 2005 2033 Amortizing Fixed, CPI linked, 3.75% 17,311 17,428
Covered bond in ISK ........ccceevvveennenne 2012 2034 Amortizing Fixed, CPI linked, 3.60% 2,480 2,541
Covered bond in ISK 2008 2045 Amortizing Fixed, CPI linked, 4.00% 6,156 6,165
Covered bond in ISK 2006 2048  Amortizing Fixed, CPI linked, 3.75% 77,471 77,557
COVEIEU DONMS .....oiiiiiieeiiiiiiitiiieiereteeeeeeeeeereeeaaseseeestessnssssseesessnssssssssessnsnssssssessnsnssssssesessnnsssssesessnnnsssssssesnnnnsnns 130,337 129,058
Senior unsecured bond in NOK ......... 2013 2016 At maturity Floating, NIBOR +5.00% 7,492 8,478
Senior unsecured bond in ISK ............ 2010 2018  Amortizing Floating, REIBOR +1.00% 2,165 2,130
Senior unsecured bond in EUR .......... 2009 2018 Amortizing Floating, EURIBOR +1.00% 1,642 1,714
Senior unsecured bond in EUR .......... 2015 2018 At maturity Fixed, 3.125% 44,136 -
BONMS ISSURH ....ciiiieeieiieeiiteiieieeetettennseeeeereesnsseseseseesnssssseessessnssssssssessnssssssssessnsnsssssssssssnsssssssssssnnnssssessssnnnnsssssnes 55,435 12,322
Central Bank, secured, various curr. .. 2010 2022 At maturity Floating, LIBOR + 3.00% 59,213 55,102
BillS SSUBT ...ttt ettt b e bbbt et e b e bt a e bbbt e e b e bttt sbeebe s 4,454 3,186
(014 0 T=Y OO OO OO OSSP PP PP 312 912
OhEr [0ANS/BIIIS .....eveeiereeieireeiiiiereecsterereeeessaeeesseeeeeseaesesssesessseesessasessssssesssssssessassessasesssssessssasesessasssssssessssnnes 63,979 59,200
=T T £ 249,751 200,580

Book value of listed bonds was ISK 186,419 million (31.12.2014: ISK 140,721 million) at the end of the period. Market value of those
bonds was ISK 189,937 million (31.12.2014: I1SK 137,715 million).

The Group repurchased own debts during the period for the amount of ISK 3 billion (2014: 20 billion) with minor effects on the
Statement of Comprehensive Income.

29. Subordinated liabilities

Maturity
Issued Maturity type Terms of interest 31.3.2015 31.12.2014
Tier Il capital in various currencies .... 2010 2020 At maturity Floating, EURIBOR/LIBOR +5.00% 20,494 31,639
SUDOrdiNAted labIlItIes ......ceiiiieeeeiiiiieiieeeieeerteeeereeeeetereeneeeeereeensnsseeeserensnssensserssnnssssssesssnnsssssssssssnnnssssssesnnnnn 20,494 31,639
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30. Pledged assets

Pledged assets against liabilities 31.3.2015 31.12.2014

Assets, pledged as collateral against borrowings 238,248 233,191

Assets, pledged as collateral against loans from credit institutions and short positions ...........cccceecvevevreenieennens 17,990 17,973

Pledged assets against llabilities .......ccccceevviiiiieriiiiiiiiiiiiincrr s 256,238 251,164

The Group has pledged assets against borrowings, both issued covered bonds and other issued bonds and loan agreements. The total
value of those pledged assets was ISK 238 billion at the end of the period (31.12.2014: ISK 233 billion). Those assets were mainly pool of
mortgage loans to individuals, loans to real estate companies, wholesale and retal and industry and energy companies. The book value
of those borrowings was ISK 190 billion at the end of the period (31.12.2014: ISK 184 billion).

Assets are primarily pledged against borrowings associated with the acquisition of the pledged assets. Two major events are most
significant. Assets were acquired from the Central Bank of Iceland in conjunction with the recapitalization of Arion Bank on 8 January
2010 and a portfolio of mortgages was acquired from Kaupthing hf. and is pledged against a structured covered bond that Arion Bank
took over as issuer of from Kaupthing hf. at the end of 2011.

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.

31. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 2,000 million, with par value of ISK 1 per share. The
holders of ordinary shares are entitled to receive dividends as approved by the general meeting and are entitled to one vote per share
at Shareholders' meetings.

Number Number
(million) 31.3.2015 (million) 31.12.2014
ISSUEA ShAre CaPItal ...eeeuveeeieeiieie ettt et ae e e 2,000 75,861 2,000 75,861

Share premium represents excess of payment above nominal value that Shareholders have paid for shares issued by Arion banki hf.

Other reserves 31.3.2015 31.12.2014
STALULOIY FESEIVE «.eeiiieieeeeie ettt ettt ettt e st e s bt e e ab e e e at e e e at e e e ab e e e e asaeeeaseeesabeeesabeeesabbeeesbeeesbeesanseeeanneenn 1,632 1,637
Foreign currency translation reserve .... (5) (5)
(01T T T T 1,627 1,632
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OFF BALANCE SHEET INFORMATION

32. Obligations

Guarantees, unused overdraft and loan commitments the Group has granted its customers 31.3.2015 31.12.2014
Guarantees. ........... 11,762 9,542
Unused overdrafts 38,035 38,890
[ o] 1ol ] 0T 0 411 0 =T 01 RS 80,487 56,363

Depositors' and Investors' Guarantee fund

The Icelandic parliament has discussed a bill on a new Depositors' and Investors' Guarantee Fund, without conclusion of the matter.
Even though the law has not been amended Icelandic bank’s have made quarterly payments to a separate division within the fund since
2010. Despite this change in execution and due to uncertainty of the shape of future legislation the liability brought forward from
previous years is not changed from the balance of ISK 2,669 million. The Group has granted the Fund a guarantee for obligations
amounting to ISK 3,210 million.

33. Assets under management and under custody 31.3.2015 31.12.2014

Assets under management .. 963,530 923,599
ASSEES UNAEE CUSTOTY ..veinviiiiieiieeieisiteite st ettt e st e st e st e e be e s beesteesa b e e abe et e e bt esseesaeesabeenbaesbeesasesabeesbeebeensaessbesnseenseans 1,388,849 1,337,561

34. Legal matters

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

i) Contingent liabilities
Investigation and legal proceedings regarding alleged breaches of competition law

The Bank and Valitor hf. reached a settlement with the Icelandic Competition Authority (ICA) in December 2014 concerning an
investigation into the structure of the payment card system. The central issue in the settlement concerned changes to the way in which
interchange fees, which card companies pay to the banks, are decided and the awarding of customer loyalty points. The Bank has
already implemented the agreed changes. As part of the settlement the Bank paid a fine of ISK 450 million and Valitor hf. ISK 220
million. A formal Decision with reasoning behind settlement has not yet been published by the ICA, but is expected shortly. Further,
under the settlement changes were made to the ownership of Valitor hf., with acquisition by the Bank of Landsbankinn’s stake in
Valitor Holding hf. In June 2013 Kortapjénustan hf. filed a suit, against the Bank and Valitor hf., as well as Landsbankinn hf., islandsbanki
hf. and Borgun hf., claiming damages for the alleged loss suffered by Kortapjonustan hf. in relation to above mentioned case. The case
is being contested before the District Court of Reykjavik.

The ICA has also opened a formal investigation into the alleged abuse of an alleged collective dominant position by the three largest
retail banks in Iceland, including the Bank. The investigation was initiated by separate complaints from BYR hf. and MP banki hf. made
in 2010. The complaints from BYR hf. and MP banki hf. concern the terms of the Banks’ mortgage arrangements, which, according to
the complaint, deter individuals from moving their business to other banks and thereby restrict competition. The extent of the
investigation and outcome is still uncertain as well as any effect on the Group. However, if the Bank will be deemed to have violated the
Competition Act, it could result in a fine or restrictions by the ICA.
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34. Legal matters, continued

In April 2013 the ICA imposed a ISK 500 million fine on Valitor for abusing its dominant position on the payment card market and
violating conditions set in an earlier decision of the Authority. Valitor appealed the decision to the Competition Appeals Committee. In
October 2013 the Committee confirmed the decision of the Competition Authority. In May 2015 the District Court of Reykjavik
confirmed the decision but lowered the fine to ISK 400 million. Whether the judgement will be appealed to the Supreme Court is not
known at present time, but the time limit for appeal is three months.

Legal proceedings regarding damages

The former chairman of the Board of BM Valld hf., together with Lindarflot ehf., have filed two cases against the Bank claiming
damages. The plaintiffs claim in total damages in the amount of over four billion ISK plus further specified interests. The plaintiffs claim
that the Bank caused them, as shareholders of BM Valla and Fasteignafélagid Artin, damage by not granting the companies financial
restructuring and thereby forcing the companies into bankruptcy. The Bank believes more than less likely that it will be acquitted of the
plaintiff’s claims in both cases and has therefore made no provision.

ii) Other legal matters
Legal proceedings regarding CPI loans

In 2013 the Supreme Court of Iceland requested an Advisory Opinion from the EFTA Court in two cases regarding the interpretation of
certain provisions of EC Directives. In the cases the disagreement was is whether the CPl-indexation of a consumer loan and its
presentation was in accordance with certain provisions of Icelandic law on contracts and consumer loans. An Advisory Opinion in the
first case was published 28 August 2014 where the EFTA Court concluded, in short, that Directive 93/13/EEC does not generally prohibit
contractual terms on the indexation of loans in contracts between lenders and consumers and that it was for the national court to
assess whether the terms of such loans were unfair. An Advisory Opinion in the second case was published 24 November 2014 where
the EFTA Court concluded i.a. that it is not compatible with Directive 87/102/EEC to calculate the total cost of the credit and the annual
percentage rate of charge on the basis of 0% inflation if the known rate of inflation at the time of the credit agreement is not 0%.
Furthermore the EFTA Court concluded that it was for the national court to assess, having regard to all the circumstances of the case,
the legal consequences of and the remedies for such incorrect information. Following the Advisory Opinions the cases were continued
at the District Court of Reykjavik. Judgments in both cases were pronounced in the District Court on 6 February 2015. The conclusion on
the first case was that the indexation on the loan agreement was not considered an unfair contractual term. With respect to the second
case, the District Court concluded that the lender could not, in the calculations of the total cost of the credit and the percentage rate of
charge, assume that inflation was 0%. Therefore, the lender had not fulfilled its obligations to inform the borrower. However, the
District Court concluded that this did not mean that the provisions of the loan agreement on such costs could be unconditionally
ignored. In this respect the District Court pointed out that it should have been clear to borrowers, when taking out the loans, that price
changes may occur during the loan period and that the loans would change in line with the CPI. The cases have been appealed to the
Supreme Court. The first case will be heard before the Court on May 4, 2015. It is difficult to predict the outcome of the Supreme
Court. If the Court finds in favour of the borrowers it is possible that the section of the loan agreements in general concerning the
indexation of loans will be considered non-binding. It is also possible that the borrowers will be entitled to reimbursement of some or
all the payments relating to CPI increases on their loans. The Group considers the possibility of this happening remote and has
therefore made no provision due to this.
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34. Legal matters, continued

The uncertainty regarding the book value of foreign currency loans

In recent years there has been considerable uncertainty over the legality of foreign currency loans to individuals and companies and the
recalculation of those loans which are clearly currency-linked loans in Icelandic krona. Firstly, there has been uncertainty over which
loans are considered legal foreign currency loans and which loans are considered currency-linked loans in Icelandic krona, and secondly
over how loans in the latter category should be recalculated. The Bank has been required to recalculate numerous loans which are
considered currency-linked loans in Icelandic krona on the basis of the Interest and Indexation Act No. 38/2001 and after examining the
judgments passed by the Supreme Court which were considered to set a precedent for the Bank’s loans.

The uncertainty of legality of FX loans has continued in 2015 and the Group constantly monitors judgments involving itself and others
to refine its provisions on foreign currency loans.

Although there is more clarity in the matters of FX loans there still remains uncertainty regarding foreign currency linked loans in three
respects. Firstly, there is uncertainty over the legality of certain loans. Secondly, there is disagreement over the recalculation and
settlement of the loans, i.e. what interest rates should be used when recalculating the periods when the borrower did not actually pay
any interest, for example during so-called “freeze-periods.” Thirdly, there is uncertainty over which interest rate should apply to
currency-linked loans in the future, i.e. whether they should bear the Central Bank’s non-indexed rate or the contractual interest rate
for each loan.

Nevertheless, the Group considers its portfolio of foreign currency linked loans fully provisioned for the most likely outcome.

i) Legal matters concluded

In 2012 Kortapjénustan hf. filed a suit against Valitor, Borgun and Greidsluveitan, claiming damages for the alleged loss suffered by
Kortapjénustan hf. due to alleged breaches of competition law based on a settlement made by Valitor, Borgun and Greidsluveitan with
the ICA, published in an ICA Decision No 4/2008. The case was dropped in September 2014, and a new claim filed based on the findings
of a court appointed evaluators on Kortapjénustan’s alleged damage. The case was settled in early March 2015 with a payment of ISK
250 million to Kortapjénustan.

35. Events after Balance Sheet date

In April the Bank sold shareholding in Reitir fasteignafélag hf. as further discussed in Note 23.

In April the Bank increased its shareholding in Valitor Holding hf. when it purchased 0.6% shareholding. After the acquisition Arion
Bank's shareholding in Valitor Holding hf. is 99.4%.
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RELATED PARTY
36. Related party

The Group has a related party relationship with Kaupskil ehf., being the ultimate controlling party with 87% stake in Arion Bank, the
Board of Directors of Kaupskil ehf. and Kaupthing hf., being the parent company of Kaupskil ehf.

Icelandic State Financial Investments (ISFl, a separate state institution under the Ministry of Finance) manages a 13% stake in Arion
Bank and thus has influence over the Group. ISFl and related entities are defined as related parties.

The Board of Directors of Arion Bank, key Management personnel of the Bank and the Group‘s associates are defined as related parties,
as well as close family members of individuals referred to above and legal entities controlled by them.

No unusual transactions took place with related parties during the period. 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.

Balances with related parties Net
31.3.2015 Assets  Liabilities balance
Shareholders with control OVEr the GroUP ......ceecieeiieiiicriece et ere e ae et e ee e e e aneenes 227 (51,302)  (51,075)
Board of Directors and key Management personnel ..........cccoeeeeiiineniiicniencneciccse e 266 (66) 200
Associates and other related PArties .......uecceerieriereee e te et e s e st e et e e reesaaennes 21,091 (25,303) (4,212)
Balances with related parties ........cccocceivieiiiiiiiniiiiin e 21,584 (76,671)  (55,087)
31.12.2014

Shareholders with control OVEr the GroUP ........eeviiiiiiiiiiiierteeie et et ae e 577 (53,970)  (53,393)
Board of Directors and key Management Personnel ..........cccceeeeerienieeiieeseeseesie e se e 260 (67) 193
Associates and other related PArties .......veeveeriirierieeie ettt ae e 20,060 (22,861) (2,801)
Balances With related Parties .......cccccecccrceeeriiciiiineetiiiiessneesssessssnnesesssessssnsssssssssssnssassssssssssasssss 20,897 (76,898)  (56,001)

Through the ownership of ISFI the Group has a related party relationship with Landsbankinn hf. Landsbankinn hf. provides banking
services to the Bank's subsidiary Valitor hf. and has a traditional bank to bank relationship with Arion Bank hf. The Group holds assets
amounting to ISK 22,822 million (31.12.2014: ISK 28,881 million) by Landsbankinn hf. and liabilities amounting to I1SK 7,346 million at
the end of the period (31.12.2014: ISK 7,332 million). Those amounts are not included in the table above.
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RISK MANAGEMENT DISCLOSURES

The Group faces various risks arising from its day to day operations. 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 evaluate, manage and correctly price the
risk encountered is critical to the Group's continuing profitability as well as to be able to ensure that the Group's exposure to risk
remains within acceptable levels.

Further information regarding risk management is available in the Annual Financial Statements for 2014 and in the Pillar 3 Risk
Disclosures for 2014, published on the Bank's website, www.arionbanki.is. The Pillar 3 Risk Disclosures are not audited.

37. 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 anytime the Group commits its funds, resulting in capital or earnings being dependent on counterparty, issuer or
borrower performance. Loans to customers and credit institutions are the largest source of credit risk. Credit risk is also inherent in
other types of assets, such as bonds and debt instruments, and off-balance sheet items such as commitments and guarantees.

Maximum exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the Interim Statement of Financial Position, at
the end of the reporting period before the effect of mitigation due to collateral agreements or other credit enhancements.

Maximum exposure to credit risk related to on-balance sheet items 31.3.2015 31.12.2014
Cash and balances With CeNTIral BAnK ..........cccccueiieeiiiiiiiiee e eeciiee e eestteee e e e e sare e e e e eeetraeeeessesbaseeeeesanssseseeeassnsseseeeann 63,575 21,063
LOANS TO Credit INSTITUTIONS ..veiiiiiiiiieie e e et e et e e e st e e e e e e eae e e e e eeetbaeeeeeseeabaseeeeeeeassaseseaaanssseeseeansssenaessenssnnnees 125,643 108,792
LOGNS 1O CUSLOMEIS ..ttt s b e s b e sb e e ba e s b e e b e ebe e beesasesansebe e b 649,089 647,508
FINANCIAL INSTIUMEBNTS oeeeiiiiiee ettt et e e e e ba e e e e e s e ttbeeeeeeesssaaeeeeeaassaaeessensssaseeessesbsaseeeesassasesesanansrennn 70,550 70,704
Other assets With Credit FiSK .......oviiiiiiiie et st st sre s 4,601 3,514
Total on-balance sheet maximum exposure to credit risk ........ccoiiiiiiiiiiiiiiiiiiiiiiiisssssssssssees 913,458 851,581

Maximum exposure to credit risk related to off-balance sheet items

FINQNCIAl BUAIANTEES ..eiuveeeiiiie ettt stee et e et e st e e s e e st e e s ba e e sabeeesssaee e st eeasnteeennseesnsaeeensneeessseeesnseeesnseaennseeannnen 11,762 9,542
UNUSEA OVEIAIAFES .uvviiiieiieiiieeie ettt sttt ettt e st e st e st e et e e bt e satesabeesbe e beesaseesbeesbeenbeensaesasesaseenseenseas 38,035 38,890
[ o1 Yol 1Y 04110 =T o S 80,487 56,363
Total off-balance sheet maximum exposure to Credit FisK .......cccceiiiiiinnnnneiiiiniinnneniinnineesee. 130,284 104,795
Maximum exXposure t0 Credit sk .....cccvvueiiiiiiiiininiiiiiiieiinniereenseressssssssssesssessssssssssssssssssssessssssssssans 1,043,742 956,376
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37. Credit risk, continued

Loans to customers specified by sectors 31.3.2015 31.12.2014
INAIVIAUALS ettt et b e s h e st e e bt e bt e she e s ab e e s be e beesbeeeabeeabeease e st e sateeaseenbeesbeesaneeabeenbeenee 48.1% 49.6%
Real estate activities and CONSTIUCTION ......cviiiiiiiiier ettt b e sttt sb e sbe e sae b eaeas 12.8% 12.5%
FISRING INAUSTIY ettt ettt et et e bt e s bt e s at e e st e e bt e sb e e s at e e b e e bt ebtesaeeeabeenbeesaeesanesnseenbeenes 11.9% 11.8%
Information and commuNiICation tECANOIOZY ......c.cocviiiiiiiiiieece et s esraeebeeaeenes 3.5% 3.6%
Wholesale and retail trade 8.8% 8.5%
Financial and iNSUFaNCe @CTIVITIES .....ccueiiiiiieiieeee ettt st r e b s e e s e e e neenneenaee 4.9% 4.3%
Industry, energy and ManUFACTUIING ......ccoiiiiiiiiiiii ettt sb e sb e nennes 3.2% 3.9%
RG] o 1] o =) 4[] o EO PP PSPPI 1.7% 0.9%
Services 2.9% 2.8%
PUBIIC SECEON ..ttt et et e b e s ae e s et e bt e bt e s beesbe e e b e e b e e st e e aseeenneeareeneennnenane 1.4% 1.2%
AGFICUITUNE @Nd FOr@STIY ..ottt ettt et bt st ese e b e sbe b es 0.8% 0.9%

100.0% 100.0%

Collateral and other 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:

- Retail loans to individuals: Mortgages on residential properties.
- Corporate loans: Real estate, fishing vessels and other fixed and current assets, including inventory and trade receivables,
cash and securities.
- Derivative exposures: Cash, treasury notes and bills, asset backed bonds, listed equity and funds that consist of eligible securities.

The value of collateral is based on estimated market value. The valuation of real estate is built on market price, official valuation of the
Icelandic Property Registry, or the opinion of internal or external specialists. The valuation of fishing vessels takes into account related
fishing quota.

Collateral value is monitored and additional collateral requested in accordance with the underlying agreement. Collateral value is
reviewed in line with the adequacy of the allowance for impairment losses.

The collateral value in the table below is capped by the exposure amount.

Collateral held by the Bank against different types of financial assets

Cash and Real Fishing Other
31.3.2015 securities estate vessels  collateral Total
Cash and balances with Central Bank ..........ccoeceriiiiiniienieneeeecieeeeee - - - - -
Loans to credit iNStItULIONS .......ccoiririiieninecececeeeee e - - - - -
Loans to customers
INAIVIAUALS .o 334 274,934 7 1,184 276,459
Real estate activities and CONSLIUCLION ........coecuvieeeeiiiiiiieee e 783 69,211 128 2,763 72,885
FiShiNG INAUSTIY ..ouviiiiiiiiiieccec e 69 5,260 62,342 3,856 71,527
Information and communication technology ........ccccceevvveeiiiieeeeieeccieeee 85 2,215 - 17,798 20,098
Wholesale and retail trade .......cccvvevveeiiiiiiiieicecieeec e 343 18,505 5 25,589 44,442
Financial and inSUrance activities ........cccceeeeieeiieeee e eanees 12,358 3,552 - 1,883 17,793
Industry, energy and manufacturing .. 785 10,448 582 3,529 15,344
TranNSPOITATION ....vviiieieiiiieie et e e e e e s re e e e s s sannnees 47 636 148 2,289 3,120
SEIVICES ittt ettt ettt ettt et s b et b e b et ae b et re s 154 3,235 40 718 4,147
PUDIIC SECLON ittt et e e et e e e e e et aa e e e e e e ebbreeeeeeennreees 22 3,770 - 48 3,840
Agriculture and forestry .. 5 2,593 - 15 2,613
FINaNCial iNSTrUMENTS ..occoiiviieeceecreeee ettt e e e e enreees 5,063 - - - 5,063
GUATANTEES evvtviiiiiiiiiiiiiitiereee et e e e e e e e e eeaaaaaaaaaaaaaaaaaaaaaaaeeeeeeeeeeseeeeeeennnes 840 2,974 400 2,838 7,052
Collateral held against different types of financial assets ..........ccccceeuunneee. 20,888 397,333 63,652 62,510 544,383
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37. Credit risk, continued

Cash and Real Fishing Other
31.12.2014 securities estates vessels  collateral Total
Cash and balances with Central Bank ..........ccceceriiiiiinieniinieeeecieeeeee - - - - -
Loans to credit iNSEItULIONS ......ccerirerieienereeeeeeeeee e - - - - -
Loans to customers
INAIVIAUALS .o 440 282,871 43 1,093 284,447
Real estate activities and construction .. 635 66,910 11 2,976 70,532
FIShING INAUSEIY ..o 70 7,513 57,190 3,176 67,949
Information and communication technology .........c.cccecevviiiieenienieniennne. 14 2,059 - 18,327 20,400
Wholesale and retail trade ........ccveeeeeeecciiiee e 261 16,522 5 30,173 46,961
Financial and insurance activities .... 12,108 2,584 - 2,886 17,578
Industry, energy and manufacturing 5,977 9,823 3 4,171 19,974
TranSPOrtAtioN ....eevuieiiiie e 42 587 153 3,019 3,801
SEIVICES wenneieteeteeeiteet ettt et s e st et e b e sb e e e e neene e neesnnesreenees 144 3,147 96 1,110 4,497
Public sector ........ccccuveene. 18 3,700 - 152 3,870
Agriculture and fOrestry ......ocveeciieieecee e e 5 2,546 - 124 2,675
FINANCial iINSEIUMENTS ...cocvviieiieicciee et be e e srae s 3,330 - - - 3,330
[CTU =T Lo =T3S 741 2,641 316 1,199 4,897

Collateral held against different types of financial assets 23,785 400,903 57,817 68,406 550,911

Information on collateral held at subsidiaries is not available.

Neither Past
Credit quality by class of financial assets past due but  Individu-
due nor not ally
31.3.2015 impaired  impaired impaired Total
Cash and balances With Central Bank ..........ccccveeeiieeiiieeeee e eseirree e eesrreee e e eenneees 63,575 - - 63,575
Loans to credit iNStItULIONS .....cciiieieiiiieiecee e 125,643 - - 125,643
Loans to customers
LO@NS 1O COMPOTAES .eeueiiieiiieeiite ettt ettt ettt e et esar e e sba e e st e e sbneesbneeenaneas 317,228 16,997 2,653 336,878
e F: T oI o N0 Te 1LY/ T [V F- | KU UPRRRRE 273,560 30,391 8,260 312,211
FINaNCial iNSTrUMENTS ..c..oouiiiiiiiiiiei et 70,550 - - 70,550
Other assets With Credit FiSK .......uvveeeiiiciiiee e e e e e e e eeanaeees 4,601 - - 4,601

855,157 47,388 10,913 913,458

Credit quality by class of financial assets ...

31.12.2014
Cash and balances With Central Bank ..........ccocuveeeiiiiiiiiieeeiiiiiieeeeeeiiieeeeeeesinreeeeeeesnnneees 21,063 - - 21,063
Loans to Credit INSTITULIONS ...cccuviieee ettt eerrr e e e eear e e e e e e eaare e e e e e eeaabaeeeens 108,792 - - 108,792
Loans to customers
[eF: [a [ do M ole] g Yo ¢ | 4= L SR PO O PP UOPPUPPRRROORE 308,588 15,114 2,495 326,197
LOANS O INAIVIAUAIS «..vvvvvieiiieiiiiic ettt eetrr e e e e seaba e e e e e ssabbaeeeeeenanaeees 277,859 32,847 10,605 321,311
FINANCIal INSTIUMENTS .oeeiiiiieieee ettt e e e eare e e e e e aae e e e e e ataeeeeeeeentraeeeeeenns 70,704 - - 70,704
Other assets with credit risk 3,514 - - 3,514
Credit quality by class of financial assets ..........ccccceerernnnen. .. 790,520 47,961 13,100 851,581
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37. Credit risk, continued

Neither past due nor impaired loans

The Bank uses internal credit rating models to monitor the development of credit risk and to estimate customers’ probability of default

(PD). The Bank rates customers with one of three models. For large corporates the Bank uses quantitative information based on

financial statements as well as qualitative data. Credit ratings of individuals and SMEs are based on statistical models using historical

information which has been found to be predictive. The models are updated annually and recalibrated with current data with the aim

of improving their predictive power. Year-on-year changes in risk classification of loans may in part be due to model refinement.

The table below shows loans to customers that are neither past due nor impaired, broken down by the Bank's classification scale,

where 5 denotes the highest risk.

Risk classification

31.3.2015 1 2 3 4 5 Not rated Total
INAIVIAUALS ..ovveeiieiieeieeee e 53,995 133,138 54,887 19,696 6,949 4,895 273,560
Real estate activities and construction ................. 2,374 16,369 51,718 6,243 92 685 77,481
Fishing indUSLIY ...oovevieriiiiiiieeee e 30,232 23,137 13,402 2,204 2,223 1,759 72,957
Information and communication technology ........ 399 19,001 3,284 56 - - 22,740
Wholesale and retail trade .........cccceevveeviiieeniineennnns 7,647 20,070 21,895 2,083 1,054 765 53,514
Financial and insurance activities .........ccccceeeevnnnees 2,698 10,016 15,581 159 52 559 29,065
Industry, energy and manufacturing ..........c..c....... 2,100 9,705 8,035 211 20 332 20,403
Transportation ... 341 8,580 1,072 606 2 39 10,640
SEIVICES .ottt 1,199 9,826 3,609 436 13 2,502 17,585
PUDIIC SECLON ..o 169 3,577 2,855 1,148 35 175 7,959
Agriculture and forestry .....ccccevveeveeriieeseenieeneenns 209 1,566 1,873 429 377 430 4,884
Neither past due nor impaired loans .................. 101,363 254,985 178,211 33,271 10,817 12,141 590,788
31.12.2014

INIVIAUALS ..o 57,039 139,569 51,547 17,397 6,818 5,489 277,859
Real estate activities and construction ................. 2,898 13,931 49,417 5,679 98 4,767 76,790
Fishing induUSEry ......coceeeeviininiiieeseeee e 25,757 26,757 13,681 2,182 1,599 1,596 71,572
Information and communication technology .. 371 19,469 3,205 219 - - 23,264
Wholesale and retail trade .........ccoceveeeeveiiveeeeeennns 7,248 20,332 21,292 2,843 160 381 52,256
Financial and insurance activities ........c..cccccueeuenee. 679 1,907 14,707 90 - 8,032 25,415
Industry, energy and manufacturing .................... 7,804 8,017 6,996 517 363 621 24,318
Transportation 268 3,575 958 593 3 62 5,459
SEIVICES weeuviiieieiieieete ettt nee e 820 9,848 3,577 533 13 2,571 17,362
PUbIiC SECLON ..o 209 3,427 1,817 340 35 1,422 7,250
Agriculture and forestry ......cccccceeevieeevcieeciiee e 225 1,283 1,754 386 388 866 4,902
Neither past due nor impaired loans 103,318 248,115 168,951 30,779 9,477 25,807 586,447

Exposures that are 'Not rated' are primarily due to newly formed entities and entities for which the Bank’s rating models are not

applicable.
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37. Credit risk, continued

Past due but not impaired loans by class of loans More

Up to 4to 30 31to 60 61to 90 than 90
31.3.2015 3 days days days days days Total
LOaNSs O COrPOrates .....ccuueeeiiieiiiieeeiieiiieeee e e 7,453 3,542 3,242 1,022 1,738 16,997
Loans to individuals .........cccevererieienienieieieeeee e 4,672 10,432 4,699 2,357 8,231 30,391
Past due but not impaired 10ans ........ccccceeeiiiirneneiiiiiiisennnnns 12,125 13,974 7,941 3,379 9,969 47,388
31.12.2014
Loans tO COrporates .......cccccvvviiiiiieeiiiiiiiiec e 6,553 2,434 2,267 565 3,295 15,114
Loans to individuals .........cceoererieiienenineeeee e 3,436 10,589 5,974 847 12,001 32,847

Past due but not impaired loans ... 9,989 13,023 8,241 1,412 15,296 47,961

Loans past due up to three days are mainly overdrafts that were not renewed in time. The majority of the past due but not impaired
loans are considered fully secured with collateral or have been acquired at discount. Loans aquired at discount are not considered to be
impaired unless the specific allowance exceeds the discount received.

Collateral repossessed

During the period the Group took possession of assets due to foreclosures. The total amount of real estates the Group took possession
of during the period and still holds at period end amount to ISK 232 million (31.12.2014: ISK 1,607 million) and other assets ISK 5 million
(31.12.2014: ISK 10 million). The assets are held for sale, see Note 26.

31.3.2015 31.12.2014
Impaired loans to customers specified by sector Impair- Gross Impair- Gross
ment carrying ment carrying

amount amount amount amount

Individuals 10,959 19,219 11,016 21,621

Real estate activities and construction 1,381 1,686 1,396 1,981
FISHING INAUSTIY 1ottt ettt et e s e e satessbeebeesaeesanenas 1,155 2,523 1,115 2,366
Information and communication teChNOIOZY ........ccceevuveveerieriie e 238 238 251 251
Wholesale and retail trade ..........cccceueneeee. 611 930 751 831
Financial and insurance activities 6,514 6,529 6,739 6,756
Industry, energy and ManUfaCtUMING ........coceviiiiiiiieniecie et 270 371 296 474
TrANSPOITATION ..eviiiieieiiiie ettt e e sttt e e e st bt e e e e s nneeeeeeesnsneeeessssnnnnenees 18 19 18 18
Services .......... 429 695 375 641
Public sector 65 209 27 35
AGFICUITUrE and fOr@STIY .ouviiiieiiiiesie ettt sttt et e staesaeeateebeenaeesans 249 383 230 340

21,889 32,802 22,214 35,314
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37. Credit risk, continued

Large exposure

A large exposure is defined as an exposure to a group of financially related borrowers which exceeds 10% of the Group's capital base
according to FME rule No 625/2013.

The legal maximum for individual large exposures is 25% of the capital base, net of eligible collateral, and the sum of all large exposures
cannot exceed 400% of the capital base.

The largest exposure to a group of connected clients at the end of the period was ISK 25 billion (31.12.2014: ISK 25 billion) before taking
account of eligible collateral. The Group has three large exposures at the end of the period (31.12.2014: two exposures) net of eligible
collateral. Nostro accounts are excluded.

31.3.2015 31.12.2014
no. Gross Net Gross Net
et bt a e At e h e a e e b e eh e eh e e st e bt eh e e bt et e e b e e bt e st et e nbeentetentens 16% 16% 14% 14%
2 et bbb h e bt a e et e bt hE e £ e bt eh e e Rt e bt bt e he et e bt eh e e h b e b e b e bt et e beebeeaeetenes 12% 12% 11% 10%
 J OO OO OO P PSS PRORPSRIPRIRRPROPPRONY 10% 10% <10% <10%
Sum of large exposure gross and net > 10% .........ccccceeeunees - 38% 38% 25% 24%

No large exposure exceeds the legal limit of 25% of the Group's capital base at the end of the period.

The sum of exposures exceeding 10% of capital base is 38% of the Group's capital base before collateral mitigation or 38% net of
eligible collateral, which is well below the 400% legal maximum.

The capital base which is used as a basis for large exposure excludes unaudited Q1 earnings.

38. Market risk

Market risk is the current or prospective risk that changes in financial market prices and rates will cause fluctuations in the value and
cash flows of financial instruments.

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.

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair value of financial
instruments. The Group's operations are subject to interest rate risk associated with a mismatch between interest bearing assets and
interest bearing liabilities. This mismatch is characterised by a large gap between the interest fixing period of assets and liabilities, with
a large amount of liabilities being demand deposits while the interest rates of assets are generally fixed for a long period, resulting in a
yield curve 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, of which the largest one is EUR.
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38. Market risk, continued

Interest rate risk in the banking book

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 21, and are therefore different from the amounts shown in the 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.

The Group's interest bearing assets and liabilities by interest rate adjustement periods

31.3.2015
Assets

Balances with Central Bank .........c.ccovcveevieeniienieniieeieeieeenn
Loans to credit inStitutions ........ccccceveeveenenienneeeereeee
Loans tO CUSEOMErS .......ovieiiiiiiiiiiiiiie e
Financial inStruments ........coccceveeneeniinieeeceeeeceeeee
ASSELS ..iiiieeeiiiiiiiit s e

Liabilities

Due to credit institutions and Central Bank ........ccccceeuenee
DEPOSILS .vviiiiiiiiiiie it
BOITOWINGS .eeeieiiieiieeiieee ettt e e
Subordinated 10ans .........cceeerineiiinine
Liabilities ....cccceeriiiiiiieieiiiiiiieeiincncneee e

Derivatives and other off-balance sheet items (net position) ..

Net interest Bap ....ccceererererereieieieiiiieeieiiiieieieeeeneeeeeee.

31.12.2014
Assets

Balances with Central Bank ........ccccueevviveeniieeciiiecsiee e,
Loans to credit inStitutions ........ccceevvenivenieeenieeneenie e
LOANS 1O CUSTOMES ..uveevieieeieeceeeereete et sere et seaesne s

Financial instruments

XY=

Liabilities

Due to credit institutions and Central Bank ..........cccceeeuee
DEPOSIES .evvieeeiiiiiieee ettt baee e
BOITOWINES ..eioiiiiiiiieeiiiee sttt et
Subordinated [0aNns .........coceereerieeieeieene e
Liabilities ....cccovueiriieerinieiiiitiieerce s

Derivatives and other off-balance sheet items (net position) ..

Net interest 8ap .....cceeeeeererememeeeeenrnnneeeeeenerereeeneneeeeeeemenene
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3-12 1-5 5-10 Over 10
months months years years years Total
57,700 - - - - 57,700
125,643 - - - - 125,643
378,546 35,259 88,718 3,755 151,194 657,472
44,347 2,048 10,041 121 1,368 57,925
606,236 37,307 98,759 3,876 152,562 898,740
21,561 - - - - 21,561
464,340 3,700 3,296 - 101 471,437
86,266 1,200 48,379 2,528 114,740 253,113
- - - - 20,494
592,661 4,900 51,675 2,528 114,841 766,605
(46,706) - 46,883 - - 177
(33,131) 32,407 93,967 1,348 37,721 132,312
- - - - 15,808
108,792 - - - - 108,792
358,943 56,338 78,887 2,845 160,248 657,261
1,552 12,609 4,672 1,046 59,842
523,506 57,890 91,496 7,517 161,294 841,703
- - - - 22,876
449,638 2,124 3,270 - 101 455,133
18,307 7,313 1,124 107,550 197,115
- - - - 31,639
566,974 20,431 10,583 1,124 107,651 706,763
(2,760) 2,778 - - 74
(43,412) 34,699 83,691 6,393 53,643 135,014
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38. Market risk, continued

Interest rate risk in the trading book

The following table shows the total basis point value (BPV) of the Group's long and short bond positions in the trading book at market
value (MV). BVP denotes the change in the price of a bond given a basis point (0.01%) change in the yield of the bond.

31.3.2015 31.12.2014

Trading financial instruments, long positions MV Duration BPV MV Duration BPV
ISK, CPl Indexed linked .........ccceeveeniiniinieeeeneeeeseee e 1,357 5.8 (0.8) 1,924 6.3 (1.2)
ISK, Non Indexed linked ........c.cooeriiiininiiieeeeseeeee 6,073 (1.1) 0.7 3,353 (2.1) 0.7
X ettt ettt ettt ae st ebeenaes 46,953 0.1 (0.7) 22,844 0.1 (0.2)
TOtal e 54,383 0.1 (0.8) 28,121 0.3 (0.7)
Trading financial instruments, short positions

ISK, CPI Indexed linked ........cccoeieienenenieeneneeeeee e 572 0.7 (0.0) 1,003 6.1 (0.6)
ISK, Non Indexed liNked .........cooeerierieniieeniieiienieeieeeesiee e 7,761 0.1 (0.1) 7,139 0.4 (0.3)
X ettt sttt 47,953 0.1 (0.7) 22,243 0.1 (0.2)
Total . 56,286 0.1 (0.8) 30,385 0.4 (1.1)
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38. Market risk, continued

Indexation risk

The Group is exposed to indexation risk when there is a mismatch between index-linked assets and liabilities. The total amount of
indexed assets is ISK 286.3 billion (31.12.2014: ISK 289.2 billion) and the total amount of indexed liabilities is ISK 207.9 billion
(31.12.2014: 1SK 204.0 billion).

Transaction maturity profile of indexed assets and liabilities

31.3.2015 Uptol 1to5 Over 5

Assets, CPl indexed linked year years years Total
LOQNS £0 CUSTOMEIS ..ottt et e e e e e e e e eeeeeeeeeeeeee 11,471 73,229 194,619 279,319
FINANCIal INSTIUMENTS oeeiiiiieiiee e e et e e e e e rae e e e e e naaeeeeeeennreeeeeeenns 4,177 - - 4,177
Off-balance Sheet POSItION .....cc.eiuiiriiiieeie et st 846 2,003 - 2,849
Assets, CPl indexed liNked .........cccovueiiiiiiiiiniiiiiiiiiiennceeee e 16,494 75,232 194,619 286,345

Liabilities, CPl indexed linked

[D2=] oTo Y1 £ T PP PPP R OPPPPPPPRRPPIRE 68,048 18,625 2,459 89,132
BOITOWINES «..eieiiteeeitie ettt ettt ettt ettt e ettt e st e sttt e s sabe e e sabe e e sabeeesbeeeebneeenneesnnneens 2,042 13,784 102,446 118,272
Off-balance Sheet POSITION .....cc.eccuieiiiciicie et e s e e eeeaeeneas 530 - - 530
Liabilities, CPl indexed lINKEd ..........ccceirieeeeuiiieriiieeneieeneereeneneeeerenensssseseressnsnsssssesenns 70,620 32,409 104,905 207,934
Net on-balance ShEEt POSItION .....c.coviiriieiiiiierierie et siae e (54,442) 40,820 89,714 76,092
Net off-balance sheet position .... 316 2,003 - 2,319
CPIBAlaNCe .....ueueeicicececircerecerccrnenenenenesssssssnsnsnsnnnes . (54,126) 42,823 89,714 78,411
31.12.2014

Assets, CPl indexed linked

[0 =Yg F o TR oL U 1) o 41 =T 3RS 9,566 74,705 200,030 284,301
Financial instruments 2,090 - - 2,090
Off-balance Sheet POSITION ......cecciieeiicie et e s e aeeeeeneas 825 1,952 - 2,777
Assets, CPlindexed lINKed .........ccovvuiiiiiiiiiinnniniiiiiinieniinnnnensisssssssssssssssssessssens 12,481 76,657 200,030 289,168
Liabilities, CPI indexed linked

[D 7T oo | £ TSP P O PPPIRPPPPPP 66,489 19,615 2,415 88,519
Borrowings 2,019 13,703 99,277 114,999
Off-balance Sheet POSITION ....ccciiviiiriiiiieie ettt steeaeeeees 524 - - 524
Liabilities, CPl indexed linked ..........cccoiiiiiiiiiiiiiiiiiiiiiccecress s ssss e sssssesesesees 69,032 33,318 101,692 204,042
Net on-balance ShEet POSItION ........ccviiiiciecieeceeeee et re e e e saaeeans (56,852) 41,387 98,338 82,873
Net off-balance Sheet POSItION ........cccviiiiiriirierie et see e 301 1,952 - 2,253
CPIBAlaNCe ......ccoveiciisc e sesesesssesssssssssnns - (56,551) 43,339 98,338 85,126
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38. 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. ISK denominated deposits are a primary source of funding for the Group whereas a
substantial part of the Group's assets consist of foreign currency denominated loans to customers. Net exposures per currency are
monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

31.3.2015
Assets ISK EUR usD GBP DKK NOK Other Total
Cash and balances with Central Bank 52,261 10,074 752 168 102 45 173 63,575

Loans to credit institutions 32,508 31,255 19,005 14,244 4,272 9,532 14,827 125,643
Loans to CUSLOMETS ....c.ceveeerueruennene 534,409 43,694 29,497 7,189 13,104 5,647 15,549 649,089
Financial instruments ........cccovvveeeenns 73,863 17,903 7,187 1,998 48 3,812 1,864 106,675
Investment property ......ccccceevuveeeennn. 7,915 - - - - - - 7,915
Investments in associates .................. 18,897 - - 6,068 - - - 24,965
Intangible assets ......ccvveeevieeeniiieennns 5,345 - - - 4,148 - - 9,493
TaX @SSeLS ..vvvvieiiiiriiieeiiree s 420 - - - - - - 420
Other assets .......ccooeverienenenieieee 15,699 394 241 77 55 20 63 16,549
ASSELS ..evverriiiiiiinner e 741,317 103,320 56,682 29,744 21,729 19,056 32,476 1,004,324
Liabilities and equity

Due to credit inst. and Central Bank .. 17,130 598 812 6 - - 3,015 21,561
DEPOSILS ..ot 388,703 26,740 17,735 11,268 1,512 15,956 9,357 471,271
Financial liabilities at fair value ......... 6,078 574 590 - 34 19 16 7,311
Tax liabilities ......cccccerererieeieninenes 5,528 - - - 499 - - 6,027
Other liabilities ......ccccocevieveninennenne. 39,251 3,281 4,977 869 1,338 225 853 50,794
BOITOWINGS ..o 137,268 45,779 24,201 9,040 - 7,492 25,971 249,751
Subordinated liabilities ..........c........... - 13,688 2,747 4,059 - - - 20,494
Shareholders' equity .....cccceevevriuveen. 175,570 - - - - - - 175,570
Non-controlling interest ............c...... 1,545 - - - - - - 1,545
Liabilities and equity .......ccccecceeeuneee 771,073 90,660 51,062 25,242 3,383 23,692 39,212 1,004,324
Net on-balance sheet position .......... (29,756) 12,660 5,620 4,502 18,346 (4,636) (6,736)

Net off-balance sheet position .......... 10,432 (5,828) (2,585) (407) (16,385) (713) 15,486

Net position ........cceeveeeeriieercisneenne (19,324) 6,832 3,035 4,095 1,961 (5,349) 8,750
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38. Market risk, continued

31.12.2014

Assets ISK EUR usbD GBP DKK NOK Other Total
Cash and balances with Central Bank 19,472 5 904 178 107 46 351 21,063
Loans to credit institutions ................ 35,076 16,570 13,141 13,646 2,946 11,084 16,329 108,792
Loans to customers .......cccceeeeeeunnnnnn. 538,828 40,526 27,606 6,605 14,734 5,376 13,833 647,508
Financial instruments ........c.ccccevuenen. 73,851 14,963 7,776 3,436 47 1,736 19 101,828
Investment property ........cccevueeennns 6,842 - - - - - - 6,842
Investments in associates .................. 16,052 - - 5,914 - - - 21,966
Intangible assets ........ccocevvieenieeniiennen. 5,469 - - - 4,127 - - 9,596
TaX @SSELS wevvriiirieeireeeeeeecen 655 - - - - - - 655
Other assets ......coovveeeeevvivveeeeeceiinenns 14,665 485 128 123 26 52 7 15,486
Assets 710,910 72,549 49,555 29,902 21,987 18,294 30,539 933,736

Liabilities and equity

Due to credit inst. and Central Bank .. 16,752 2,103 958 5 1 - 3,057 22,876
DEPOSILS vovverveeeieieriesiieieriesie e 374,063 25,949 16,247 11,348 9,306 8,075 9,985 454,973
Financial liabilities at fair value ......... 8,971 43 127 - 1 - 1 9,143
Tax liabilities ....cccoveevveeeiieeceree e 4,642 - - - 481 - - 5,123
Other liabilities ......ccccocevevenencnenne. 37,336 2,217 3,470 975 2,199 174 819 47,190
BOITOWINGS ...evveeiieeeiieeeiieeeiee e 135,285 1,714 22,475 8,812 - 8,478 23,816 200,580
Subordinated liabilities - 25,133 2,550 3,956 - - - 31,639
Shareholders' equity ... 160,711 - - - - - - 160,711
Non-controlling interest .........cccceeuue. 1,501 - - - - - - 1,501
Liabilities and equity .......cccceeuueenunee 739,261 57,159 45,827 25,096 11,988 16,727 37,678 933,736
Net on-balance sheet position .......... (28,351) 15,390 3,728 4,806 9,999 1,567 (7,139)

Net off-balance sheet position .......... 9,454 (9,065) (397) 56 (8,963) - 8,915

Net position .......cccceeeveeeriiceeriicnennnne (18,897) 6,325 3,331 4,862 1,036 1,567 1,776
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39. Liquidity risk

Liquidity risk is defined as 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.

Group's assets and liabilities at carrying amount by residual maturity

31.3.2015 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount demand months months years years  maturity
Cash and balances with Central Bank ................... 63,575 55,140 - 8,435 - - -
Loans to credit institutions .........cccceeeveeveieeeeneenn, 125,643 71,110 54,533 - - - -
Loans to CUSTOMErS .....oevveereiiriieeieeeeeeeeeee e 649,089 6,763 55,460 84,001 238,514 264,351 -
Financial inStruments ........cccovvveeeeiecineeeeeeeecineeeen. 106,675 4,812 3,173 1,668 56,387 4,510 36,125
Derivatives - assets 1eg ........ccccevvveevcveescvveennnnnn 39,608 - 29,878 3,853 5,877 - -
Derivatives - liabilities leg ..............ccccouevvercunnne (37,592) - (28,549) (3,566) (5,477) - -
Investment property ......cccceeveeeeeeeeenineiieeeeee e 7,915 - - - - - 7,915
Investments in associates 24,965 - - - - - 24,965
Intangible assets ....cccevvvveeerieeerie s 9,493 - - - - - 9,493
TaX @SSELS .evviiiiiiiiiiieee i 420 - - - 420 - -
Other @Ssets ......ccceveereeneerieineeeeeere e 16,549 12 2,866 806 885 14 11,966
ASSELES .eeveeeriiiiiiintrnn s 1,004,324 137,837 116,032 94,910 296,206 268,875 90,464
Liabilities
Due to credit institutions and Central Bank .......... 21,561 12,998 1,195 7,344 24 - -
DEPOSIES ..ttt 471,271 270,012 97,976 80,954 18,846 3,483 -
Financial liabilities at fair value .........ccoveeeveeennnen.. 7,311 - 6,304 346 661 - -
Derivatives - assSets 1eg ..........ccuevvveviverivencueenannn. (30,763) - (19,683) (6,251) (4,829) - -
Derivatives - liabilities leg ............ccocuevevvercrnnan. 32,552 - 20,465 6,597 5,490 - -
Short position bonds and derivatives .... 4,887 - 4,887 - - - -
Short position bonds used for hedging .............. 635 - 635 - - - -
Tax liabilities ....ccccecveverineeieinccee 6,027 - 1,286 3,856 885 - -
Other liabilities .......coveeeieeiieieeeeeeeeee e 50,794 113 35,656 6,328 223 117 8,357
Borrowings 249,751 - 19,296 25,240 45,864 159,351 -
Subordinated liabilities ..........cccovveeeeeeeciveeeeeeeennns 20,494 - - - 13,689 6,805 -
Liabilities ....cccoveerinueerineeiniieeiniiecnceeecnecsnees 827,209 283,123 161,713 124,068 80,192 169,756 8,357
Off-balance sheet items
GUAIANTEES ..eecueieniieiieeee ettt 11,762 1,362 3,168 3,347 2,197 1,688 -
Unused overdraft ......ccocveeeeveeeiiieeeireeeceee e 38,035 608 9,223 15,963 12,207 34 -
Loan commitments .......coovveveveeiiiiiiiiii 80,487 4,255 24,643 23,263 28,326 - -
Off-balance sheet items .........ccceevurerineeriiinecnne 130,284 6,225 37,034 42,573 42,730 1,722 -
Net assets (liabilities) .......ccceeeverrriiririncniiiinnnnne 46,831 (151,511) (82,715) (71,731) 173,284 97,397 82,107
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39. Liquidity risk, continued

31.12.2014 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount demand months months years years  maturity
Cash and balances with Central Bank ................... 21,063 12,285 - 8,778 - - -
Loans to credit institutions .........ccceeeeveeeerveeeenneenn, 108,792 52,119 56,673 - - - -
Loans to CUSLOMENS ...cccoeeeeeeeeeeeeeeeeeececaee 647,508 11,678 50,642 89,332 230,055 265,801 -
Financial instruments ........cccccocevveevienenenicncnenen. 101,828 7,562 742 2,203 52,527 7,670 31,124
Derivatives - assets 1eg ...........ccevvvevvvervencueenennn. 28,234 - 6,654 15,659 5,921 - -
Derivatives - liabilities leg ..............cocecvveevveecunann. (27,209) - (5,912)  (15,524) (5,773) - -
Investment property .......ccccccvvviieiniiiiniiniiiniennnn, 6,842 - - - - - 6,842
Investments in assOCIiates .....cccceeveuunennnnnennnnnnnnnns 21,966 - - - - - 21,966
Intangible assets ........coceeveevienienieeeceeee e 9,596 - - - - - 9,596
TaX @SSES wouiriiiiieiiie e 655 - - - 655 - -
Other @SSetS ....cccueeeeiieeeieeecee e 15,486 47 2,283 46 1,121 17 11,972
ASSELS ..oueeeiiiiiiiee 933,736 83,691 110,340 100,359 284,358 273,488 81,500
Liabilities
Due to credit institutions and Central Bank .......... 22,876 13,652 2,238 6,962 24 - -
DEPOSIES weenvreirieieeieeriee sttt ettt 454,973 263,899 96,009 46,412 45,102 3,551 -
Financial liabilities at fair value .........ccoveeeveeennen.. 9,143 - 8,663 227 253 - -
Derivatives - assets [eg ...........ccevvvevvuercvencueenannn. (15,693) - (4,525) (10,504) (664) - -
Derivatives - liabilities leg ............ccocuevevvvevirnnn. 16,598 - 4,950 10,731 917 - -
Short position bonds and derivatives .... . 5,478 - 5,478 - - - -
Short position bonds used for hedging .............. 2,760 - 2,760 - - - -
Tax liabilities ....ccccecvevenineeiiinccee 5,123 - 1,125 3,374 624 - -
Other liabilities .......cocverieriieieeeeeeeeee e 47,190 667 30,372 5,192 2,680 120 8,159
Borrowings 200,580 - 1,776 20,057 24,908 153,839 -
Subordinated liabilities .........ccccovveeeeeeiiiieeeeeeeennns 31,639 - - - - 31,639 -
Liabilities ....cccovueeriueerineeiisieeinieenceeesnecsnees 771,524 278,218 140,183 82,224 73,591 189,149 8,159
Off-balance sheet items
GUATANTEES ..eeeiieeeeiieeeiree et e et e e e 9,542 2,373 1,234 2,389 1,753 1,793 -
Unused overdraft 38,890 658 10,163 17,738 10,273 58 -
Loan commitments .......c.cceeveiviiiiiiiniiniicniicnieeen, 56,363 2,432 21,419 15,705 16,807 - -
Off-balance sheet items .........cccocceeeririiiuneennnnne. 104,795 5,463 32,816 35,832 28,833 1,851 -
Net assets (liabilities) .......cccoeeveerriiririncnniiinnnnne 57,417 (199,990) (62,659) (17,697) 181,934 82,488 73,341
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39. Liquidity risk, continued

Liquidity coverage ratio

The liquidity coverage ratio (LCR) is part of the standards introduced in the Basel Ill Accord and is to be implemented in 2015 on a
global level. 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 accurately, 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, repoable at
the Central Bank and not issued by the Group or related entities.

The Central Bank has set a guideline for minimum LCR. In 2015, the LCR requirement is 100% in foreign currency and 80% in total (I1SK
and foreign currency). The latter benchmark increases by 10% every year until a 100% requirement is implemented in 2017.

Liquidity coverage ratio 31.3.2015 31.12.2014

02N 279% 254%
192% 174%

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 a 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.
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39. Liquidity risk, continued

The table below shows the breakdown of the Group's deposit base according to the LCR categorization, with the associated expected
stressed outflow weights. Some similar categories are grouped together. The table contains deposits at the Bank and at banking
subsidiaries. Thus, amounts due to Central Bank and amounts due to credit institutions at non-banking subsidiaries are excluded.

LCR categorization - amounts and LCR outflow weights
Deposits maturing within 30 days

31.3.2015 Less Term Total
Stable Weight (%) Stable Weight (%) deposits* deposits
RELAII ettt 80,798 10% 32,525 5% 54,846 168,169
SIMIE ettt bbbt 36,415 10% 3,817 5% 6,748 46,980
Operational relationship .......cccccceveninienininieccee - 25% - 5% 1,123 1,123
COTPOTAtIONS ...veuieieiieiiesteete ettt ettt sb et sbe st ee b e eae 45,466 40% 808 20% 6,405 52,679
Sovereigns, central-banks and PSE ..........ccccoveevieniiniiennieeninn. 14,888 40% - - 2,632 17,520
Financial entities being wound Up ......ccoccvevviiirviiee e 17,134 100% - - 63,777 80,911
PENSION fUNAS ...oeiiiiieecieeeceeecee e e 41,225 100% - - 18,165 59,390
Domestic financial @ntities ........ccceeevveeeeieeeeiieceee e 28,104 100% - - 17,861 45,965
Foreign financial entities ..........coceevierienieniieeeeee s 3,922 100% - - 328 4,250
Other foreign Parties ......c.ccvecveceereesiee e 3,466 100% 3,037 25% 1,998 8,501
TORAl e e e s e s e s e s e s e s e s e s e s e s s e s e s e e nan 271,418 40,187 173,883 485,488
31.12.2014
RETQI et 78,659 10% 36,076 5% 53,803 168,538
SIMIE < 36,060 10% 3,895 5% 6,011 45,966
Operational relationship .......cccceeeeverieieeine e - 25% - 5% 1,190 1,190
Corporations 36,961 40% 830 20% 5,873 43,664
Sovereigns, central-banks and PSE .......ccccccevvvieeviieeniieecieee 12,196 40% - - 2,870 15,066
Financial entities being wound Up .....cccccevvvevviienennienienieeeee 19,796 100% - - 67,105 86,901
Pension fUNS ......cooeririirenee s 36,824 100% - - 19,765 56,589
Domestic financial entities 22,634 100% - - 16,752 39,386
Foreign financial entities ........c.cccvveveeriecie e 4,532 100% - - 522 5,054
Other foreign Parties ..ot 3,425 100% 3,026 25% 2,082 8,533
TOtal e 251,087 43,827 175,973 470,887

* Here term deposits refer to deposits with maturities greater than 30 days.
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40. Capital management

The capital base at 31 March 2015 amounts to ISK 174,008 million. The capital adequacy ratio, calculated in accordance with Article 84
of the Act on Financial Undertakings was 21.8%, exceeding the minimum legal requirement of 8%.

The Group uses the standardised approach to calculate the capital requirements for credit risk and market risk and basic indicator
approach for operational risk.

The Bank carries out an on-going process, the Internal Capital Adequacy Assessment Process (ICAAP), with the aim to ensure that the
Bank has in place sufficient risk management processes and systems to identify, manage and measure the Bank’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 to its risk profile. FME supervises the Group, receives the Group's internal estimation on the capital adequacy and sets
capital requirements for the Group as a whole.

The Group is subject to capital requirements which are specified by the FME following the Supervisory Review and Evaluation Process
(SREP). The Group’s capital base exceeds the FME‘s SREP requirements.

Capital Base 31.3.2015 31.12.2014
Share capital and ShAre PrEMIUM .....oociii i e e et e e b e e s s e e s beeessbaeessaeesseeesnneeeennneesn 75,861 75,861
OTNEI FESEIVES ...veeeeveeeetiee ettt ettt e ettt e et ee e e aee e e bee e e aeeeebaeesbaeessseeasseeanseeesseeeassaeeasseeesasseesabeeesnsaeeansseessseesnnseesnnnen 1,627 1,632
RETAINEA EAIMINGS ...vviieiiie ettt s e st e st e e st eeeaeee s aaeessaseeessbeeessbeaesnbeeesnsaeasnseeeenseeessseesnssaeenssenennnnns 98,082 83,218
NON-CONTIOIING INTEIESES ...uvveeuiieiiitie ittt ettt sttt et e sae e sab e e be e be e s bt e sabeeabe e bt esseesabesaseenseesaeesasesasean 1,545 1,501
B 1= T 1 R 177,115 162,212
LR T oq 1o L= Ty €S (9,493) (9,596)
TAX @SSEES .eeviiiiitiete ettt ettt ettt ettt bttt b bt bbbt a et bt e bR e b b e R bbb e e h e b e bt e bt e h b et et e eh e et et e ebeeaeene et (420) (655)
Other Statutory deAUCTIONS™ .......c..iiiiiiieiee ettt b bbbt e h et et e e bt et et e s b e eae e e e besbeebeensenbesbeans (12,913) (111)
Tier 1 capital 154,289 151,850
SUbOrdinated lIabilILIES .......ccueiiiiiiie et e 20,494 31,639
Regulatory adjustments t0 Tier 2 CAPItal ...cciieiieiieeiecieeees ettt e e te et e s e e st e et e eseesanesraesaseenseesseessneas (684) -
Other StatuLory d@AUCTIONS .....cc.eiiiiiiiiiiiiteetet ettt ettt et s bt et be bt st e b e b s bt be b e nbesbeeae (91) (101)
Q=T g o T 11 - | N 19,719 31,538
e L0 T T3 = 1 T T 174,008 183,388

Risk weighted assets

Credit risk 625,520 591,994
Market risk FX 19,413 18,915
MATKET FISK ORET ...ttt bbb bbb e s bt e bt et e st s bt eae e s e s b sbe e 1,492 2,890
(0] o 1T 14T o T g ] RSP 82,211 82,211

Total risk weighted assets 728,636 696,010

Capital ratios

L] R - € o TP PP PP PPPRPPPPPPON 21.2% 21.8%
23.9% 26.3%

Capital adequacy ratio

(0] 31 6T =TI 1T = 14T KRR SSR R 19.1% 21.8%
21.8% 26.3%

Official Capital adequacy ratio** ....

* Including forseeable dividend payment.

**Offical ratio is based on audited retained earnings at 31 December 2014.
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40. Capital management, continued

Leverage ratio

As part of the Basel Il regulatory framework, the leverage ratio is seen as a complementary measure to the risk-based Capital adequacy

ratio.

31.3.2015 31.12.2014
ON-DAlANCE SHEET EXPOSUIES .....eeieeiiiieiieeit ettt ettt ettt e bt st e et e e bt e s bt e shtesabesabeeabeesbeessbeesbeeabeeseesatesanesaseennean 969,329 912,303
DEIIVALIVE EXPOSUIES .....evvieeeeeeiiiiteee e e ettt ee e s e sttt e e e s ettt eee s s s ettt eeeesaaase e e eeeeaanneaeeeesansasteeessesnbabeeeessanssbeeeeeennnnnneeesann 2,508 1,348
Securities finaNCiNg tranSACtION EXPOSUIES ......cc.eerieriiriiieriierieerte ettt et e sitestesbeesbeesaeesabessbeebeesbeesseesatesaseeseenseas 10,153 10,044
Off-DAlaNCe SHEET EXPOSUIES .....eecueeerieieeitieeee et et e st e sttesteeteeteesaeesaesseeseesseesseeasseesseesteenseeasteansesnsaeseenseesssennsen 80,541 59,922
TOLAl EXPOSUIE .ceiiiiieerereieiiiernneeeteiesessnsesssssssssssssesssssssssssenssssssssssesssessssssnsesssssssssnssesssssssssnsssssssssssnnsensssssssnnnans 1,062,531 983,617
LT g R 1 1 - LSS PRPPRRN 154,289 151,850
[ T = == - | Lo PPN 14.5% 15.4%
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SIGNIFICANT ACCOUNTING POLICIES
The accounting policies adopted in the preparation of these Interim Financial Statements are consistent with those followed in the
preparation of the Annual Financial Statements for the year 2014.

41. 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 Interim Financial Statements are prepared on a going concern basis.
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