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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Interim Consolidated Financial Statements of Arion Bank for the period ended 31 March 2014 include the Interim Consolidated Financial
Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Operations during the period

Net earnings amounted to ISK 2,864 million for the period ended 31 March 2014. The Group’s equity amounted to ISK 147,813 million at
period end. The capital adequacy ratio of the Group, calculated according to the Financial Undertakings Act, was 22.5% and comfortably
meets the requirements set by law and the Financial Supervisory Authority ("FME"). The liquidity position was strong at period end and
well above the regulatory minimum.

The Group performance during the period was characterized by general stability in its operations. The strengthening of the Icelandic kréna
and lower inflation had, however, the effect of reducing interest income and the value of the loan portfolio. Fee income on the other hand
increased substantially from the same period last year, with asset management and credit card operations being the main drivers of the
increase. Expenses are lower than in the first quarter last year as the current quarter is free from unexpected one-off expenses. Net
impairment of loans is positive, reflecting a successful closure of loan restructuring during the period. The bank levy is significantly higher
compared with the same period previous year.

The Financial position of the Group at end of March is very similar to the position at year end with slightly lower total balance. Change in
Cash with Central Bank is reflected in increased Financial instruments and new lending. Greater changes are shown from the same period
last year in the shift from Financial assets to Loans to customers. The shift is due to the settlement of the Drémi bond with the transfer of
loans from two failed banks, SPRON savings bank and Frjalsi Investment Bank to Arion Bank. This resulted in an increase in the proportion of
loans to individuals in the total loan book , which is in line with the Bank's strategy.

Included in Other assets is the shareholding in HB Grandi which has been held by the Bank for several years. The sale of this shareholding
has been in preparation and in April a large part of the Bank's shareholding was sold in an offering related to the listing of HB Grandi on
NASDAQ OMX Iceland.

The Group had 1,140 full-time equivalent positions at the end of the period, compared with 1,145 at the end of 2013. 908 of these positions
were at the parent company Arion Bank hf., compared with 911 at the end of 2013.

Outlook

Arion Bank is a leading financial institution on the Icelandic market and enjoys a strong position in all its business segments. In recent years
the Bank has reduced the risk in its loan portfolio by increasing the share of retail mortgage loans. The loan portfolio now comprises loans to
individuals and companies in equal measure. The Bank has also greatly improved the quality of its funding. The Bank is financially robust in
international comparisons and has a very good liquidity position.

The core of the Bank’s business is traditional banking activities. The Bank continues to see great opportunity in strengthening the business
relationship with the new customers from SPRON and Frjalsi Investment Bank. The focus in the near future will be to further improve
operations and to take advantage of the foundations already in place to take the business forward. In the coming months a new main branch
will be opened in Borgartin 18, where banking will be taken into the future with the introduction of user friendly technology to greater
extent than before. This in line with the Bank' aims to continue reducing operating expenses, mainly through automation and further
optimization in both back office functions as well as the branch network. The Bank’s solid position will enable it to support its customers in
their operations and investment activities domestically as well as in their current operation and expansion internationally.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

Group business and 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 the

Icelandic State Financial Investments on behalf of the Icelandic government.

Endorsement of the Board of Directors and the Chief Executive Officer

The Interim Consolidated Financial Statements for the period ended 31 March 2014 have been prepared in accordance with International
Financial Reporting Standards (IAS 34 Interim Financial Reporting) as endorsed by the European Union.

It is our opinion that the Interim Consolidated Financial Statements give a true and fair view of the financial performance and cash flows of
the Group for the period ended 31 March 2014 and its financial position as at 31 March 2014,

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

The Board of Directors and the CEO have today discussed the Interim Consolidated Financial Statements of Arion Bank for the period ended
31 March 2014 and confirm them by means of their signatures.

Reykjavik, 21 May 2014

Board of Directors

Monica Canem "

Chairman

Benedikt Olgeirsson udrin John Mans Hoglund
/4
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Chief Executive Officer
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7 Hoskuldur H. Olafsson
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INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2014

Notes 2014 2013
1.1.-31.3. 1.1.-31.3.

LY A=Y g AT oo o LT PPUPPPPPPRRRRIRt 12,891 16,472
Interest expense .... (7,408) (10,184)
NETL INTEIEST INCOME ...ceeeeeeiieiiieeenieetieteeneeeereeteennseeeeeerensassssseeressnssssssesessnsssssssesssnsssssssesssnnnsssssesssnnnnnsnnes 6 5,483 6,288
Fee and COMMISSION INCOME ....eiiciueieiiieecitieeeeetreeeereeeeteeeebeeesbeeeeetaeeeesbeeesaseeeeesseesesseeeesseeessseeesaseeenseeenes 4,264 3,660
Fee and commission expense .... (1,116) (1,211)
Net fee and COMMISSION INCOME .......iiiiiiiiiiiiirerrreeereseerseseeesesesssssssssssssssssssssssssssssssssssssnsssnsssssssssnsnnnnnnnnnn 7 3,148 2,449
NEt fINANCIA INCOME ..t ettt et e et e e te e s te e s te e st e e s be e beeetsessseeaseenseesaasssesaseenseeseenses 8 (572) (827)
Other operating income .. 918 1,176
(0] =T = ATy Y= Tl T o 1= RN 8,977 9,086
Salaries and related expense . 10 (3,450) (3,322)
Other OPEratiNng EXPENSE ..c.uviiiieeiieciieeie et e eteeteesteesteesteeteeeteesteestaesaseeseessbeesssasssaeateenseassasssesaseesennseenses 11 (2,747) (3,277)
NET IMPAITMENT ..ottt sttt e esbe e st ae et e e beesseessteeste e sseesseessseesseesseesesesssaenseeseesseennseene 12 1,967 (322)
EQrnings DEfOre taX ......ccccccececrcrcrsrcrcnnnnnenesesesesssssssssssssssssssssssssssssssssssssassssssssssssssssssssssssnsnssssasasasanananananne 4,747 2,165
INCOME TAX EXPENSE ..uveetieitreeiteeeieeiteeeaeestteetteeteeteesseeaseeeaseeseeassesseessssassesasseassaassessseenseeseasssesnsesseenseesses 13 (1,315) (586)
BaANK IEVY .ttt ettt ettt et e et e e be e e tee et e e be e beeehee e eabe e te e teeasbeaateebeebeeaaaesaaeereenraenreaeas 14 (660) (91)
Net earnings from continUINg OPEratioNns .........ciciivveeiiiiiiiinnnnntiiiiiieeieieiistereissestesesssssssnsssssssssns 2,772 1,488
Net gain from discontinued operations, NEt OF TaX .....ccccceerviiriieriieriesieee e s ae e e 15 92 (79)
NEE BANINES ..t rr s s s e s e s e s e s s s e s e s e s s s s s s s s s s s e s e s s s s s e s e s e s e s s s s s s sasasasasssssssasasssssssssssssssssssnsnsnsnsns 2,864 1,409
Attributable to
Shareholders Of AriON BANK ........uveiiieeiiiiiieie ettt e e eeae e e e e eetaa e e e e e e e e e sttbaeeseeessbaaeeeseensssaeeeeeennnnns 2,808 1,697
NON-CONTIOIIING INTEIESE ...vviiiieiiesieeeie ettt ettt et et e st e st e e e e sbe e st ba e s s beesteeseesseessseenseenseesseesasesnsenn 56 (288)
NEE BAININES .. rre e s s s s e s e s e s e s e s e s e s s s s s e s s s e s s s s s s s s s s s e s s s e s s s s s s sasasasssssssssasssssssssssssssssssssnsnsnsnsnn 2,864 1,409
Other comprehensive income
Exchange difference on translating foreign subsidiaries .......ccccveieiuieriiiie i e 31 2 (1)
Total comprehensive income for the Period .........ccccviiiiiiiieniiiiiininnneeieeeesssssssssessssssssnns 2,866 1,408
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the shareholders of Arion Bank (ISK) .........cccceevvne 16 1.36 0.89

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2014

Assets Notes 31.3.2014 31.12.2013 31.3.2013
Cash and balances With Central Bank .........c.cccivveeeeeeeeiiirieeeeeeeiieee e e eeetrreeeeeesarresreeeeesesannaeees 17 18,744 37,999 28,099
LOANS 1O Credit INSTILULIONS ..ocuvviiiiiieciiec ettt etre et e e eabe e e s e e e eareeeeaneeeenreeennes 18 95,158 102,307 103,444
Loans to customers 19 642,341 635,774 565,526
FINANCIAl INSTIUMENTS ..vveiiiieiciiee ettt ettt e eette e e e ar e e sbaeesbaeaeesbeeessaeesnseeenseean 20-22 99,710 86,541 145,533
INVESTMENT PrOPEITY .veiiiiieie ettt et e e e st e e e s s s bbb e e baeeeesssbbbeeeeesnnnnaees 22 28,503 28,523 28,112
INVESTMENTS IN @SSOCIATES .uvviieiiiiiiiiieeiiciitree e et e e e e e rtre e e e e e s sttt e e e e e essnaasaaeeeeeseasareeeesennsnes 24 17,785 17,929 7,061
[LaL = Ta =] o] (SR Y =] A PSP 5,371 5,383 5,108
I D FEY = £ PP PP PP PPPPPPPN 25 409 818 507
Other assets 26 25,124 23,576 24,075

Total Assets 933,145 938,850 907,465

Liabilities
Due to credit institutions and Central Bank .........ccccueeiiieeiiiiecciieccie e 21 25,915 28,000 21,617
[D7=T oo 1 | £ OO UPSPRPPPRN 21 470,665 471,866 462,255
Financial liabilities at fair VAU ........uvvveeii it e e e 21 9,145 8,960 11,298
TAX HHADILIES 1vveeuveeieeitieeieee ettt s e et e et e estee s satesabe e beesaeesaneenbeeseessnens 25 5,263 4,924 3,483
(@14 o 1T 1= o111 4TSRSt 27 39,821 43,667 40,080
Borrowings .. 21.28 203,226 204,568 204,394
SUbOrdinated lADIlLIES .....veeveiieeiiiieee et e e e e e e e e rae e e e e e eeabaeeeeeeenannnes 21.29 31,297 31,918 32,052

Total Liabilities 785,332 793,903 775,179

Equity
Share capital and Share PremMiUM ... e e e e ae e e eaeeeenns 31 75,861 75,861 75,861
OTNEI TESEIVES ....vveeeeteeeeite ettt e et e e s te e e e bee e e taeeebaeeebaeesbeeessseesesseseesseeesseeessseesnsseesnnnes 31 1,639 1,637 1,638
Retained earnings .. 65,400 62,591 51,269

Total Shareholders' Equity 142,900 140,089 128,768

NON-CONTIOIIING INTEIEST .euveeeiiciiieieesteeseeree ettt e s e s ae e beesaeesaeesnseebeesanenes 4,913 4,858 3,518
Total Equity 147,813 144,947 132,286

Total Liabilities and Equity 933,145 938,850 907,465

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2014

Total
Share capital Share- Non-

and share Other  Retained holders' controlling Total

premium reserves earnings equity interest equity
Changes in equity from 1 January to 31 March 2014 .....
Equity 1January 2014 ......cccocevinineninenieeeeeeeeee 75,861 1,637 62,591 140,089 4,858 144,947
Total comprehensive income for the period .................... 2 2,808 2,811 56 2,867
Equity 31 March 2014 . . 75,861 1,639 65,400 142,900 4,913 147,813
Changes in equity from 1 January to 31 March 2013 .....
Equity 1January 2013 ......ccooiiiniieeeeee e 75,861 1,639 49,572 127,072 3,806 130,878
Total comprehensive income for the period .................... (1) 1,697 1,696 (288) 1,408
Equity 31 March 2013 . S, 75,861 1,638 51,269 128,768 3,518 132,286

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2014

2014 2013
1.1.-31.3. 1.1.-31.3.
Operating activities

INEE BAININES iitieei ittt ettt e et e e e sttt e e e s ettt e e e e e e bt e e e s s aasbaeeeeaassbaeeeeeasbbaeessaasbbeeeeaasssaaeessassaaeeeennrn 2,864 1,409
Non-cash items included in net earnings and other adjuStMENTS .........cccvevuirrrirriierieeneeeee e (4,012) (4,250)
Changes in operating assets and l1abilities ........c.ccviiieiieiieiecceece ettt e e s re e reesae e e eaes (32,623) (11,086)
Interest received . 8,083 9,998
INEEIEST PAIA™ ...ttt e et e et e et e st e et e e ateeaaeeabeeaseeateeaseeaseesbeesteeaseenseenbeesseenseenseebeeseenseansean (2,669) (3,237)
DIVIAENT FECEIVEA ..ttt ettt b e a et et et e s bt e bt e bt e st et et e sb s b e ebeese et et e sbesbenneas 599 4
Income tax and banK [EVY P ......ccueiiiiiiiie ettt et e e e s e e s ae e s ta e s ab e e b e saeeeabeeaaeeaaeeaaeeaaeas (566) (396)

Net cash used in operating activities (28,324) (7,558)

Investing activities

Investment in asSOCIatEd COMPANIES ...covveivierierieiieseereesee st e se e st e see st e steesteesaesseessaesssesseesasesssesssesssessesnsens - (12)
Purchase of property and equipment and intangible @ssets ..........ccccceevieiieieecie e (327) (473)
Proceeds from sale of property and @QUIPIMENT .....cceiviiiiiriirienie st see st saesaeeaesneeaeeaeenes 3 3

Net cash used in investing activities (324) (482)
Net decrease in cash and €ash @QUIVAIENTS ...........ccuiiiieiiiiiecicces ettt e s aeesaeesaeeeaeans (28,648) (8,040)
Cash and cash equivalents at beginning of the Period .........cccvevieiieiieniieree e 99,683 105,173
Effect of exchange rate changes on cash and cash equivalents ..........c.ccocceeiiieie e (961) (5,330)
Cash and cash equivalents at the end of the period . 70,074 91,803

Non-cash investing and financing transactions

Assets acquired through foreclosure on collateral from customers with view to resale ........c.ccccceevenienienns 295 303
Settlement of loans through foreclosure on collateral from customers with view to resale (295) (303)

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

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF CASH FLOW
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2014

2014 2013
1.1.-31.3. 1.1.-31.3.
Non-cash items included in net earnings and other adjustments

NET INTEIEST INCOME ..evtiiiiieiieieete ettt ettt et e e st e st e e saeesaeesaeesssesseesaeesaeesseasssesaeesssesssaaseesnsessseensennsenne (5,480) (6,288)
NET IMPAITMENT ..ottt ettt e et e et e et e et e eateeateeabeesbeeaseenseeabeasbeesseeaseenseesseenteenseenseenbeenseenseensens (1,967) 322
INCOME TAX EXPENSE .eeiiiiiiiiiiiieiiiite ettt e sttt e e ettt e e s sbb bt e e s e aabb bt e e e e sabaeee s s abbbe e e e e sbateessansbbeeesesnnneeeesnnnnnees 1,315 586
BaANK JBVY ittt ettt e et e e e e b e e a—ee e b— e e et ee et tee e beeearteeeaateeabeeeanteeenaeeabeeeasbeeesaeeareaans 660 91
Net fOreign EXChANEGE 0SS ...viciieiicieeieee ettt st e e e et e et e e be e beesteenteesseessaesteenteenseenseeneas 476 1,397
Net loss (gain) on fiNanNCial INSEFUMENTS .....ccuiiiiieiieeccieeeeeece ettt e e e s e s e e s saeeseesaaestaesssesaaesanenes 695 (565)
Depreciation and @MOITISATION .......ccceviiriiiieree ettt et s e st e st este e st esaeesseesbeessaesseesaeesenesseesseesseessneses 319 262
Share of profit of associates and fair value Change ...........oooveeeii e 64 -
Net gain on disposal of property and EQUIPMENT ........cccueriiiierierie ettt st se e sreesaessaeseeesenesanens (1) (1)
Net gain on disposal of INVESTMENT PrOPEITY .....ccviciieiiiiece ettt ettt e be et e et e e be e beeteebeeareenreenes (1) (133)
Net (gain) loss from discontinued operations, Nt Of TaX ......ccivviieiiiiieieeeee e (92) 79
Non-cash items included in net earnings and other adjustments tesssenrereiesssennessssssssnnnenesessannanes (4,012) (4,250)

Changes in operating assets and liabilities

Mandatory reserve With CeNntral BAnk ........cccceeiieriereeneenieseeseesee e steesieeseeesaeesteeseeesseesseesseesseesseessessseesseens (112) 187
LO@NS t0 Credit INSTIEULIONS .....iiiiiciieiecie ettt ettt ettt et et e e te e e be e ste e seesbeesbeessaesssasseesaaesssesssasssesanesssens (3,073) (14,682)
Loans to customers ... (3,847) (1,666)
FINANCIAl INSEIUMENTS ..ottt sttt e e e et e st e s te e e st e s aaesaaesasessbeessesasesssessseessesnsesssesnsesnsennns (13,605) (6,909)
INVESTMENT PrOPEITY .eeeiieieieiee et e s bt e e s sttt e e s s e bbbt e e e s s aabaeeeesesbbbeeeeesnnnneessssraaeesans 21 939
(01 =T Y Y £ SRR SRUSTRRNt (1,646) (825)
Due to credit institutions and Central Bank . . (2,441) (11,373)
DIBPOSIES .veuveeuteeieeteeite et e et e te et e et e erte e be e s te e teebeeebaeabeeateabaeahaeata e st e aaaeahaeeheeaheeaaaeaaeeeheeaateeaaeeaeeeraeesbeenaenarennrean (2,427) 12,808
BOITOWINES ..eeveitiesiieriteetee st e ste st e s ee st e ste e s st esaeesaeesseassaessaesaeesseasssesseesseesseeaseeaseesaseseeesssanseesseesasesssassaasseessnensenns (1,547) 11,833
SUDOFAINALEd lTADITITIES ....veeeieiieee ettt ettt ettt et et e b e e s e e nbeebe e e - 26
Other liabilities (3,946) (1,424)
Changes in operating assets and liabilities .........ccccccveviiunennns rerssenreresesssnnnans (32,623) (11,086)
Cash and cash equivalents comprises
Cash in hand and demand deposits 18,744 49,133
DUE From Credit INSTITUTIONS ..vviieieeecie ettt ettt e e e e e e e e tbeeebaeeetbeesebaeeeasaeeesseeesaeesnsaeensseesseeens 60,429 51,220
Mandatory reserve With Central Bank .........ccc.ccieiieiieiiie e ecitesee et ste et e e e aeesteesteesaeesaeesteessaesseesseesraesseans (9,099) (8,550)
Cash and cash equivalents at the end of the period 70,074 91,803

The notes on pages 10 to 54 are an integral part of these Interim Consolidated 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 Borgartin 19, Reykjavik. The Interim Consolidated Financial Statements for the period ended 31
March 2014 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

Statement of compliance

The Interim Consolidated Financial Statements are consolidated and have been prepared in accordance with International Financial
Reporting Standard IAS 34, Interim Financial Reporting as endorsed by the European Union. The Interim Consolidated 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 2013. The statements are available at Arion Bank's website
www.arionbanki.is.

The Interim Consolidated Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on
21 May 2014.

Basis of measurement
The Interim Consolidated 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; and
— Investment properties are measured at fair value.
— 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 Consolidated Financial Statements are presented in Icelandic Krona (ISK), which is the Parent Company's functional
currency, rounded to the nearest million unless otherwise stated. At the end of the period the exchange rate of the ISK against the
USD was 112.71 and 155.30 for the EUR (31.12.2013: USD 115.09 and EUR 158.49).

2. Significant accounting estimates and judgements in applying accounting policies

The preparation of the 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 on going 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;
- the foreign currency loan portfolio caused by legal dispute and court judgements ;
- investment property; and

- assets classified as held for sale.
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

3. The Group

Shares in main subsidiaries in which Arion Bank held a direct interest at the end of the period

Equity interest
Country Currency 30.3.2014 31.12.2013 30.3.2013

AFL - sparisjodur, Adalgata 34, Siglufjordur ........ccccevveereenieeneeneennns Iceland ISK 99.3% 99.3% 99.3%
Arion Bank Mortgages Institutional

Investor Fund, Borgartin 19, Reykjavik .........cccceeveerveeneeniveneenieennns Iceland ISK 100.0% 100.0% 100.0%
BG 12 slhf., Borgartun 19 Reykjavik ......ccccoceereerieneeneenceneeneeseenns Iceland ISK 62.0% 62.0% -
EAB 1 ehf., Borgartin 19, Reykjavik .......ccccevveeriievernieniieeniecriecsieennn Iceland ISK 100.0% 100.0% 100.0%
Eignabjarg ehf., Alfheimar 74, Reykjavik .......ccccocvvvvveeerereeecrenenne Iceland ISK 100.0% 100.0% 100.0%
Eignarhaldsfélagid Landey ehf., Hatun 2b, Reykjavik .. .. lceland ISK 100.0% 100.0% 100.0%
Landfestar ehf., Alfheimar 74, Reykjavik ..........cccoveevevrvrererereereneenn. Iceland ISK 100.0% 100.0% 100.0%
Okkar liftryggingar hf., SOItin 26, Reykjavik ........cccccereverviervenieennens Iceland ISK 100.0% 100.0% 100.0%
Stefnir hf., Borgartin 19, ReyKjaviK ........ccceeveereerieereeneeneeneeneeneens Iceland ISK 100.0% 100.0% 100.0%
Valitor Holding hf., Laugavegur 77, Reykjavik .......cccceevervvenivenceenennns Iceland ISK 60.8% 60.8% 60.8%

In addition the bank hold subsidiaries classified as Non-current assets and disposal groups held for sale, see Note 26.

Arion Bank Interim Consolidated Financial Statements 31 March 2014 12 Amounts are in ISK millions
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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. Business segments pay and receive interest to and from Treasury on
an arm's length basis to reflect the allocation of capital and funding cost.

Operating segments
The Group comprises six main operating segments:

Corporate Banking provides services to the Bank’s larger corporate clients. Its role is to provide comprehensive financial services
and tailored services to meet the needs of each company.

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 27 branches all around Iceland are over 100,000.

The Asset Management division comprises Institutional Asset Management, Private Banking and Investment Services. Asset
Management manages financial assets on behalf of its clients according to a pre-determined investment strategy. 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.

Investment Banking is divided into Corporate Advisory, Capital Markets and Research. Corporate Advisory advises clients 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 clients. Research publishes
regular analyses of listed securities, the major business sectors, markets and the Icelandic economy and also produces economic
forecasts. Investment Banking’s clients are private individuals, companies and institutions.

Treasury is responsible for the Bank’s liquidity management as well as currency and interest rate management. 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., Landfestar ehf., Okkar liftryggingar hf., Valitor holding hf. and other smaller entities of the Group.

Headquarters: Overhead, Risk Management, Accounting, Legal, Operations and Corporate Development.
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4. The Group's business segments

Asset Other Head-
Manage- divisions quarters
1.1.-31.3.2014 Corporate Retail mentand Investment and Sub- and
Banking  Banking Stefnir Banking  Treasury sidiaries Elimination Total
Net interest income ......cccceeeveeeenenene 1,340 3,293 144 50 996 (372) 32 5,483
Other inCome ......cccevvveerieevieenieesveenne 163 577 917 612 (549) 1,578 196 3,494
Operating income .......ccccevveeeeeeenennns 1,503 3,870 1,061 662 447 1,206 228 8,977
Operating eXpense ........ccceevveerveeneens (132) (1,423) (362) (184) (63) (1,230) (2,803) (6,197)
Net impairment .........cccceevieeeeennennen. 2,340 (1,048) - 7 686 (25) 7 1,967
Earnings before tax ........eeveeueeennee 3,711 1,399 699 485 1,070 (49) (2,568) 4,747
Net seg. rev. from ext. customers ..... 3,730 6,109 558 776 (3,945) 1,535 214 8,977
Net seg. rev. from other segments .... (2,227) (2,239) 503 (114) 4,392 (329) 14 -
Operating income .......ccceevveeeeeeenenens 1,503 3,870 1,061 662 447 1,206 228 8,977
Depreciation and amortisation ......... - 70 - - - 76 173 319
o] &1 I 171 £ 249,411 399,586 4,918 35,868 158,497 76,801 8,064 933,145
Total liabilities .......ceeeeeeeeeeeeerereeennnes 209,505 356,638 1,769 35,177 133,643 41,485 7,115 785,332
Allocated equity ......cccceemeneeennenennnens 39,906 42,948 3,149 691 24,854 35,316 949 147,813
1.1.-31.3.2013
Net interest income . 2,162 2,499 161 25 1,893 (472) 20 6,288
Other inCome ......ccccevvveeveevieenieesieenne 133 562 756 541 (835) 1,423 218 2,798
Operating income .......ccceeveeeeeeeenennns 2,295 3,061 917 566 1,058 951 238 9,086
Operating eXpense ........ccceevveerveeneens (180) (1,413) (324) (153) (62) (1,682) (2,785) (6,599)
Net impairment .........cccceeveeeeeennennee. (1,117) (1,086) - 1,896 3 (18) - (322)
Earnings before tax . 998 562 593 2,309 999 (749) (2,547) 2,165
Net seg. rev. from ext. customers ..... 4,569 6,611 87 518 (4,288) 1,581 8 9,086
Net seg. rev. from other segments .... (2,274) (3,550) 830 48 5,346 (630) 230 -
Operating income .......ccceeveeeeeeeenennns 2,295 3,061 917 566 1,058 951 238 9,086
Depreciation and amortisation ......... - 45 - - - 47 170 262
Total assets ....ccceeeverererceceicicrerereennne 244,374 325,785 4,953 26,002 225,675 72,942 7,734 907,465
Total liabilities .......ceeeeeereeeeeerereeennnes 205,274 298,314 2,019 21,842 195,361 45,585 6,784 775,179
Allocated equity .....ccccceeemenenennenennnens 39,100 27,471 2,934 4,160 30,314 27,357 950 132,286

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 FINANCIAL STATEMENTS

NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

6. Net interest income 2014 2013
1.1.-31.3. 1.1.-31.3.

Cash and balances With CeNtral Bank ........c..cooiiiiiiiiiiee ettt ettt et b e sbe e 179 319
LOBINS <.ttt ettt ettt bbb bt E b h b h Rt e bbbt e b e Rt b e b b e h e e bt eh e e Rt et e b et e ehenhe bt e st et et ennes 11,616 13,720
SBCUITEIES uvttiiiiiiiieeie et et e et e ettt et et ee e et e e ee e e e aeaeeeeeeeeeeaaaaaaaaeaeeeeaaaaaaaaa e nnssssssssssssesesaesseseaaaaaeaeeeeeeeeessssaaasansnnsnnssnnnns 971 2,278
[0 3T OO OO TSP T TP P TP OOPOR PP PUPRTURIO 125 155
Interest income . . 12,891 16,472
DIBPIOSIES 1eeuveeteeiteeitiestee et e st e st e et esteesteesteeetaeebae et e e eseaaaaeehaeabaeasaeaaaeaheeeheeahteaabeeaeeaateasteaateeateeaaeeateeateenaeenbeenteenteenrenarenn (4,448) (5,560)
BOTTOWINES ..vvieeteeteeitiete ettt et e te e te et e et e e beesteeseeesaeesbeeateeaseesbeesbaesteenseenseesseenteenteenseenseenseanseenseenseenbeenteenseenseenses (2,629) (4,265)
SUDOFAINGLEA lIADIITIES ..euviieeieeiecie et ettt et e et e e te e et e e s teeste e beesbaesbsesssasseesseesssenssanseessnessnans (324) (335)

(7) (24)

Interest expense .. (7,408) (10,184)

Net interest income . . 5,483 6,288

Net interest income from assets and liabilities at fair VAU .......c..eevieeiiiiiee it 971 2,278
11,920 14,194
(7,408) (10,184)
Net interest income eerersnseeeeenenennns erreeseeeseeerenennns 5,483 6,288

Interest income from assets not at fair value
Interest expense from liabilities not at fair value

7. Net fee and commission income

Fee and commission income

1,009 873

2,006 1,685
CollECtioN AN PAYMENT SEIVICES ...cveerveerieerieeseesieesieeseeseeseesseeseesseesseesseesssesseesssesssessessessssessesssesssesssesssesssesssesns 277 250
INVESTMENT DANKING .o.evieeiie ettt et e et e e st e e et e e e st be e e ateeeaseeessbeeeastaeesseeasseeenssaeansneesssesensseansnensnes 392 214
a1 T=T g o T o el [T [ [ =SSP SRUROP 122 173
LENAING ANA BUATANTEES ....veeiiiieeiieeeiee ettt tee et e et e e st e e aeeesabeeessteeeseeessbeeasteaaaseeessseasassaeanseeessseeansseensnnnnses 228 186
Other fee and COMMISSION INCOME .....oiuiiuiiiiiiiiiie ettt sttt sb e s bbbt et et e s b saeenes 230 279
Fee and commission income ..... .- . erreesnnreeeererennnnneaes 4,264 3,660
Fee and commission expense
ASSET MANABEIMENT ...eeiiieitieitieieeeee it e et e seeseesteesttestesaeestseesseesseassessseessaasseaaseesseasseesseeaseenseanbassseensesnseenseesseesensen (83) (47)
[0 1 o OSSR (808) (863)
ColleCtion aNd PAYMENT SEIVICES ...ccueeivieriieirieiieesteestteseesteesteesteeseesseesseesssasssesseesssesssesssesssesssessseessesssesssesssesssessesns (25) (4)
INVESTMENT DANKING .veetiiiieieeeesee sttt st e st et e st esbe e st e e st e e s stesaeesssessaesseesasesseasseeasaesasesssesssesssesnsesssans (14) (12)
INEEIDANK CIRATING «.eieieeie ettt e et e et e et e et e e ateebe e be e beeteeseenbe e teenseenssenbeesseenseensaenseesssenseasnan (122) (173)
Other fee and COMMISSION EXPENSE ...cc.vieiirieriirieeteeteeteeteeteeseeeseebeeteeteebeebeesteesseesseesseasseesseenseessessseensessses (64) (112)
Fee and commission expense ........... . (1,116) (1,211)
Net fee and commission income ..... reeereeeeeeeeeeennnnns eeererereeeeeenenenannn 3,148 2,449

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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8. Net financial income 2014 2013
1.1.-31.3. 1.1.-31.3.

DiIVIAENT INCOME <.ttt ettt ettt s h bbb et et e s bt s b e bt e bt e st et et s b et e ebe e bt e st e b ebe st e sbenbeebeenee 599 4
Net gain (loss) on financial assets and financial liabilities classified as held for trading .... (361) 122
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss ............. (334) 444
Net foreign eXchange SaiN (I0SS) ...ccueiivieiiieiie e ettt et et e et e et e et e e teeae st e eaaeeabeesbeeatesasesaseesseentesssesssesssesseennns (476) (1,397)
Net financial income rersrsrereiessssnteesssssssnntanesesnans rerssenrenesessssnteessssssnnnanesesnans (572) (827)
Net gain (loss) on financial assets and financial liabilities held for trading
Net gain (loss) on equity instruments and related derivatives (116) 216
Net gain (loss) on interest rate instruments and related derivatives (121) 2
Net gain (10SS) ON OthEr AEIIVATIVES ....ccvieiieieeiiiieesie ettt sttt e be e s e e ste e seesaeeseeessaesaesseesenesseanseas (124) (96)
Net gain (loss) on financial assets and financial liabilities held for trading .........cccccevveerreicirreeeeerccsrceeeenececnnnne (361) 122
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss
Net gain (loss) on equity instruments designated at fair Value ........cccooieiieiiecie s (253) 107
Net gain (loss) on interest rate instruments designated at fair value (81) 337
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss ........ (334) 444

9. Other operating income
Share of Profit (I0SS) Of @SSOCIALES ....cueiiiiiiieeiieieece ettt ettt e e s e st e st e e e e s e e steesaaesasesaseesseesbesasesasesnseessennes (64) -
Rental income from iNVESTMENT PrOPEITY ..eivierierieriereeseestesteste st eseesee st e seesreessaessaesseesasessaesssesssessseessesssennes 588 559
Realised gain 0N iINVESTMENT PrOPEITY ...cicviiieiiiciee ettt eee et e e e e reae e et e e st e e esseeesbeeessseeeasaeesaseeessseaesaeesnseeens 1 133
Earned premiums, NEt OF FEINSUNANCE ......ccvivieriierieeiie sttt ete et e et e s te e e eaesaeesaeetesaseesseebessteessessseesseessesnsessseenses 227 255
Net gain on disposals of assets other than held for SAlE ........cociii i e 8 5
OENEI INCOMIE ..ttt ettt et b e bt b e st et e b et s bt eb e e b e e st et et e s bt s bt e bt eb e e st et et e nbenbeebeeneennen 158 224
Other operating income ........... rereeeeeeeeeeeennenens erereeeeeeeeeesesenenenanannn 918 1,176

10. Personnel and salaries

The Group's total number of employees
Average number of full time equivalent positions during the Period ..........cceevvieeiieeciie e 1,144 1,187
Full time equivalent positions at the end of the Period .........ccccuieiieiieciriecce e 1,140 1,187
The Bank's total number of employees
Average number of full time equivalent positions during the period 913 950
Full time equivalent positions at the end of the Period ........ccceeiiie i 908 950
Salaries and related expense
SAIAMIES wuvveeeieeitiriee e ettt e e e ee e e e e etae e e e e s etba e e e e et bbreeeeaaabaeeeeaabbaaaaeaaa—aeeeeaattaaeeeaabbataeeaaabaaeeeeatraeeeeeaanraeeeeeaaraaeaeans 2,658 2,538
Defined contribution PENSION PIANS ...cccviiiiiiirieiie et ese et et e e ste e s e e s eesaeesteessaesseesseesaeesseessaesseessnesseens 375 342
Salary related expense 417 442
Salaries and related expense .........ccoeeueeenenes teeeeeeeeeeeeseeeeesesessssnnnsnrerennnene teeeeeeeeeseeesesennnnnnnnnn 3,450 3,322
Salaries and related expense for the Bank
SAIATIES .reieveeectiee e et e ettt ete e e et e e et e e e be e e etae e e ba e e e ba e et aeeabaeeatba e et aeeahaeeataee et aeeabaeeabateabaeeanbee e bbeeabaeeabeeebeeearaeeanren 2,093 2,009
Defined contribution PENSION PIANS .....ciiiiiiiiiiiecie et et s e e st e e e saeeesaeesaseeessaeessaeansseeensseeans 295 271
Salary related expense 340 361
Salaries and related expense ..... erreesnneeeeereeennns erreesnseeeererenennnnnann 2,728 2,641
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10. Personnel and salaries, continued

During the period the Group made a provision of ISK 79 million (Q1 2013: nil) for performance plan payments, including salary related
expense. During the period the Bank made a provision of ISK 64 million (Q1 2013: nil). Forty per cent 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 had
made a provision amounting to ISK 456 million (31.12.2013: ISK 494 million and 31.3.2013: nil). The Bank had made a provision of ISK
393 million at the end of the period (31.12.2013: ISK 452 million and 31.3.2013: nil).

11. Other operating expense 2014 2013
1.1.-31.3. 1.1.-31.3.

AdMINISTrAtION EXPENSE .uvveviiiieitiesieeiteeseesteesteesteeseesteesteesseesseesseesseesseesseesseesseesseessessseesseessessseesseesseessesssesssessseenss 2,013 2,605
Depositors' and investors' guarantee fund . 203 187
Depreciation of property and @QUIPIMENT .....iccuiiiiiieeieete ettt te et e e e e e beeteeaeese e seenteessesnseessaesseenes 221 211
AmMOrtisation Of INTANGIDIE ASSELS ...cc.uiiiiiieieieece e et e et e et be e e ste e e saeeesabeeesaeasseeensseeanses 98 51
Direct operating expense derived from rental-earning investment properties ........cccocevvverceenveereesvesceesceesenesnens 137 141
Claims iNCUIred, NEt Of FEINSUIANCE .....cccvviieeeceiteee ettt e e eeetbae e e e eeae e e e e e eetbaeeeeeebaaeeeeesssaaeeseestbaeeeeennreeeesanns 73 82
OTNEI EXPENSE eeuvietieiiestestesttestte st e st e s testtessaeetesasesseeesteestessseassaeseeasseesseassaasteasseesseesseasteenseenseesseanteanseenseensennsennen 2 -
Other operating expense . rereeeeeeeseeeennenens 2,747 3,277

12. Net impairment
Increase in book value of 10aNS 10 COMPOIAtES ....c.uiiiiiiieieecie ettt ree et e e e e et ae e sr e e e abeeessaeesaseeensseaans 588 2,234
Increase in book value of 10aNs t0 INAIVIAUALS ...cc.eovermiriiiieiiee e 203 139
Increase in book value of other assets 683 -
Reversal of impairment (impairment) of [0aNS tO COrPOratES .....ccviviirieriierierierieree et sae s s saneas 1,394 (1,986)
Reversal of impairment of [0ans to credit iINSLITULIONS ........c.eieiiiiiiieccee e - 31
Impairment of 10aNs t0 INAIVIAUAIS .......ccviriiiiiieie ettt sae e te b e e be e beeteeseenbeesaeenes (1,024) (615)
Collective reversal (impairment) 123 (125)
Net impairment .......ccccvveeriiiniinnnneiencssssnnenns tersrsrereiesesntaeesssssnntanesesnens resssnrereresessanaasesaes 1,967 (322)

13. Income tax expense
Current tax expense ... 1,107 894
DEFEITEA tAX EXPENSE ...vviiveeciieetieetieetieeteeee et esttestaeeteeteeesseesbeesaessseesseesseeasesasessseesseessesaseessessseessesasessseessesnsesaseensens 208 (308)
Income tax eXpense .......cccceeeerreennniiiiiiennnnn eeeeereseseteaesettenetteneetearettantettentetenntettaneetenetstennisstnnninte 1,315 586
Reconciliation of effective tax rate 1.1.-31.3.2014 1.1.-31.3.2013
Earnings before taxX .......ccccceeeceeeevieecciie e 4,747 2,165
Income tax using the Icelandic corporation tax rate 20.0% 949 20.0% 433
Additional 6% tax on financial iINStItULIONS ......ccoueiiiiiiiriiie e 6.0% 283 10.4% 225
NON-AEAUCEIDIE EXPENSES ...cveeeiereieriiirie ettt re e te et s e be e ste e aesbeebeeaeeneeens 1.9% 89 4.8% 103
Tax eXeMPt FEVENUE .....cccveeveereeieereeteereeveeveenns . (0.0%) (1) (5.2%) (112)
Recognition of previously unrecognised taxX I0SSES ........ccceeveereerieerieerieeneeseereeseesenees (0.0%) (1) (7.1%) (154)
OLNEI CRANGES ...ttt ettt et et e bt b e be e beebeesbeebeereens (0.1%) (4) 4.2% 91
Effective tax rate .......cccceccveeeeeneneeeneeeeneeeeenees erreesnseseeesereasnnnnnnns 27.7% 1,315 27.1% 586

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

Bank levy is calculated according to law. The 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.
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15. Net gain from discontinued operations, net of tax

2014 2013

1.1.-31.3. 1.1.-31.3.

Net gain (loss) from legal entities ... - 12
Net gain (10SS) frOmM Al ESTATE ....ccvieiiicieeiieeete ettt ettt e et e e te e be e be e beeseesbeesbeesseeseenseessen 89 (91)
Net gain (10SS) frOM OthEI @SSEES ...ccuviiuiiiiiiciece ettt e e te e te et e et e e beebeebeesbe e beebeenseebeesseensaens 3 -
92 (79)

Net gain from discontinued operations, net of tax ........ . SN

Net gain (loss) from legal entities comprises the Group's share of net profit after tax from operations of legal entities that were

classified as held for sale during the period.

16. Earnings per share Discontinued operations

Excluded Included
2014 2013 2014 2013
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 .........ccccoceevieviieveeneennenns 2,716 1,776 2,808 1,697
Weighted average number of outstanding shares for the year, million ...........ccccc....... 2,000 2,000 2,000 2,000
1.36 0.89 1.40 0.85

BasiC €arNINGS PEI SNAE ..ccuiieeiieeciee ettt e e e e e e s e e e stae e s teeesaseeesaeesnsaeenns

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2013: none).
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

17. Cash and balances with Central Bank

31.3.2014 31.12.2013 31.3.2013
Cash on hand ............... . 3,735 4,099 3,187
Cash WIth CeNTral BAnK .......ecccueeiiiiiiiiee ettt ettt et eeeve e eete e e s ba e e saveesbeeesabeeessseeeasseesabeeessseesnnes 5,761 24,912 16,362
Mandatory reserve deposit with Central Bank ...........ccoouiiiiiiiiiii i 9,248 8,987 8,550
Cash and balances with Central Bank erreennneeeeererennns 18,744 37,999 28,099
The mandatory reserve deposit with Central Bank is not available for the Group to use in its daily operations.

18. Loans to credit institutions
Loans to credit institutions 31.3.2014 31.12.2013 31.3.2013
BaNK @CCOUNTS ..eveiiiiiiiiie ettt e e ettt e e e e e tbe e e e e e s aaaeeeeseatbaaeeeesbseeeeeeassbaeeseesbaseaeeansssaeesans 60,429 70,671 72,254
MONEY MATKET OGNS ..eiuviiiieiieriieseeste ettt ettt e st e st e s teesteesseessaesreesaeesseessaesseesseessaesseasseesssesssenses 31,142 26,197 24,817
(014 =T (o ¥ [ o LR USRS P PRSPPI 3,587 5,439 7,146
Provision on loans ... - - (773)
Loans to credit institutions . . 95,158 102,307 103,444
Changes in the provision for losses on loans to credit institutions
Balance at the beginning of the PEriod ........cooiiiiiii e e e - 804 804
Provision fOr [0SSES (FEVETSAI) .......iiuiriirieiieeieeie ettt st te et et eea e et e e teesseenseesbeenseenseens - - (31)
A =R o) £SO SRR - (804) -
Provision for losses on loans to credit institutions at the end of the period .. - - 773
19. Loans to customers

31.3.2014 Individuals Corporates Total
OVETATATES .ottt h bttt et et s bt bt e b e e st et et s bt s b e e bt e st et et e benae e s 19,003 23,218 42,221
CrEAIT CANS ..vvveeeieeiiiiee ettt e eete e e e eete e e e e eetab e e e e eeeataeeeeeesssaaeeeeesbaseeeeassseeeesessbaeeseeasssseeeseassaseeeenssens 9,669 761 10,430
L1V oY ¥=t= Y=< H (o T [ o LTSS 259,252 8,539 267,791
] o JoT e [T aF= 1 e =T N (o [ o L USSR - 521 521
OLhEE TOBNS ..ttt b e bbb et et b e bt e bt e bt e st et e b et e nbesneebeenee 38,251 312,633 350,884
PrOVISION ON OGNS ..eeuieiiiciecieeie ettt ettt e e te e e be e te e beesbaeebeestseseesseesbeesssenseanseesseestsansaansaenses (14,234) (15,272) (29,506)
Loans to customers ........ . 311,941 330,400 642,341
31.12.2013
OVETATATES Lttt ettt h bttt et et s bt bt e bt et e b et s bt s b e e b e e st et et e benaenne s 18,205 19,669 37,874
@Yo [ A o= T LSS 11,296 878 12,174
1Y oY== Y=< N (o [ o LSS 258,065 8,103 266,168
] o JoT e [T aF= 1 e =T N Lo [ o L USSP - 531 531
OLhEI TOBNS ..ttt b e bbb et et b e s bt st e e bt e bt e st et e b et e nnenae b enee 36,133 312,120 348,253
PrOVISION ON OGNS ..oecuiiiiiciicieeie ettt ettt et e et e e be e st e e beesbaesbeestseseesseesbeesssenseanssesseestsensaansaansns (13,208) (16,018) (29,226)
Loans to customers ........ccceeeerennncnnnnns resseresesereneenaes . 310,491 325,283 635,774
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19. Loans to customers, continued

31.3.2013 Individuals Corporates Total
(Y=Y [ | SRR U SRR RRTRRRPPRY 17,729 19,172 36,901
Credit cards . 8,724 720 9,444
IMIOTEZAZE 1ONS ..eeeniiiieiiee ettt ettt e ettt e e tee ettt e et e st e e aaeeebaeesteeasaseeensaeaansaeannseeessseaansaeannseessseaansnn 195,895 5,488 201,383
SUDOIAINGTEA IOBNS ..ottt bbbttt - 541 541
(014§ T=T g (o ¥ [ o LSRR USROS P PRSPPI 40,145 330,440 370,585
[V T ToTs WoTa T [ X- o T3 SUSROPOSSNt (15,248) (38,080) (53,328)
Loans to customers ........ . 247,245 318,281 565,526

The total book value of pledged loans that were pledged against amounts borrowed was ISK 169 billion at the end of the period
(31.12.2013: ISK 173 billion and 31.3.2013: ISK 172 billion). Pledged loans comprised mortgage loans to individuals, loans to municipals
and loans to state related entities.

Further analysis of loans is provided in Risk Management Disclosures.

Changes in the provision for losses on loans to customers

1.1.-31.3.2014 Specific  FXrulings Collective Total
Balance at the beginning of the Period ........ccccvviviiiiinie i 24,224 902 4,100 29,226
Provision for losses during the period .. (782) 412 (123) (493)
Write-offs during the Period ........c.ecuieiiiieiece et e 1,404 (660) (37) 707
Payment of loans previously Written off ..........cccueeeiiiicie e 67 - - 67
Balance at the end of the period .................. teeerereeeeeeeesssssssssssssrsrsrsnnnnnnnananan 24,913 654 3,939 29,506
1.1.-31.12.2013

Balance at the beginning of the year .... 41,498 14,942 3,341 59,781
Provision for 10sses during the Year ... eiie i 6,041 1,952 947 8,940
Write-offs dUring the YEAI ...ccuiviieieciececece et (24,228) (12,008) (188) (36,424)
Transferred to iabilities ........cvcceeie ettt - (3,984) - (3,984)
Payment of loans previously written off 914 - - 914
Balance at the end of the year ............... 24,224 902 4,100 29,226
1.1.-31.3.2013

Balance at the beginning of the Period ........ccccevvviiriirie i 41,499 14,942 3,341 59,782
Provision for losses during the period .........cccueeevieeccee e 2,310 292 124 2,726
Write-offs during the Period .........eciieciiiiiiiicec et e (2,170) (6,251) (8) (8,429)
Transferred to iabilities ........cveoieii et - (815) - (815)
Payment of loans previously Written off ..........cccecerviiviiiniiniececece s 64 - - 64
Balance at the end of the period errennsreeeererennnnnnnnns 41,703 8,168 3,457 53,328
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20. Financial instruments
31.3.2014 31.12.2013 31.3.2013

Bonds and debt INSTFUMENTS ....viiiveiiciiieciee ettt et eetee e etee e te e e eare e e baeeeareeeesreessaeesaseeensseennnns 71,858 62,171 125,526
Shares and equity instruments with variable income . . 19,277 17,449 16,975
DIEIIVATIVES oeeeiiiiiiiie e ettt cett e e ettt e e e e sttt e e e e e tbe e e e e e aaaeeeeeasstaeeeseeabaaeeeeaassaeeeseassbaeeeeannnsreeeessnssanes 1,040 1,070 1,179
Securities USed fOr NEAGING ....coccuii it e e e s saae e sabe e e ssbeeesaeesareeens 7,535 5,851 1,853
Financial instruments ..... erreesereeseeerenennns errerseseeseeenenannns . 99,710 86,541 145,533

21. Financial assets and financial liabilities

Designated

31.3.2014 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank .........ccccoovivieeeieciiiiee e vraee e 18,744 - - 18,744
LOaNSs tO Credit INSTITUTIONS ...ccvveeeieeecireeciee ettt ree e eetre e s bee e nreeebneesnreeennes 95,158 - - 95,158
LOGNS £0 CUSTOMENS ..ttt e e e e e e e e e e e e e e e e e e e e e e s aaaaasssssaaseaseeeeeeeaaaaaaaaeaseeeaanns 642,341 - - 642,341
Loans 756,243 - - 756,243
Bonds and debt instruments
LISTRA vttt ettt ettt et b e e ae e a et et e be b e bt en e et et e beshesbeene et entenee - 4,090 53,896 57,986

- 45 13,827 13,872
Bonds and debt instruments reeerereeeeeeeeennnnns . - 4,135 67,723 71,858
Shares and equity instruments with variable income
LISTRA ettt et h bttt a e sh e s b b - 2,586 2,383 4,969
UNTISEEA <.ttt bbbttt et bbb e e bt et et e benbantean - 1,476 10,797 12,273
Bond funds With variable INCOME .....ccueiiiiiiciie e e eans - 797 1,238 2,035
Shares and equity instruments with variable income . - 4,859 14,418 19,277
Derivatives
OTC AEIIVATIVES ..veeeeureeeirreeeteeeeieeecteeeieeeeteeesveeeteeesbeeessseesseeeesbeeessseessseesabeeensseesseeens - 1,040 - 1,040
Derivatives ......... errersnseeeeeneeannns - 1,040 - 1,040
Securities used for hedging
Bonds and debt iNSTFUMENTS .....eiiiveiiiieeciee ettt ettt eare e s erae e reeeeaneeeas - 1,330 - 1,330
Shares and equity instruments with variable inCome .........ccccoevieeiieeececce e - 6,205 - 6,205
Securities used for hedging . - 7,535 - 7,535
Other fINANCIAl @SSETS ..coiiiiveieiicriee et eerrr e e e e et ae e e e e e saareeeeseenbbaeeeeennnns 6,802 - - 6,802
Financial assets ........ ertennsreeeeeerenannnnenes 763,045 17,569 82,141 862,755
Liabilities at amortised cost
Due to credit institutions and Central Bank ........ccccccveeeireieiieeeiiee e 25,915 - - 25,915
[D7=T o Yo 1Y 1 £ ORI PTRRRPPPPPPN 470,665 - - 470,665
Borrowings . 203,226 - - 203,226
Subordinated labilities .....cc.vveeieeiiiee et e e 31,297 - - 31,297
Liabilities at amortised cost . . 731,103 - - 731,103
Financial liabilities at fair value
Short Position IN DONAS ......eoiiiiceece e e e rae s - 8,600 - 8,600
DEIIVATIVES .ottt - 545 - 545
Financial liabilities at fair value ........ eeereeeeeeeeeeennnnes - 9,145 - 9,145
Other financial liabilities 32,819 - - 32,819
Financial liabilities ............ teeereeeeeeeeeeennnens . 763,922 9,145 - 773,067
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21. Financial assets and financial liabilities

Designated
31.12.2013 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank .........cccuvevvvveeeiiieieieccree et et sree s 37,999 - - 37,999
Loans to Credit INSTIEULIONS ......eeiiiiiiiiee ettt e e eare e e e e e earaeee e e 102,307 - - 102,307
LOQNS £0 CUSTOMETS ..ttt ettt e e e e e e e e e e e e e e e e e s s s s s s bbb bbb e e e e ee e e et e eaaaeaaaaeeeeseseanns 635,774 - - 635,774
LO@NS .ceviierirnnnneiniisssennnnnenns rersssnreresesssnnnans 776,080 - - 776,080
Bonds and debt instruments
Listed - 4,708 55,625 60,333
LT3 1T 1Y USRS - 49 1,789 1,838
Bonds and debt instruments . - 4,757 57,414 62,171
Shares and equity instruments with variable income
[ =T« IR PPN - 1,420 2,858 4,278
UNBSTEA ..ttt sttt ettt st ste et e e saeesaeesbeesseesseesaaesaeesseesseesaneseeessnansens - 1,387 9,553 10,940
Bond funds with variable income - 906 1,325 2,231
Shares and equity instruments with variable income - 3,713 13,736 17,449
Derivatives
OTC AEIVATIVES ...vvveieeeiirieee e ettt e e esttte e e e eertbee e e e e sbeeeeeestbaeeesesabaseeeeesssseeeeenstraeeeeennrneees - 1,070 - 1,070
Derivatives ....... - - 1,070 - 1,070
Securities used for hedging
Bonds and debt iNSTrUMENTS ......ccciiiiiiiecie ettt - 490 - 490
Shares and equity instruments with variable inCOMe .......ccccovieviivienienieseeree - 5,361 - 5,361
Securities used for hedging eeereeeeeeeeeesnnnnns - 5,851 - 5,851
Other fINANCIAL @SSELS ...ccivviicieeeeieeecte ettt et e e etre e e etr e e ebeeeeaaeeebreesabeeesnreeennes 5,746 - - 5,746
Financial assets ........ erreeseeeseeenenennns errenseeeeeeerenennnenees 781,826 15,391 71,150 868,367
Liabilities at amortised cost
Due to credit institutions and Central Bank ........ccccecvveeevveeiveeeieee e eevee e 28,000 - - 28,000
[D7=T o Yo 1Y 1 £ PP PR RRRPPPPPPO 471,866 - - 471,866
Borrowings .. 204,568 - - 204,568
Subordinated labilities ......c.veeiieeiiiiee e e e e e 31,918 - - 31,918
Liabilities at amortised cost . 736,352 - - 736,352
Financial liabilities at fair value
Short Position IN DONAS ......eciieiceece e e e et enes - 8,199 - 8,199
DIBIIVALIVES ...veeiieieeiiie ettt ettt et e s e s b e e s te e s sabe e s bt e e s baeenabeeeareenas - 761 - 761
Financial liabilities at fair value ........ reeereeeeeeeeeeennnens - 8,960 - 8,960
Other financial labilItIes ......ccovviiirieicree ettt et eeareeenees 36,747 - - 36,747
Financial liabilities ............ eeereeeeeeeeeeennnees . 773,099 8,960 - 782,059
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21. Financial assets and financial liabilities, continued

Designated
31.3.2013 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank .........cccveevveeeiieeeeieecree ettt ennes 28,099 - - 28,099
Loans to credit INSTITULIONS .....veeiiieiiiiee ettt e e earae e e e e eaaaeeeeens 103,444 - - 103,444
LOQNS £0 CUSTOMETS ..ttt ettt e e et e e e e e e e e e e e e e s s s s s s bbbt a e e e e e eeeeeeeaaaeaaaaesesesenanns 565,526 - - 565,526
LOANS .ceviieriinnnneiniisssennnenenns rerssenreresesssnnnans 697,069 - - 697,069
Bonds and debt instruments
Listed - 4,090 42,973 47,063
LT3 TE 1Y USSR - 2,881 75,582 78,463
Bonds and debt instruments . - 6,971 118,555 125,526
Shares and equity instruments with variable income
[ =T« IR USSP - 722 2,354 3,076
UNBSTEA ..ttt ettt ettt e st sbe et e e sae e saeesbee st e e sseesaeesaeesseesseasseessnessnesens - 1,412 8,401 9,813
Bond funds with variable income - 2,495 1,591 4,086
Shares and equity instruments with variable income . - 4,629 12,346 16,975
Derivatives
OTC AEIVATIVES ..uvvveieeeiirieeeeeetiee e e estte e e e ee b e e e e eeabeeeeeesabaeeeeeeabaseeesessbseeesesstrseeeeannnrneees - 1,179 - 1,179
Derivatives ....... - - 1,179 - 1,179
Securities used for hedging
Bonds and debt iNSTrUMENTS .....ccciiiiiiiece e ree e - 869 - 869
Shares and equity instruments with variable inCOMe .......cccccovveviivienveneneeeree - 984 - 984
Securities used for hedging eeereeeeeeeeeeennnnes ereeerereneeeeeenenen - 1,853 - 1,853
Other fINANCIAL @SSELS ...cccvviiiieeeeiee ettt ereeete e e sbeeesabeeenreesabaeesnseeennes 5,708 - - 5,708
Financial assets ...... erteeseseeseeetetennnnrseseeranannnnnnns erresseeeeeeerenennnnaens 702,777 14,632 130,901 848,310
Liabilities at amortised cost
Due to credit institutions and Central Bank ..........ceeeeeiiiiiiieiiiieee e 21,617 - - 21,617
[ oo 1 1 £SO 462,255 - - 462,255
BOITOWINES ..evtieeiiiiiiet ettt ettt e e s ettt e e e et e e e s st ae e e s s bbb e e e e saasbaeeesssbbaeeeessseaeeessnnsrees 204,394 - - 204,394
Subordinated Habilities ........ccveeieieiiiiccree et re e e areeeree s 32,052 - - 32,052
Liabilities at amortised cost ........ccceeeeunnns eeeeeeeeeeeeeeennnnns 720,318 - - 720,318
Financial liabilities at fair value
Short POSItION IN DONAS ...eoiiiiiicieciecee et sa e e e eaeeaee - 11,111 - 11,111
Derivatives - 187 - 187
Financial liabilities at fair value ...... - 11,298 - 11,298
Other financial llabilities ........veveiiiiiiiee e e e e e earreeeeeen 32,787 - - 32,787
Financial liabilities .......... . 753,105 11,298 - 764,403

Included in unlisted Bonds and debt instruments designated at fair value at 31 March 2013 is the Dromi bond, which the Group
received when acquiring deposits from SPRON hf. in March 2009 and was closed by contract at year end 2013.
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21. Financial assets and financial liabilities, continued

Bonds and debt instruments designated at fair value specified by issuer 31.3.2014 31.12.2013 31.3.2013
Financial and iNSUraNCe CHIVITIES ....ecvviieiieeeeiiecctee et eere et eve e e streesbeeesabeeeareesbeeesnbeeennes 1,367 1,363 69,883
Public administration, human health and social actiVities ..........ccccceeevieeieeciieie e 65,342 55,007 47,607
[Ofo] e To ] =1 {1 P PP PP P PPPPPPRPPP 1,014 1,044 1,065
Bonds and debt instruments designated at fair value .........ccccceeeeeeennns erreensseeeeerenennnnnann 67,723 57,414 118,555

The total amount of pledged bonds at the end of the period was ISK 19.0 billion (31.12.2013: I1SK 18.4 billion and 31.3.2013: 21.3 billion
ISK). Pledged bonds comprised Icelandic Government Bonds that were pledged against funding received and included in Due to credit
institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

Settlement of Dromi Bond

At the end of 2013 the Bank reached an agreement with Eignasafn Sedlabanka islands ehf. (ESi) on the settlement of a bond issued by
Drémi hf. in 2009, when deposits from SPRON were transferred to Arion Bank. The bond was secured with all Drémi's assets and also
with a hold harmless statement from the Ministry of Finance and Economic Affairs. The bond was due in June 2014 with a possible
extension to 2015. The agreement stated that the Bank would acquire loans to individuals held by Drémi hf., Frjdlsi hf. (subsidiary of
Drémi hf.) and Hilda hf. (entity held by ESi). The Hilda loans transferred were previously owned by SPRON but pledged against liabilities
with the Central Bank.

The bond, with a book value of approximately ISK 70 billion, will be fully settled through this agreement and the settlement of the
potential value of business relationships attributable to the deposits transferred from SPRON in 2009. In respect of these transactions
and the former customers of SPRON and Frjalsi fjarfestingarbankinn that became the customers of Arion Bank when their loans are
transferred, business relationships worth ISK 1 billion were capitalized. The financial effect of this settlement was as follows:

2013
o LT E o ol 1) o 4 =T PP PPPPPPPPTPPP 49,977
FINANCIal INSTIUMENTS, DONGS ...c.vviiiiciecieceee ettt e et e et e et e et e e teeabeeabe e beeteenseesse e beebeeseensaesbeessseseassenseesssaseanseas (69,020)
INTANGIDIE @SSELS ..uvveveeieieitiesierte ettt te et e st e st e et e et e et e e teeatesaaeestaesteaaeesaseesseesteeaeesaseesseesseeaeeesseesbeesbeenteenseenbeenbeenteenseenrenn 1,000
(014 =T T =]« RSO S SPURRRURRPRRRRRRPRRY 1,675
TOtal €ffECt ON ASSELS wiiiiiiiiieriiiiiiiiinetiiiiisietetsiesssnsesssssssssresssesssssnsesssssssssnsssssssssssssssessssssnsassssssssnsasssssss (16,368)
[T T 1Y | £ SRSRPSPS (15,374)
TAX HHADIIIEIES .uveeureete ettt ettt et e e e te et e ebe e be e be e seeaseeabe e beessseaseanseenbeesssensaansaebeesssenssanssesaenseesaasaessaesssensaanseansen (234)
Other liabilities 178
Total effect on liabilities . rerererreeeeeennnnnens reeerenreeeeeennnnnens (15,430)
Interest income on Drémi Bond .. 444
NET IMPAITMENT ON JOGNS ..eeviiiiiiiiieie ettt ettt et e et e et e e be e te et e e bt esbeesbeesteenseesbeesseenseenseesseesseenseenseeseesseenseaseeseesseenseans (1,616)
I D =0 o 1= TSP PORROUPPPPRON 234
Total effect on Net earnings ........cccceerennane rerssenrereiesessnteeesesssnntanesesnans rersresrereiesessneaessesssnntanesesnnns (938)

The remaining balance of 1.7 billion was settled in April 2014.
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22. 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 year.

Assets and liabilities recorded at fair value by level of the fair value hierarchy
31.3.2014 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNSTFUMENTS ......ocvveieeieiciie ettt e e etae e s erae e eneeeeaaeeens 19,558 51,053 1,247 71,858
Shares and equity instruments with variable inCOme .........ccccoevieeiiieecie e, 4,510 14,400 367 19,277
DIEFIVATIVES oeeiiiiiiiiie ettt e ettt e e e ettt e e e e e rtbae e e e e e aaeeeeesatbaeeaesasaeeeessnsraeessesbaneaean - 1,040 - 1,040
Securities Used fOr NEAGING .....cccviieie et 6,023 1,512 - 7,535
INVESEMENT PrOPEITY ..oeeiiiiee ittt e s e e e s s saabae e e s esbbnaeeas - - 28,503 28,503
Assets at fair value ... erreesnneeeeerenennns ereeennnreeeererennnnnnn 30,092 68,005 30,117 128,213

Liabilities at fair value

Short Position IN DONAS ......eoiiiicie e e e 8,600 - - 8,600
DIBIIVALIVES «.eveeieieeeite ettt ettt e s e e sabe e st e e st e e s aae e s bt e e s taeesabeeebbeenas - 545 - 545
Liabilities at fair value . ereennseeeererennnnnnne 8,600 545 - 9,145
31.12.2013

Assets at fair value

Bonds and debt iNSTFUMENTS ....eecciveiiiieeciee ettt et etre e e rae e sne e e eaaeeeas 21,411 39,531 1,229 62,171
Shares and equity instruments with variable iNnCOme .........cccoevieeiiieccie e 3,570 13,441 438 17,449
Derivatives ......cccccvveeeeenns . - 1,070 - 1,070
Securities Used fOr NEAGING ....cccvieeiie et e e sae e 4,495 1,356 - 5,851
INVESTMENT PrOPEITY oottt e e s e s s e e snee e saneeeas - - 28,523 28,523
Assets at fair value ... eereennneeeeererennns erreenaneeeeererennnnnnn 29,476 55,397 30,190 115,063
Liabilities at fair value

Short Position IN DONAS ......oociiicee et rae s 8,199 - - 8,199
DIBIIVALIVES «.eeeeiiieeette ettt ettt s e s e e s bt e e s ta e e s abe e s bte e s baeesabeeebreenas - 761 - 761
Liabilities at fair value . ereennseeeeeerennnnnens 8,199 761 - 8,960
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22. Fair value hierarchy, continued

31.3.2013 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNSTFUMENTS .....cocveiieieeciee ettt ettt etre e e rae e sreeeeaneeens 6,954 117,418 1,154 125,526
Shares and equity instruments with variable iNnCOmMe .........ccccocvveeiieeccie e 2,405 14,215 355 16,975
Derivatives . - 1,179 - 1,179
Securities Used fOr NEAGING .....ocovviieiie e e 934 918 - 1,853
INVESEMENT PrOPEITY ..oeeiiiiiiiiiieee et e e s e e e as - - 28,112 28,112
Assets at fair value ... . errersnsreeeererennnnnnn 10,293 133,730 29,621 173,644
Liabilities at fair value

Short Position IN DONAS ......ecciiicee e e et eaes 11,111 - - 11,111
DEIIVATIVES ..onviiiiiiieietee e et - 187 - 187
Liabilities at fair value . eeeennneeeererennnnnens 11,111 187 - 11,298
There have been no transfers between Level 1 and Level 2 during the period (2013: 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

31.3.2014 31.12.2013 31.3.2014 31.12.2013 31.3.2014 31.12.2013

Balance at the beginning of the period .........ccceevvvveviveeecineenns 28,523 28,919 1,667 1,935 30,190 30,854
Fair value adjustments ......ccccoevvereerienienie e - 1,219 (53) 231 (53) 1,450
AItIONS .. 181 1,804 - - 181 1,804
Disposal (201) (3,419) - (407) (201) (3,826)
Transfers out of Level 3 .......coveiieiieciceeeee e - - - (92) - (92)
Balance at the end of the period ........ccovvveiiiiiiirnneiiicsisinnnns 28,503 28,523 1,614 1,667 30,117 30,190

Within line items in the Consolidated Statement of Comprehensive Income where gain (loss) related to fair value measurements in
Level 3 is recognised

2014 2013
1.1.-31.3. 1.1.-31.3.

NET INEEIEST INCOME ...ttt e et e et e e bt e st e e e e ar e e s ss e e e be e e aasee s sbeesasaeeanneesnneesnneean 19 27
NEt FINANCIAL INCOMIE c..viiiiieie ettt e et e b e e e et e et e e be e b e et e et e esseesbeesbeesseenseesseesseensaanseessenne (72) 27
Other OPEIratiNg INCOME ....icueiiieeie ettt e e e e et e et e e be e beeste e be e be e beeebe e seasaanseestsessseseasseessaesssasssassaesseenseans - (19)

Gain (loss) recognised in the Consolidated Statement of Comprehensive Income (53) 35
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22. Fair value hierarchy, continued

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

31.3.2014 Carrying Fair Unrealised
Financial assets not carried at fair value value value  gain (loss)
Cash and balances With Central DanK ..........cccveeeieeiiiiiieecreee et e e eeerre e e e e e str e e e e e eaanes 18,744 18,744 -
LOANS O Credit INSTITULIONS ..iccvvieiciieeciee ettt ettt eetee et e e tbe e e staeesbeeesabeeessseesnnreesabeeennseesnnnes 95,158 95,158 -
LOGNS O CUSTOMEBES ..eiievieiteie et eetee e ettt e eette e et e eeateeeeaeeeeseeeeseeeebessenteseesseseesaeeenseeeassessseseeseesenseeases 642,341 633,009 (9,332)
Other fINANCIAL @SSELS ..viiviiicieeietii ettt et e et e e etae e etr e e etbeeeetseeebeeeesbeeessseesseeessbeeensseesnreens 6,802 6,802 -
Financial assets not carried at fair value ......... erereeeeeeeesesennnnnns 763,045 753,713 (9,332)

Financial liabilities not carried at fair value

Due to credit institutions and Central DANK ..........cccveeeviieieeieieeeceeeee e 25,915 25,915 -
DPOSITS vuvervetieteeitetet sttt et et e b et et e sheeh e st e st et e be s he bt ekt e Rt et et e ehe b e ke e Rt ent et et e benbeeheeaeeneentetete e 470,665 470,831 (166)
BOITOWINES .vvteeeitieeiite ettt sttt ste e sttt s et e s e st e e s bt e e s ateesaaaeessbeeesabeesaseeesabteenasaesbseesnseeenaseesnnseesbaeanas 203,226 197,280 5,946
¥ oY1 o [T g X €=To Lo [ LSRR PR PURRRRPOY 31,297 31,297 -
Other fiNanCial ADIlITIES ....eeicveiiiie ettt ebe e e e be e eeareeeabe e e sabeeeneeesaneeens 32,819 32,819 -
Financial liabilities not carried at fair value 763,922 758,142 5,780
31.12.2013

Financial assets not carried at fair value

Cash and balances With Central Bank ........c.eooviiieiiiiiie et eree e 37,999 37,999 -
Loans to credit institutions ... . 102,307 102,307 -
LOGNS O CUSTOMEBES ..viiuvieecirieitteeereeeeteeeeeteeeereeeetseesetseesseeeesseeeesssesnsaseesseesasseesnseeeasseeensssesseeensreeanses 635,774 626,825 (8,949)
Other fINANCIAI @SSEES ...coiiveiee ettt eeere e e e eet b e e e e e etbr e e e e eesaaaeeeeeetbbaeeeeeateeeeeeesraseeeennsnes 5,746 5,746 -
Financial assets not carried at fair value .......c.ceeeeeeeeeeeeeeeenneeeeeeeieneeenennn, eeereeeeeeeeesensnnnnes 781,826 772,877 (8,949)
Financial liabilities not carried at fair value

Due to credit institutions and Central DanK .........ccccveeiiiiiiiieee it errae e e eaanes 28,000 28,000 -
DBPOSITS ettt ettt ettt bbbttt h bbbt a ettt e et e eheeheeae et et e ne et 471,866 472,063 (197)
Borrowings .. . 204,568 196,981 7,587
SUDOIAINGTEA [0ANS ...veiiieeieiiieciee ettt ettt e e e et e e e reeeebbeesbeeeeaseeeebseesseeensseeeesseesseeennseeensseenns 31,918 31,918 -
Other fiNanCial llabilities ........eeeiiiiiiiiee et e e era e e e e e s eabaeeeeeestraeeeeesnnraeeeeeens 36,747 36,747 -
Financial liabilities not carried at fair value teeeeeeeeeeeeseeesesesesssssnrnnnrnnnrene 773,099 765,709 7,390
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22. Fair value hierarchy, continued

Fair Unrealised
value gain (loss)

28,099 -
103,444 -
553,935  (11,591)

5,708 -

31.3.2013 Carrying
Financial assets not carried at fair value value
Cash and balances With Central DankK ..........cccuveeeieeiiiiiieeiriee e eeare e e e e e enrae e e e eaanes 28,099
LOANS O Credit INSTITULIONS ..iecuveiierieeciee et ettt ettt et e e et e e etbe e e saaeesbeeesabeeennseeennreesabeeennseesnrees 103,444
[Io T T F o oW 1) o1 4 1] o U U 565,526
Other fINANCIAL @SSELS ..viivieicieeietie ettt ette et e et e e etae e e e e e etbeeeesseesbeeeesbeeessseesseeessbeeessseesnneeens 5,708
Financial assets not carried at fair value ......... ereennneeeererennnnnnns 702,777

Financial liabilities not carried at fair value

691,186  (11,591)

Due to credit institutions and Central DANK ..........ccveeeviieieeiceeecre e 21,617 21,617 -
DIBPIOSIES +euveeteeiteeiteeste et e st esteesteeete e te e te e te e beeebe e teeabaeabeeabe et e e te e beebeebeeseeba e baeateeaseeaseeareenteeaseenrean 462,255 462,775 (520)
BOITOWINES .uvveeeitieeiiee et sttt ste e sttt s e st e st e e st e e e s ateesaaeesabteesaseesabseesabaeenasaesssaesnsaeenaseesnnseesbaeenns 204,394 201,505 2,889
¥ oY ] [T g =X €=To (o [ LSS OO PRSP UURRRRPOY 32,052 32,052 -
Other fiNanCial ADIlITIES ....eeecveeiciie ettt ebr e sbe e eeareeeabe e e eabeeenneesaneeens 32,787 32,787 -
Financial liabilities not carried at fair value 753,105 750,736 2,369

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.

Derivatives

31.3.2014

Forward exchange rate agreements, UNIISTEA .......cccveviirierieiieneeneese sttt seeseeseeeseeesreesraessaesnnesanenes
Interest rate and exchange rate agreements, UNTISTE ........cccuiieiiieiiiiie et e e naaee s
Bond swap agreemeNts, UNISTEA ........cciecuiiiiriieieeie ettt ste et ste e e steeste et e e b e e beesteeseebeesbeeseenseensens
Share swap agreemeNnts, UNTISTEA .......coiuii i ettt ee et ee e e et e et e e ta e e s tee e nteeesaeesstaeesnseessseesnseeanneen
Options - purchased agreements, UNISTEA ........ccviiuieiiieiiiriiieieeie ettt eesteeae e b e e beesteeteenseesbeeseenes
Derivatives ......... e
31.12.2013

Forward exchange rate agreements, UNTISTEA .......ccveviirieriiiieneenieseeseese et seeseesraesaeesreesaaessaesnesaneees
Interest rate and exchange rate agreements, unlisted ...

Bond swap agreemeNts, UNISTEA ........cciecuiiiiiiiieie ettt ettt et sa e e e te e te et e e b e esbeesteeseebeesbeeseenseensens
Share swap agreemeNnts, UNTISTEA .......coouiiiiiie et ee et ee e e et e e te e e ta e e e tae e aseessaeesstaeesnseessseesnsaaannnen
Options - purchased agreements, UNISTEA ........ccveviieiiieiiiriieiiecie et e et beeteetessae e beesteesesnseeseeseenes
Derivatives ......... e
31.3.2013

Forward exchange rate agreements, UNTISTEA .......cccvvviirieriinieneeneeseeseese et se e sre e s e seeseeseaessaesnnesanenes
Interest rate and exchange rate agreements, UNIISTE ........cccuiieiiieiiiieciie ettt e e naaee s
Bond swap agreemeNts, UNISTEA ........ccvecuiiiiiiieiieie ettt ste et et e e e steeste e teesbeebeete e seebeesbeenseensesnsens
Share swap agreemeNnts, UNTISTEA .......coouii ittt ee et e e et e e s ta e e etee e nteeesaeessteeennseessseesnseeannnen
Options - purchased agreements, UNISTEA ........ccveviieriieiiiriiiiiecte et be et eaeesae e aeesteeseenneeseeaeenes
Derivatives ......... e
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Fair value

Assets  Liabilities

35 26
282 90
25 34
257 370
441 25
1,040 545
68 20
518 42
4 54

33 632
447 13
1,070 761
247 70
427 N
49 65
23 44
433 8
1,179 187

Amounts are in ISK millions
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23. Offsetting financial assets and financial liabilities

Financial assets subject to enforceable master netting arrangements and similar arrangements

Reverse repurchase agreements have been made for assets amounting to ISK 10,972 millions (31.12.2013: 10,381 millions) to meet
short positions on derivative contracts amounting to ISK 8,600 millions (31.12.2013: ISK 8,199 millions). Other nettings are similar to
year end nettings, including the netting of Deposits against Other assets.

Accounting policies for offsetting are provided in Note 53 in the Annual Financial Statements for 2013.

24. Investments in associates

The Group's interest in its principal associates 31.3.2014 31.12.2013 31.3.2013
Audkenni hf., Borgartun 31, 105 Reykjavik, Iceland . 20.0% 20.0% 20.0%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom ...........ccceeveeneene 45.8% 45.8% 30.1%
Farice ehf., Smaratorg 3, 201 KOpavogur, ICEIaNG .......ccecueriiriieriieiesie et 39.3% 39.3% 43.5%
GO fjarfesting ehf., Undirheimar, 845 FIUGir, ICEIANG .......cevevvveiiieeiee et 30.0% 30.0% 30.0%
Klakki ehf., Armuli 3, 108 Reykjavik, Iceland ...........cccovvvvvveeveennnee. . 31.8% 31.8% 36.3%
Reiknistofa bankanna hf., Kalkofnsvegur 1, 150 Reykjavik, Iceland .........ccocevveenieniininicniienieneee 21.7% 21.7% 23.3%
Reitir fasteignafélag hf., Kringlan 4-12, 103 Reykjavik, Iceland ..........cccocuervvercieriieniieniieeiecieeieeieens 42.7% 42.7% 42.7%
Sementsverksmidjan ehf., Manabraut 20, 300 Akranes, Iceland .........cccceeeceeeeieeeiieeccee e - 23.6% 23.6%
Skipti hf., Armula 25, 108 Reykjavik, Iceland ..........ccccevvvveevenncee. . 38.3% 38.3% -
SMI ehf., Smaratorg 3, 200 Képavogur, Iceland - - 39.1%
Investments in associates

Carrying amount at the beginning of the Period ... 17,929 7,050 7,050
Additions dUring the PEFIOM ......cc.eiiiiiiiieie e e e e st e e saae e ebe e e snbeeennaeesnreen - 8,903 11
Dividend .....cccoeveereenieninens - (10) -
Exchange difference (80) - -
Share of profit (loss) of associates and reversal of iIMpPaAIrMENt .........ccceceevieeiiriieieece e (64) 1,986 -
Investment in associates ereeenseeeererennnnnens 17,785 17,929 7,061

On 27 March the shareholders of Sementsverksmidjan ehf. agreed on a write down of all of issued shares of Sementsverksmidjan ehf.
After the write down the Bank's shareholding is nil.
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25. Tax assets and tax liabilities

31.3.2014 31.12.2013 31.3.2013
Assets  Liabilities Assets  Liabilities Assets  Liabilities
[0 T =T o) A - ) QPP PU PP PPPPPPRN - 4,239 - 3,698 12 2,404
Deferred taX .ooeiee ettt 409 1,024 818 1,226 495 1,079
Tax assets and tax liabilities .......c.cceveveeereeerereeeeieieieieneneneeeenn 409 5,263 818 4,924 507 3,483

26. Other assets

Non-current assets and disposal groups held for sale .........ccecvvieeiieeciie e
Property and @QUIPMENT ....c..couiiiiieieier ettt ettt et n e e
ACCOUNTES FECERIVADIE ...ttt sttt st esaee st e s e e saeesaeens
PrEP@id EXPENSES ..vevuveeerieieeteeteeteeteeteeteeteesteeteebeesbe e beesteenseesbaebeeteenseenbeebeenteente e beenbeeteenteenren
ACCIUBH INCOME ...ttt ettt ettt et e et e bt e bt et e et e e bt e bt et e ebe e bt e be e beebe e st e beeabeebeebeebeenbeenee
Unsettled SECUNItIES TradiNg ......ocvvevieiieiie ettt st ae st e a e s b e e aesaeeaesaseesaeenseenseens
Ve [V EY =] Y SR
Other assets ........cceveeeerineeiiseensnneenes e

Non-current assets and disposal groups held for sale

LEEAI ENTITIES .veeuvieiieiieieeie ettt ettt ettt et et e bt e s be e st e e se e beesbeesbeesseensaesbeesbeenseenseesseesaeenseanseas
AISSOCIALES uteeeiiee ettt ettt ettt e ettt e bt e ettt e et e e e h bt e e bt e e n et e b bt e e b et e e ne e e ne e e e rae e e nneesnneesneeeannee
REAI BSTATES ...ttt sttt b bbbttt b e bbbttt b e et eheeae e es
ONEI @SSEES ..ttt ettt ettt ettt e bt b e et e e bt e b e e be e be e bt e be e be e be et e e be e beeebeebeenean
Non-current assets and disposal groups held for sale ..........cccceiiiiiirnnneiiiiiiinnnniiinneennn.

31.3.2014 31.12.2013 31.3.2013
10,217 10,046 10,877
6,961 6,943 6,353
5,135 4,610 4,028
950 690 925
877 619 499
387 255 833
597 413 560
25,124 23,576 24,075
296 300 432
5,457 5,457 6,384
4,431 4,150 4,029
33 139 32
10,217 10,046 10,877

The legal entities are subsidiaries that were acquired exclusively with view to resale and are classified as disposal groups held for sale in

accordance with IFRS 5.

The main associate classified as disposal groups held for sale in accordance with IFRS 5 is HB Grandi hf. (31% share).

Real estates and other assets classified as non-current assets are generally the result of foreclosures on companies and individuals.

Liabilities associated with the legal entities held for sale .........cocvveiiieciiie e

27. Other liabilities

ACCOUNTES PAYADIE ..eiivieiiiiietieseereertere ettt st s e s e s e e saee st e e s seesseesaeessaesseesaeesasesssesssasnsesnsesssens
Provision for settled FX T0ANS ......oouiiiiiiieieeeeeeee ettt sttt st s
Unsettled SECUTItIES TradiNg ....c.oovvevieriirieeie st ste sttt st ae s e e s b e s aesaeeaeesseesaeenseenseens
Depositors' and investors' gUArantee fuN ........ccccueeeiiie e
INSUTANCE CIAIM ettt b et s bbbttt et e s bt sbeebeeae et entenne
AV o] oo o [T Y= - 3 RS S
Non-current liabilities and disposal groups held for sale .........ccccovieriiniiniencececee e
(2% [0 Q11 TSRS
SUNAIY ADTTITIES 1evvieiieerieieeie ettt ettt e et e e et e e ste et e e aeesbeesseesseeseesseesseenseensens
Other liabilities ..... SN
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31.3.2014 31.12.2013 31.3.2013
560 567 758
17,665 19,264 17,930
4,126 4,524 5,440
783 144 738
2,875 2,886 2,890
2,279 2,266 2,235
355 1,552 406
560 567 758
3,540 2,835 427
7,638 9,629 9,256
39,821 43,667 40,080

Amounts are in ISK millions
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28. Borrowings

Maturity

Issued Maturity type Terms of interest 31.3.2014 31.12.2013 31.3.2013
Covered bond in ISK 2013 2019 At maturity Fixed, CPI linked, 2.50% 4,588 4,453 -
Covered bond in ISK 2012 2015 At maturity Fixed, 6.50% 4,437 4,378 4,062
Covered bond in ISK .........ccevvveeeeennes 2012 2034 Amortizing Fixed, CPI linked, 3.60% 2,544 2,603 2,356
Covered bond in ISK .......ccovvevveeenenne 2008 2045 Amortizing Fixed, CPI linked, 4.00% 21,340 21,361 4,566
Covered bond in ISK ........cccevvveeeeennes 2008 2031 Amortizing Fixed, CPI linked, 4.00% 4,898 4,934 19,416
Covered bond in ISK .......cccvvevuveeenenne 2006 2048 Amortizing Fixed, CPI linked, 3.75% 77,933 77,894 70,794
Covered bond in ISK .........ccevvveeeeennes 2005 2033 Amortizing Fixed, CPI linked, 3.75% 17,772 17,873 27,423
L0103 =T =T o N o T [ 133,512 133,497 128,617
Senior unsecured bond in NOK ......... 2013 2016 At maturity Floating, NIBOR + 5.00% 9,312 9,356 10,403
Senior unsecured bond in ISK ............ 2010 2018 Amortizing Floating, REIBOR + 1.00% 2,716 2,662 3,257
Senior unsecured bond in EUR .......... 2009 2018 Amortizing Floating, EURIBOR +1.00% 2,173 2,202 2,659
Secured bond, Landfestar in ISK ........ 2010 2044 Amortizing Fixed, CPI linked, 4.70% 2,995 2,932 2,953
Bonds issued ........ccceeevueeiiineeinnees N 17,197 17,152 19,272
Central Bank, secured, various curr. .. 2010 2022 At maturity Floating, LIBOR + 3.00% 52,175 52,998 55,981
(014 0 1= OO OO OO 343 922 523
(014 =T o o T T T 52,518 53,920 56,504
BOIrOWINGS ...ccovueriiineeriineeissneensneenes N 203,226 203,226 204,394

Book value of listed bonds was ISK 23,899 million (31.12.2013: ISK 23,770 million and 31.3.2013: ISK 9,938 million) at the end of the
period. Market value of those bonds was ISK 24,252 million (31.12.2013: ISK 24,472 million and 31.3.2013: ISK 10,621 million).

The Group did not repurchase any own debts during the period (2013: nil).

29. Subordinated liabilities

Maturity
Issued Maturity type Terms of interest 31.3.2014 31.12.2013 31.3.2013
Tier Il capital in various currencies .... 2010 2020 At maturity Floating, LIBOR + 4.00%* 31,297 31,918 32,052
Subordinated liabilities ......cc........... eereesnneeeeerenennns 31,297 31,918 32,052

* In 2015 and thereafter 3 month EURIBOR/LIBOR +500 basis points.

30. Pledged assets

Pledged assets against liabilities 31.3.2014 31.12.2013 31.3.2013
Assets, pledged as collateral against DOrTOWINGS ......ccvevviiriiiiiiiieiereeeere e sae e 260,825 258,762 253,594
Assets, pledged as collateral against loans from credit institutions and short positions .................. 19,004 18,440 21,294
Pledged assets against liabilities ........cccovveeriiiiiinnnnniiiiiinnneniinninnenennnneeen. 279,829 277,202 274,888

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 261 billion at the end of the period (31.12.2013: ISK 259 billion and 31.3.2013: ISK 255 billion).
Those assets were mainly pool of mortgage loans to individuals, loans to municipals and loans to state related entities. The book value
of those borrowings was ISK 189 billion at the end of the period (31.12.2013: I1SK 190 billion and 31.3.2013: ISK 185 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.
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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 Number

(million) 31.3.2014  (million) 31.12.2013 (million) 31.3.2013

Issued share capital .....cccovvereenieneerie e 2,000 75,861 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 31.3.2014 31.12.2013 31.3.2013
STALULOIY FESEIVE ittt e e s et e e e e s bat e e e s s s bteeeeeaasbaeeeeeaabaaeesssasbaeeeesassaaeessnns 1,637 1,637 1,637
Foreign currency translation FESEIVE .......cccvicieiiiiierie et cte sttt ee e e te s e be e teesaeeaeeaeeteenee 2 - 1
Other reserves ...... .- . . - errennnreeeeeerenennnnnnes 1,639 1,637 1,638
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OFF BALANCE SHEET INFORMATION

32. Obligations

Guarantees, unused overdraft and loan commitments the Group has granted its customers 31.3.2014 31.12.2013 31.3.2013
GUATANTEES ittt e ettt e eeaaeeeeeeeeeessasaa s aaaaaaaabtsbeeeeeeeeeeeeeaeaaeaaaeeeesseesssssssssssssssssssssnnennnneenees 9,262 9,922 9,557
UNUSEA OVEIATATES ...eiiiiiiiicieeee ettt e et e e e e tbr e e e e e etbaeeeeesataeeeseentbaeeeeenssseeeeeesnssaeeeeans 37,677 37,371 35,108
LOAN COMMITMENTS 11eiiiiiiiiiee ittt ee et e et e e e et e e e e ssabe e e e e eatbaeeeeeabaeeeesssnsseeessenssaseesessnsaeeessasrens 56,381 48,585 37,944

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.
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
31.3.2014 31.12.2013 31.3.2013

ASSEtS UNAEr MANAZEMENT .o.vviiiiieiieieiteeieeteeteeteseestesteetessaessaeeeesseesssesssesseesseesssesssesssesssesssesssens 907,628 895,457 873,356
J Y=l AU T Vo [T oo U1 o Yo 1Y S 1,429,206 1,490,888 1,403,746

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. 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 Icelandic Competition Authority (ICA) has opened a formal investigation into practices of all card issuers in Iceland, including the
Bank, and by two card payment acquirers, including Valitor. The investigation was initiated by a complaint by Kortapjonustan hf., a card
payment acquirer, in 2009. The case concerns alleged concerted practices through associations of undertakings connected to decisions
on multilateral interchange fees and alleged anti-competitive practices towards competitors in the field of acquiring.
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34. Legal matters, continued

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 investigations and outcome of the cases before the ICA is still uncertain as well as any effect on the Group. However,
if the Bank or Valitor will be deemed to have violated the Competition Act, it could result in a fine or restrictions by the ICA.

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. Valitor has referred the decision to the courts of
law for annulment.

In 2012 Kortapjonustan hf. filed a suit against Valitor claiming damages for the alleged loss suffered by Kortapjénustan hf. due to
alleged breaches of competition law based on a settlement made by Valitor with the ICA, published in ICA decision No 4/2008. The case
is still being contested before the District Court of Reykjavik. In July 2013 Kortapjénustan hf. filed another suit, now against the Bank
and Valitor, as well as Landsbanki, islandsbanki and Borgun, claiming damages for the alleged loss suffered by Kortapjonustan hf. in
relation to the alleged breaches of competition law based on the complaint to the ICA in 2009, stated above. The case is being
contested before the District Court of Reykjavik.

Legal proceedings regarding the Bank’s variable interest rate

Two borrowers have issued summons against the Group where they claim that a clause in their mortgage loan (in foreign currency),
where it is stated that the bond shall bear a variable interest rate, which the Bank was authorised to change, is illegal and unbinding.
The borrowers make e.g. the claim that it will be recognised by the court that said clause on interest rates is illegal. The Bank defended
against the borrowers’ summons and with a judgment on 20 December 2013 the Group was acquitted. The case has been appealed to
the Supreme Court of Iceland. If the Supreme Court sides with the borrowers, it could have a negative effect on the Bank’s loan
portfolio with variable interest rates in foreign currency (i.e. foreign currency-linked loans in ISK) and also in ISK.

ii) Other legal matters

Legal proceedings regarding CPI loans

There has been discussion in the media where it has been claimed that the indexation of the principal of mortgage loans to consumers
to the Consumer Price Index (CPI) is possibly illegal and therefore the appreciation of the principal of each loan, due to the rise of the
CPI, should be annulled. Reportedly, there are two court cases in motion regarding this issue, but the Bank is not a party to those
cases. In 2013, the Supreme Court requested an Advisory Opinion from the EFTA Court in two separate cases regarding the
interpretation of certain provisions of an EC directive, in cases where the disagreement is whether the CPl-indexation of a consumer
loan is in accordance with certain provisions of Icelandic law on contracts and consumer loans. If successful in a court case, one
possible outcome is that a debtor would receive a part or all of the CPl-indexation of his loan annulled. The Group considers the
possibility of this happening unlikely, and has therefore made no provision due to this.

iii) Legal matters concluded

Legal proceedings regarding Stefnir hf.

In October 2011 the winding-up committee of Landsbanki {slands brought legal action against Stefnir hf. demanding the annulment and
repayment of payments made by Landsbanki {slands of money market deposits which matured in early October 2008 to two funds
managed by Stefnir. The amount involved was ISK 450 million plus interest. As a result of this judgment by Reykjavik District Court,
Stefnir, on behalf of the two funds, was ordered to repay the amounts. The company made provision in respect of this case in 2012.
The case was appealed to the Supreme Court of Iceland where Stefnir was acquitted on 16 January 2014 and the provision has been
revised in the accounts for 2013.

Arion Bank Interim Consolidated Financial Statements 31 March 2014 34 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

35. The uncertainty regarding the book value of foreign currency loans

As summarized in Note 37 to the Annual Financial Statements 2013, the book value of foreign currency loans has been subject to
uncertainty arising from various court cases and changes in law since the Group’s formation in 2008. This uncertainty continues in
2014 and the Group constantly monitors judgments in court cases it is party to as well as other relevant court cases to refine its
provisions on foreign currency loans.

After consideration of such judgments, the Group has provisioned a total amount of ISK 22.5 billion of which ISK 17.7 billion have been
written-off since 2011.

Although there is more clarity in the matters of foreign currency loans, due to the judgments pronounced by the Supreme Court of
Iceland in 2013, there still remains uncertainty regarding those loans, e.g. what interest rate foreign currency-linked loans should bear
from the date they are recalculated and until their final maturity. Nevertheless, the Group considers its portfolio of foreign currency-
linked loans fully provisioned for the most likely outcome.

36. Events after Balance Sheet date

In April 2014 the Bank sold 18.8% share in HB Grandi hf. in connection with the listing of the company on NASDAQ OMX Iceland. Prior
to the sale the Bank held 31% share in HB Grandi. A substantial profit from the sale will be recognised in the Statement of
Comprehensive Income in the second quarter of 2014. The Bank's aim is to further reduce its remaining shareholding in HB Grandi hf.
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RELATED PARTY

37. 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 (ISFI, 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
31.3.2014 Assets  Liabilities balance
Shareholders with control OVer the GroUp ..........covecieiieciececeeeee e s st 1,238 (62,771) (61,533)
Shareholders with influence OVer the GroUP .......ccceerieiiiiieieeseerereeree e ees 242 (22) 220
Board of Directors and key Management personnel .. . 182 (82) 100
Associates and other related Parties ......ccvveeieeie ettt eaeens 36,050 (19,637) 16,413
Balances with related parties ............ . 37,712 (82,512) (44,800)
31.12.2013

Shareholders with control OVer the GroUP ........c.ccveviiiieiiesiertesee e s 554 (63,949) (63,395)
Shareholders with influence OVEr the GrOUP .......ccceeiuieiiicriiecieceeceecee et 19 (2,003) (1,984)
Board of Directors and key Management Personnel .......cccoceeveereeneeneeneeneeneesieeseeseeseeeseeenseennes 228 (68) 160
Associates and other related Parties ......ccecceeceece et ettt et e re e 36,546 (19,015) 17,531
Balances with related parties .........ccccceecinnneiiiiicsnnnnensnissssnnenns rerssnreresesssnnnans . 37,347 (85,035) (47,688)
31.3.2013

Shareholders with control OVer the GroUp ..........coieiieiiecie e e st 758 (57,984) (57,226)
Shareholders with influence OVer the GroUP .......ccceerieriiriereeseesereeee e s s ees - (1,976) (1,976)
Board of Directors and key Management PersONNEl ........ccccccueeiiuieerieeeiiee e esieeeseeesieeeseeeesreeeenns 128 (76) 52
Associates and other related Parties .....cciieeiieieeciceee e e eaeens 55,599 (17,867) 37,732
Balances with related parties ............ . 56,485 (77,903) (21,418)
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RISK MANAGEMENT DISCLOSURES

38.

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 Consolidated Financial Statements for 2013 and in the Pillar 3
Risk Disclosures for 2013, published on the Bank's website, www.arionbanki.is. The Pillar 3 Risk Disclosures are not audited.

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 Consolidated 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
31.3.2014 31.12.2013 31.3.2013

Cash and balances With Central BankK ..........cccuvuviieeeiiiiiiiiieeeciiieee e eerirre e e e eeeirreeeeseeeeeesbreeeeeeeesnsaeeeens 18,744 37,999 28,099
LOANS 1O Credit INSTILULIONS ..ovvviiirie it ceeee ettt et e e te e e rr e e et e e en earaeeetseeeesseeesaseeennseeennseeas 95,158 102,307 103,444
[ o =T E o T oW 1) o 1 4 1=T U 642,341 635,774 565,526
FINANCIAL INSTIUMENTS 1.vviiiveecciee ettt ettt e et e e e be e e sbe e e ebaeesbaeeseessseeeasseeennseeensseeensreeesnrees 74,228 63,731 127,574
Other assets With Credit FiSK .......ccviiei ittt e e e e e strreeeeeeeaaneeeeeeenrees 6,802 5,746 5,708

Total on-balance sheet maximum exposure to credit risk 837,273 845,557 830,351

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

FINANCIAl UAIANTEES ...vieiieiieiie ettt ettt ettt et e s teesaa e e be e beesbeesse e esteeseesssesssesnseenseeseessnenss 9,262 9,922 9,557
UNUSEA OVEIATATES ittt e e et e e e e ettt e e e e e e s eatbaeeesaeeeeessassaeeeeeessseeeeesessraneens 37,677 37,371 35,105
Loan commitments .. 56,381 48,585 37,944
Total off-balance sheet maximum exposure to credit risk ........cccoereriririiiiininiiininininenenssesesesenenenes 103,320 95,878 82,606
Maximum exposure to Credit FisK .......ccccceereieirrrreriiiicrcicrercrcrerc s s sessssssnnnnnn 940,593 941,435 912,957
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38. Credit risk, continued

Loans to customers specified by sectors 31.3.2014 31.12.2013 31.3.2013
INAIVIAUALS .ottt s b e et esbe s bt eae e besbesae e st e besbeeseenbebenbeentententens 48.6% 48.8% 42.8%
Real estate activities and CONSTIUCTION ......cccuiiuiiiiriiriiiee e e 13.6% 13.1% 12.1%
FISHING INAUSTIY ..ttt et ettt b e e bt e be e s bt e sab e sabeenbeenbeenseesnnesane 9.7% 9.6% 12.0%
Information and communication tECANOIOZY ........covveeriiriiiiiiieereese e e 3.6% 3.8% 5.1%
Wholesale and retail trade ..ot et 8.1% 8.7% 9.8%
Financial and iNSUraNCe aCtiVITIES ........cc.evviriierinieieieiestee ettt et 4.9% 4.3% 4.4%
Industry, energy and ManUfaCtUMING ........coueiiiiiiie e e 3.7% 3.5% 4.0%
Transportation .. 2.9% 3.0% 3.8%
SBIVICES .eeitieeett ettt ettt e sttt e et e e st e e et e et ba e e e b b e e e bt e e n b e et e eab et e e ne e e e ne e e e ne e e s ne e e s nneeerneeaas 3.1% 3.1% 3.3%
Public administration, human health and social aCtiVIities ..........cccevvveeeveeeiiie e 1.1% 1.4% 1.8%
AGIICUITUIE aNd fOrESTIY .o.neiieiiiiieie ettt ettt et sb bbbt e s bt e s st e et e e b e ebeenaeas 0.7% 0.7% 0.9%

100.0% 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 in residential properties.
- Corporate loans: Charges over real estate properties, fishing vessels and other fixed and current assets, 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.

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.

Collateral held by the Bank against different types of financial assets

Cash and Real Fishing Other Total
31.3.2014 securities estates vessels  collateral  collateral
Cash and balances with Central Bank ...........coceeeviriiniienicnienieeeeeeenn - - - - -
Loans to credit iNStItULIONS ......cc.ceveiiriiiineeiceceeeee e - - - - -
Loans to customers
INAIVIAUALS . e 672 275,395 52 421 276,540
Real estate activities and cONSTIUCLION ......cceveeevrveeeeeiiiiiieee et 1,182 43,112 12 1,144 45,450
FiShiNG INUSTIY ..c.veiiiiiiiiieieeeeee e 112 2,593 50,218 1,354 54,277
Information and communication technology ........cccccceevciveevciieecciveeennen. 26 1,863 - 19,952 21,841
Wholesale and retail trade ........cocvveeeeeeeeiveeecee e 9,630 12,965 8 20,573 43,176
Financial and insurance activities ........cccccveeeeeeciireeee e e 10,663 720 - 8,933 20,316
Industry, energy and manufacturing .........cccovveeeveerceeneenieeeseeseenee e 304 8,954 49 10,854 20,161
TranSPOrTAtioN ....ueiiieeiieiiiiee e e e e 68 585 53 2,299 3,005
SEIVICES .ottt sttt ettt b et b e s bbb s b be e nne s sbeens 294 3,494 102 9,573 13,463
Public administration, human health and social activities .. 39 3,295 - 148 3,482
AgricUltUre and fOreStry ...cvevievieriiciecieeee e 5 2,240 - 145 2,390
FINaNCial INSTIUMENTS .vvveiiieiieeee ettt e arraee e 4,451 - - - 4,451
Collateral held against different types of financial assets ........cccccevennne 27,446 355,216 50,494 75,396 508,552
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38. Credit risk, continued

Cash and Real Fishing Other Total
31.12.2013 securities estates vessels  collateral  collateral
Cash and balances with Central Bank ........c..ccccevverienininenicnencneceeeeen - - - - -
Loans to credit iNStIEULIONS ........ooiueeiiieiie e - - - - -
Loans to customers
[[aTe 1RV Te TU T | SRS 659 269,700 49 362 270,770
Real estate activities and cONStrUCtioN ........cceeeeeveeeiveeeiieeecree e 3,887 55,427 12 1,053 60,379
FIShiNG INAUSTIY ©oeeeiee e et 89 3,039 52,878 2,361 58,367
Information and communication technology .. 26 1,842 - 20,452 22,320
Wholesale and retail trade ........coccvveeeeeecciiiieee e 6,664 10,095 5 28,447 45,211
Financial and insurance activities .........c.ccccevveeeeeeeeeieee et e 12,416 441 - 9,116 21,973
Industry, energy and manufacturing ........ccccceeeeieeeiiieeciee e 180 8,645 46 10,719 19,590
Transportation 69 563 51 2,310 2,993
SEIVICES «.niitiiiei ettt et e e e sttt e e e e s bb e e e e s s eabbr e e e e e s abbaaeaeseeeas 285 3,314 98 2,994 6,691
Public administration, human health and social activities ..........ccc......... 22 3,190 - 170 3,382
Agriculture and fOrestry ......vvcieeiciie e 5 2,331 - 136 2,472
Financial iNStruments .......cccecevveeeeineeeeieeee e 2,867 - - - 2,867

Collateral held against different types of financial assets ... 27,169 358,587 53,139 78,120 517,015

31.3.2013

Cash and balances with Central Bank ........c.cccccevverieneniineniicnencneeeeeeen - - - - -

Loans to credit iNStItULIONS ........ooiueeiiieiie e - - - - -

Loans to customers
INAIVIAUALS ..ttt s 513 195,591 39 360 196,503
Real estate activities and cONStrUCtioN ........cceeeeeveeeiveeicieeecrre e, 589 45,339 6 557 46,491
FIShiNG INAUSTIY ©oeeeiee e 1,518 2,052 51,677 5,425 60,672
Information and communication technology .. 79 341 - 18,291 18,711
Wholesale and retail trade ........ooccvveeeeieiiiiiiieee e 2,290 11,767 7 20,189 34,253
Financial and insurance activities .........c.cccoeevveeeeeeeiceee e e e 8,934 605 - 10 9,549
Industry, energy and manufacturing .......cccccceeeeiieeiiieccciee e 158 4,394 1 3,362 7,915
Transportation 67 456 51 1,284 1,858
SEIVICES i 163 2,589 73 1,721 4,546
Public administration, human health and social activities ..........ccc......... 30 3,188 - 101 3,319
Agriculture and fOrestry .....cvicieeecie e e 5 1,378 - 84 1,467

Financial iNStruments .......cccecoveeeeineeecieeee e 1,341 - - 68,617 69,958

Collateral held against different types of financial assets ... 15,687 267,700 51,854 120,001 455,242

The information is for loans and collateral at the Bank only.
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38. Credit risk, continued

Neither Past
Credit quality by class of financial assets past due but Individu-
due nor not ally

31.3.2014 impaired impaired impaired* Total
Cash and balances With Central Bank ...........ccouveeeeeiieiiiiiieeeeciiieeeeeeesirreeeeeeeirreeeveeeeeens 18,744 - - 18,744
Loans to Credit iINSTILULIONS ....cccvviiiiiiecieiee ettt ebre e e aee e e e enbeeesnreeenns 95,158 - - 95,158
Loans to customers

ek [a [ do M olo] 4 oTo] - | 1= 1SRN ST PP PO PPPPPPPPPRPPIRE 299,368 19,244 11,788 330,400

LOANS tO INAIVIAUALS ....vvviiiieeiiiieee e ettt et e et e e e e e e e aba e araeeeeeeeaaraeeeens 261,695 40,700 9,546 311,941
FINANCIAl INSTIUMENTS ..veiiiveeccieecciee ettt et et ee e e et e b e s baeesbaee e eenbaeennseeennnes 74,228 - - 74,228
Other assets With Credit FiSK ......oovvee et e e eearaees 6,802 - - 6,802
Credit quality Of I0aNS .....cccueiiiiiiiiiiinc 755,995 59,944 21,334 837,273
31.12.2013
Cash and balances with Central Bank .........cccccoeevviiiiieeiiieeecie e e 37,999 - - 37,999
Loans t0 Credit INSTITULIONS ..ccuvieieiieiiiiiiieee ettt et e e e et e e e e eeaba e e e e aeeeeeesasraeeaeens 102,307 - - 102,307
Loans to customers

[ReF: [a [ o M ole] g oY) - | 4= LSRN PP RPPUPPPPRRPPIRE 304,880 9,789 10,614 325,283

LOaNS O INAIVIAUAIS ...evveieiieecitee ettt e ree e eae e e eabe e e e ebneesebreeeeneees 268,485 34,607 7,399 310,491
FINANCIAl INSTIUMENTS .ovieiieeiieeee ettt eerrre e e e eettr e e e e e e eabb e e e e eeeeeseeasraaeeeeennnns 63,731 - - 63,731
Other assets With Credit FiSK .......cveeciieeiiiiee et eree e sree e s ene b eareeeearee s 5,746 - - 5,746
Credit quality Of 0ANS .....ccciiiiiiiiiiiirercrcrrrrrrerrerrerere e ee s e eseseesesesesesenane 783,148 44,396 18,013 845,557
31.3.2013
Cash and balances With Central Bank ...........cccuveeeeeeeeiiiniieeeeiciieeeeeeesrreeeeeeeinreeesreeeeeens 28,099 - - 28,099
Loans to Credit iINSTILULIONS ....cccvviiiiiieeiieiee et ettt ettt eree e e tee e e eeabaeenareeenes 103,444 - - 103,444
Loans to customers

[KeF: [a [ do M olo] 4 oTo] - | 1= 1SRN OO U PP PPPPPPPRPPPPIRE 274,222 16,602 27,457 318,281

LOANS tO INAIVIAUALS ....vvvieiieeiiiieee e ettt e et e eerr e e e e e eeabaaraeeeeesenabaeeeens 206,777 29,361 11,107 247,245
Financial instruments 127,574 - - 127,574
Other assets With Credit FiSK ......oouveee et e eearaees 5,708 - - 5,708
Credit quality Of I0ANS .....cccuiiiiiiiiiiiiiece e 745,824 45,963 38,564 830,351

* The figures for individually impaired reflects both impairment due to legal uncertainty related to foreign currency loans as well as
impairment due to a deterioration in the borrower's credit quality.
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38. 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 table below shows loans to customers which are neither past due nor impaired, broken down by the Bank's classification scale,
where 5 denotes the highest risk. Comparative figures are not available for 31 March 2013.

Risk classification

31.3.2014 1 2 3 4 5 Not rated Total
INAIVIAUALS ..o 10,676 64,747 119,341 53,759 7,367 10,616 266,506
Real estate activities and construction ................ 1,743 5,054 24,906 6,446 193 44,034 82,375
Fishing indUSEry ......ccccoererienininiee e 26,225 7,557 9,565 11,122 643 3,553 58,665
Information and communication technology ....... 18,766 2,616 913 272 2 845 23,415
Wholesale and retail trade ........cccceeeeveeeevreeennnenn. 12,478 9,347 16,789 4,312 1,462 2,188 46,576
Financial and insurance activities .........coceeeveeeens 2 8,482 1,237 224 - 11,233 21,178
Industry, energy and manufacturing ..........c......... 4,314 12,888 3,760 629 365 753 22,708
Transportation ......ccccceveeceveeeee e 172 16,906 649 404 97 236 18,464
SEIVICES .ottt et 1,211 10,138 3,328 725 14 394 15,810
PUDIIC SECLON .ottt 135 3,145 787 584 38 967 5,655
Agriculture and forestry .......ccceeeeeveeieesseervennn. 153 543 1,557 663 0 652 3,569
Neither past due nor impaired loans ................. 75,875 141,424 182,831 79,140 10,179 75,473 564,921
31.12.2013

INAIVIAUALS ..o 12,201 68,291 120,751 53,841 9,978 3,422 268,484
Real estate activities and construction ................ 1,889 4,924 37,703 6,848 708 27,612 79,684
Fishing indUSEry ......ccccoereriienininice e 26,962 6,070 7,193 10,865 3,162 3,707 57,959
Information and communication technology ....... 19,242 2,802 1,065 294 2 1,011 24,416
Wholesale and retail trade ........cccceeeevveeeevreeennnenn. 12,130 9,550 18,057 3,384 1,644 6,395 51,160
Financial and insurance activities .........cccceeeveeeens 102 9,178 1,429 211 - 12,721 23,641
Industry, energy and manufacturing ..........c......... 4,610 12,193 2,979 580 550 758 21,670
Transportation ......ccccceveeceieeeei e e 197 17,404 573 458 87 244 18,963
SEIVICES .ottt et 117 10,198 3,288 914 110 442 15,069
PUDIIC SECLON .ttt 85 3,335 917 178 38 4,052 8,605
Agriculture and forestry .......ccccvveeveereerieenvennn. 162 480 1,636 769 11 656 3,714
Neither past due nor impaired loans ................. 77,697 144,425 195,591 78,342 16,290 61,020 573,365

Exposures that are ‘Not Rated’ are primarily due to newly formed entities and entities for which the Bank’s rating models are deemed
unreliable, e.g. some public sector entities and some holding companies.
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38. Credit risk, continued

Past due but not impaired loans by class of loans
31.3.2014

LO@NS TO COMPOTALES ..uviirieiieiieiieeieeieeesteesteeeeesteesseeseesseeseesbeesanessaasnnes
Loans to iNdiVIAUAIS .......eeeviieeiieeciee et

Past due but not impaired loans .......ccccceceeeeeeeererenennns

31.12.2013

LOANS t0 COMPOFAES ..ovvireiietierieieeteete et eteeteeteeteeteeteeaeeeeeseeteeseenseereeteenes
Loans tO iNAIVIAUAIS ....ccvvereieeiieiieieee ettt s

Past due but not impaired loans .........cccceeeviiiirenneennnan.
31.3.2013

LOANS TO COMPOTALES ...veuveuerririenieiirieietestienesteseeneetesteseesesseeesesaeseesesseneesessens

Loans tO iNAIVIAUAIS ....ccuveeiieeieeiecieee et

Past due but not impaired loans .........cccceeeeiiinennnnnnnan.

More

Upto 31to60 61to 90 than 90
30 days days days days Total
15,752 601 314 2,578 19,244
16,256 6,264 2,792 15,388 40,700
32,008 6,864 3,105 17,966 59,944
6,100 923 111 2,655 9,789
11,224 3,751 543 19,089 34,607
17,325 4,673 655 21,744 44,396
5,687 1,388 357 9,170 16,602
11,977 4,835 2,770 9,779 29,361
17,664 6,223 3,127 18,949 45,963

The majority of the past due but not impaired loans have been acquired at discount. These loans are not considered to be impaired

unless the specific allowance exceeds the discount received.

Collateral repossessed

During the period, the Group took possession of real estates with the carrying value of ISK 295 million, all which the Group is in the

process of selling, see Note 26.

Impaired loans to customers specified by sector

Loans impaired due

to borrower

Loans impaired due
to FX-loan court

credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan
ment carrying ment carrying  pairment carrying
31.3.2014 amount amount amount amount amount amount
INAIVIAUALS ..o 13,977 23,201 130 452 14,107 23,653
Real estate activities and construction ............cceeeeeeveeeerveeenns 1,825 3,522 25 82 1,850 3,604
Fishing iNdUSTIY ...ccvevuiriiiiriiieiee e 700 2,011 461 1,618 1,161 3,629
Information and communication technology ...........c.cccveuen. 171 197 - - 171 197
Wholesale and retail trade ... 2,182 5,807 - - 2,182 5,807
Financial and insurance activities .........ccceeeevveeeiveeecveeecree s 4,328 5,891 - - 4,328 5,891
Industry, energy and manufacturing ........ccccceecvveeviiieeicieeeenes 502 927 17 33 519 960
TransPOrtation ....coocveeerieeeriie e 66 362 - - 66 362
Services . 787 1,895 21 21 808 1,916
Public administration, human health and social activities ...... 8 35 - - 8 35
Agriculture and forestry .......cccocvveeceeeeceieeece e 367 847 - - 367 847
24,913 44,695 654 2,206 25,567 46,901
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38. Credit risk, continued Loans impaired due Loans impaired due
to borrower to FX-loan court
credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan
ment carrying ment carrying  pairment carrying
31.12.2013 amount amount amount amount amount amount
INAIVIAUALS ..o 11,538 18,496 173 614 11,711 19,110
Real estate activities and construction ..........cceceeeeeeecinveereeennns 1,726 3,755 37 113 1,763 3,868
Fishing industry ......ccecvevenenieiieninen e . 617 1,899 612 1,870 1,229 3,769

Information and communication technology ..........ccccceeveen. 164 190 - - 164 190
Wholesale and retail trade ........cocveeevveeeecieieeecieeeeeeeceee e 4,020 5,941 14 44 4,034 5,985
Financial and insurance actiVities .........cocceveeeeeeeiivveeeeceecineens 4,513 6,080 - - 4,513 6,080
Industry, energy and manufacturing . . 446 996 17 33 463 1,029
TranSPOrtation ......ceeeivvciieeeiiiiiiiee e e 65 356 6 9 71 365
SEIVICES .ottt sttt sttt sttt 775 1,865 43 53 818 1,918
Public administration, human health and social activities ...... 8 35 - - 8 35
Agriculture and fOrestry ......ccocveveereenceeniieseece e see e 352 790 - - 352 790
24,224 40,403 902 2,736 25,126 43,139
31.3.2013
INAIVIAUALS ..o 12,207 19,476 1,401 5,239 13,608 24,715
Real estate activities and construction ..........cceceeeeeeecinveereeennns 4,623 10,313 748 1,939 5,371 12,252
Fishing indUSTIY ...cc.evuiiiiiiriirieeeee e 3,120 6,696 1,785 4,604 4,905 11,300
Information and communication technology ..........ccccceeveen. 7,559 11,338 108 132 7,667 11,470
Wholesale and retail trade ... . 5,181 8,892 2,226 4,136 7,407 13,028
Financial and insurance activities ........ccooceveeeeeeeiivveeeeeeecineens 6,725 8,538 1,054 1,375 7,779 9,913
Industry, energy and manufacturing ........ccceeveeeveevvenceenieennns 533 1,184 222 444 755 1,628
TranSPOrtation ......ceeeiviciieeeieiiiiiee e e 34 39 21 42 55 81
Services 931 1,759 325 542 1,256 2,301
Public administration, human health and social activities ...... 29 38 91 141 120 179
Agriculture and fOrestry ......cccceveerveenceeniiese e see e 762 1,174 187 395 949 1,569
41,704 69,447 8,168 18,989 49,872 88,436

This note separates impairments that are due to the uncertainty related to foreign currency loans from impairments that are due to
borrower credit quality. At year end 2013, a provision for losses due to court rulings for illegal FX loans was ISK 902 million, in addition
to liability to customers of ISK 4,524 million. The provision is reduced to ISK 654 million at 31 March 2014. Recalculation during the
period resulted in an additional ISK 984 million impairment and ISK 1,232 write-off or repayments.
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38. 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
net of eligible collateral according to FME rules No 625/2013.

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

The largest exposure to a group of connected clients at the end of the period was ISK 30 billion (31.12.2013: ISK 29 billion and
31.3.2013: ISK 30 billion) before taking account of eligible collateral. The Group has four large exposures at the end of the period
(31.12.2013: three exposures and 31.3.2013: four exposures) net of eligible collateral.

31.3.2014 31.12.2013 31.3.2013
no. Gross Net Gross Net Gross Net
- - - - 44% -
18% 18% 17% 17% 18% 18%
16% 16% 16% 16% 19% 19%
13% 12% 12% 12% 13% 13%
12% 12% - - - -
LLOPB ettt ettt s s <5% <5% 10% <10% <10% <10%
SLOM ettt <2% <2% 10% <10% 11% 11%
59% 58% 65% 45% 105% 61%

*See note 21 for information regarding the settlement of the Dréomi bond.

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 59% of the Group's capital base before collateral mitigation or 58% net of
eligible collateral, which is well below the 400% legal maximum.

39. 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.

Interest rate risk in the non-trading book

The following table shows the sensitivity of net present value of interest bearing assets and liabilities to changes in interest rates by
currency and interest fixing period in million of ISK in the Group. Risk is quantified as the net change in value of interest bearing assets
and liabilities, when assuming a simultaneous parallel shift upwards of all yield curves by 100 basis points. The sensitivity does not
relate to variation of annual net interest income.

31.3.2014 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CPl Indexed lINKE .....cceeeiieiieiieeie et (34) (757) 19 (277) (1,297)
ISK, Non Indexed linked .. (155) (569) (29) (29) (18)
EUR oo eeeseeeseeeseseseses s e e s e s et e s e e ee s ee s ee s se e eeseee s e seeeseereeesee 51 (1) - - -
(04T SRR RRRPS (8) - - - -
31.12.2013
ISK, CP1INAEXEA INKE +.vvrvvereverevereeeeeeeeeeeseeeseeeseeeseeeseseeeseeseesneeesessreseeenseen (44) (823) 32 (557) (1,129)
ISK, Non Indexed lINKEd .........ccceeiuieniieiie ettt (103) (480) (28) (29) (17)
63 (1) - - .
(36) - - - -
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39. Market risk, continued

31.3.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CP1INAEXEA TINKE +.ververeereeereeeeeeeeseeseeeseeeseeeseeeseseessesssesseese e sseeseeenenen (24) (618) (268) (1,976) 762
ISK, Non Indexed lINKE .......c.ceoveevieeriirie e s (120) (434) 33 (27) (16)
EUR oo eeee e eeseeeseees s e e e s e s e s e e ee s ee e se e seeeseseseeeeeereeesee 54 2) - - -
(04 V=T S SRRRRPS 13 (5) - - -

Interest rate risk in the trading book

Interest rate risk in the trading book is quantified in the same way as that of the non-trading book.

31.3.2014 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CPl Indexed lINKEM ......ceeevieiieiieeie ettt (7) 3 (75) - (56)
ISK, Non Indexed lINKE .......c.ceeveeriierienieeciecreeeesiee e s 34 52 (60) 2 -
EUR ootittetiteee st e et st ettt aste s ese st e s e se et aaeneesesseneesesae st eseesenseseeteeesentans (1) - - - -
ONEE ettt e 1 - - - -
31.12.2013
ISK, CPl INdeXed lINKEA ....cevuveeerieiieiieriie ettt (11) 2 (0) (34) (92)
ISK, Non Indexed lINKEd .......c.cccueeiieeciieeie et (1) (8) (61) (92) -
1 - - - -
1 - - - -
31.3.2013
ISK, CP1INAEXED TINKE +.ververeereeereeer e eeeseeeseeeseeese s ssesseesseese e sseeseenenen - (14) (129) (32) (294)
ISK, Non Indexed lINKE .......c.cocueerieriinieeciecreeeesicese e ee e s (56) (13) (52) (5) -
EUR ootettetitee ettt ettt ettt este s e se st e s ese st aae st esesseneesesae st eseesesseseetennesentans (1) - - - -
(04 V=T USRS (1) - - - -
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39. Market risk, continued

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

31.3.2014 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 ... . 18,744 9,627 - 9,117 - - -
Loans to credit institutions .........ccceeeeveeeeccneeeennnes 95,158 40,139 55,019 - - - -
Loans tO CUSLOMENS ......uuueiiiiiieniiiniiiiiii e e e 642,341 4,290 74,284 76,814 201,445 285,508 -
Financial instruments ........c.ccoceveeievenenneneneenne. 99,710 7,248 5,868 19,534 38,495 3,083 25,482
Derivatives - assets leg .... 28,516 442 14,168 2,333 11,573 - -
Derivatives - liabilities leg ...............ccccovrvenun. (27,476) - (13,897) (2,125) (11,454) - -
Investment property ......ccccvveveeeeeeeiiiieeneees e 28,503 - - - - - 28,503
Investments in assoCiates ........cccvveeeeeiviivnneeeeennn, 17,785 - - - - - 17,785
Intangible assets . 5,371 - - - - - 5,371
TaX @SSELS woviiiiiiiiiiiiricc 409 - - - 409 - -
Other @ssets .......coveveeienieniiieee e 25,124 40 5,424 307 1,019 12 18,322
Assets 31.3.2014 ........cccceeeveneirinecninnneennnneesinnnes 933,145 61,344 140,595 105,772 241,368 288,603 95,463
Liabilities
Due to credit institutions and Central Bank ......... 25,915 16,651 5,545 3,669 50 - -
DEPOSITS wuveveeiienieriesieeteie ettt et 470,665 245,033 157,146 42,523 22,567 3,396 -
Financial liabilities at fair value .......ccccceevvvrennen.. 9,145 - 9,050 5 90 - -
ASSELS 18 .. (10,090) - (8,846) (46) (1,198) - -
Liabilities 1€G .........cccueeeevercereeieeireeieeee 10,636 - 9,297 51 1,288 - -
Short position bonds and derivatives ............... 4,521 - 4,521 - - - -
Short position bonds used for hedging ............. 4,079 - 4,079 - - - -
Tax liabilities ......ccoceveeieririeeee e 5,263 - 1,060 3,179 1,024 - -
Other liabilities ......ccccovevenenineeice e 39,821 345 22,475 6,535 2,678 788 7,000
Borrowings 203,226 - 1,813 2,352 28,421 170,640 -
Subordinated liabilities ..........cccevvveevveeeeecieeenenn, 31,297 - - - - 31,297 -
Liabilities 31.3.2014 .......cccccvvirerrcnnrcnnnnsssnenn. 785,332 262,029 197,089 58,263 54,830 206,121 7,000
Off-balance sheet items
GUAMANTEES ..veenveeeeiieiesie ittt 9,262 2,166 2,222 2,066 1,730 1,078 -
Unused overdraft . 37,677 398 10,052 14,668 12,505 54 -
Loan commitments ...........cccoeeeiiiiiiiiiieeeee e 56,381 640 18,791 25,058 11,892 - -
Off-balance sheet items ..........cccoeveerviineeeineen. 103,320 3,204 31,065 41,792 26,127 1,132 -
Net interest sensitivity 8ap .......cccoeveeeeriericneeen. 44,493 (203,889)  (87,559) 5,717 160,411 81,350 88,463
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39. Market risk, continued

31.12.2013 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 .................. 37,999 28,666 - 9,333 - - -
Loans to credit institutions .........cccevveveeeereeecnnneens 102,307 47,197 55,110 - - - -
LOans tO CUSLOMETS ...cc.erueeienierieniieieniesiieeeeeees 635,774 2,151 56,696 85,340 221,979 269,608 -
Financial instruments ..... 86,541 6,889 1,240 13,349 38,569 3,684 22,810
Derivatives - assets 1€g .........cccevvvervveerivrsunannn. 23,567 447 8,008 4,094 11,018 - -
Derivatives - liabilities leg ..............cccccouevvennn. (22,497) - (7,918) (3,893) (10,686) - -
Investment property ......ccccovvevveeeeeiiniieeneeeninnnnne 28,523 - - - - - 28,523
Investments in associates .. 17,929 - - - - - 17,929
Intangible assets ......cccvverviercirieeneese e 5,383 - - - - - 5,383
TAX ASSELS weeiieieeriieeeee e e e 818 - - - - 818 -
Other @ssets .....c.coveveeienieninieeseee e 23,576 53 4,014 693 973 13 17,830
Assets 31.12.2013 84,956 117,060 108,715 261,521 274,123 92,475
Liabilities
Due to credit institutions and Central Bank ......... 28,000 17,692 3,622 6,636 50 - -
DEPOSITS vttt ettt 471,866 246,160 126,784 74,426 21,693 2,803 -
Financial liabilities at fair value ..........cccceevevvveee.. 8,960 - 8,757 161 42 - -
ASSELS 1Q e (18,830) - (16,322) (911) (1,597) - -
Liabilities 18g ..........cceceeverveeeiesiiisieieiesiesinns 19,592 - 16,881 1,072 1,639 - -
Short position bonds and derivatives ............... 2,837 - 2,837 - - - -
Short position bonds used for hedging ............. 5,362 - 5,362 - - - -
Tax liabilities .......coveveeieririnee e 4,924 - 924 2,774 1,226 - -
Other liabilities .......ccoceverenireeee e 43,666 371 28,344 5,098 2,671 263 6,919
BOITOWINES ..ottt 204,568 - 1,868 2,319 27,779 172,602 -
Subordinated liabilities ..........cceevveeeeeeiiieiireeeeeen, 31,918 - - - - 31,918 -
Liabilities 31.12.2013 .......cccccveeriieeerinnnsssneennane 793,902 264,223 170,299 91,414 53,461 207,586 6,919
Off-balance sheet items
Guarantees 9,922 2,216 2,698 2,650 1,106 1,252 -
Unused overdraft .......cccoovvvveeeieeciiieee e, 37,371 949 8,909 16,108 11,345 60 -
Loan commitments .......ccccvvveeeiieiiinieeeeeecccineeeenn 48,585 3,301 25,011 14,198 6,075 - -
Off-balance sheet items .......c.ccccevrrveenececerereeennnns 95,878 6,466 36,618 32,956 18,526 1,312 -
Net interest sensitivity 8ap .....cccceevveeeerereenreneeens 49,070 (185,733) (89,857)  (15,655) 189,534 65,225 85,556
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39. Market risk, continued

31.3.2013 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 .................. 28,099 19,549 - 8,550 - - -
Loans to credit institutions .........ccceeevveeeeccneeeennnes 103,444 72,055 31,140 - 249 - -
Loans tO CUSLOMENS .....uuuueeiiiiiiniiiiniriii e e e 565,526 4,083 56,102 80,897 205,861 218,583 -
Financial instruments ........c.ccoceveevevenenneneneenne. 145,533 8,959 769 6,273 69,223 42,351 17,958
Derivatives - assets 1€g ........ccceevveeevvrveeeieaannns 30,960 - 14,058 - 11,274 5,628 -
Derivatives - liabilities leg ...............cccccovvvennn. (29,781) - (13,305) - (11,053) (5,423) -
Investment property ......ccccvveveeeeeeeiiiiieeneees e 28,112 - - - - - 28,112
Investments in assoCiates ........cocvveeeeeivvivnneeeeennn, 7,061 - - - - - 7,061
Intangible assets ... 5,108 - - - - - 5,108
TaX @SSELS woviiiiiiiiiiiric 507 - 3 9 495 - -
Other @ssets .......coveveeieriineeieee e 24,075 89 3,828 668 1,104 18 18,368
Assets 31.3.2013 ......ccccvveeiiiineiiineeninneensnneessnnnee 907,465 104,735 91,842 96,397 276,932 260,952 76,607
Liabilities
Due to credit institutions and Central Bank ......... 21,617 10,818 4,186 6,564 49 - -
Deposits 462,255 259,156 135,307 37,498 24,516 5,778 -
Financial liabilities at fair value 11,298 8 11,284 6 - - -
ASSEES I .o (10,316) 8 (10,013) (311) - - -
Liabilities 1€G .........ccccueeeevercereeieiireeiecee 10,503 - 10,186 317 - - -
Short position bonds and derivatives . 4,540 - 4,540 - - - -
Short position bonds used for hedging 6,571 - 6,571 - - - -
Tax liabilities ......coceeeevienerieeee e 3,483 - 601 1,803 1,079 - -
Other liabilities ......ccccevevierenineee e 40,080 306 23,219 5,914 3,186 162 7,293
Borrowings 204,394 - 1,838 2,376 27,146 173,034 -
Subordinated liabilities ..........ccevvveevveeeeccrieeenenn 32,052 - - - - 32,052 -
Liabilities 31.3.2013 ......ccccccviiieeircrnersnnssssnnnne 775,179 270,288 176,435 54,161 55,976 211,026 7,293
Off-balance sheet items
STV L= L g (=TT N 9,557 1,851 1,961 3,509 1,017 1,219 -
Unused overdraft .......cccccveeeveeeeiieecceee e 35,108 713 8,519 10,261 15,535 80 -
Loan commitments ...........cccoeeiiiiiiiiiieeeee e 37,944 - 13,813 13,015 11,116 - -
Off-balance sheet items ..........cccoeveerviieecineen. 82,609 2,564 24,293 26,785 27,668 1,299 -
Net interest sensitivity 8ap .......ccceeveeeerieencnneeen. 49,677 (168,117) (108,886) 15,451 193,288 48,627 69,314
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39. Market risk, continued

Inflation risk

The Group is exposed to inflation risk when there is a mismatch between inflation linked assets and liabilities. The total amount of
indexed assets amount to ISK 295.6 billion (31.12.2013: ISK 291.6 billion and 31.3.2013: ISK 261.0 billion) and the total amount of
indexed liabilities amount to ISK 224.1 billion (31.12.2013: ISK 223.7 billion and 31.3.2013: I1SK 219.2 billion).

The following table shows the transaction maturity profile of indexed assets and liabilities. In previous statements, the profile was
based on residual maturity. The 31.3.2013 figures have therefore been updated to cash flow basis for accurate comparison. Financial
instruments held for proprietary trading or for liquidity purposes are assumed to be on demand.

31.3.2014 Uptol 1to5 Over 5

Assets, CPl indexed linked year years years Total
LOANS £0 CUSTOMEBLS ... et e e e e e e e e e e e e e e e e e e e eeeeeas 14,017 70,777 203,203 287,997
FINANCIAl INSTIUMENTS ..veiiiveecciee ettt et ere e e et e e et e e s baeeeraee e eenbeeennseeennnes 2,865 - - 2,865
Off-balance sheet position 2,415 2,331 - 4,746

Assets, CPl indexed linked 19,297 73,108 203,203 295,608

Liabilities, CPl indexed linked

[D7=T oo 1| £ SO PP PP PPPUPP 68,417 20,561 2,606 91,584
BOITOWINES oveiiiiiiitieet ettt ettt e e e st e e e s st e e e e e saabbbaeeeesaeeesssebaeesenansaaees 1,837 10,944 119,777 132,558

Liabilities, CPl indexed linked 70,254 31,505 122,383 224,142

Net on-balance ShEet POSITION ......c.cccviiiierie et sree e ae e e sees (53,372) 39,272 80,820 66,720
Net off-balance sheet POSITION .......c.eeiiiiieiiecee e 2,415 2,331 - 4,746

CPI Balance 31.3.2014 (50,957) 41,603 80,820 71,466

CPIBalance 31.12.2013 .....ccooiiieiiiieieis et e (51,197) 46,693 72,380 67,876

CPIBalance 31.3.2013 ....coiiiiieiiiiei et (35,441) 31,546 45,723 41,828

Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is primarily exposed to currency risk
through a currency mismatch between assets and liabilities. The liabilities of the Group are predominantly ISK denominated deposits
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.
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39. Market risk, continued

Breakdown of assets and liabilities by currency at the end of the period

31.3.2014

Assets ISK EUR usb CHF GBP JPY Other Total
Cash and balances with Central Bank 16,777 110 390 538 402 194 333 18,744
Loans to credit institutions ................ 19,871 12,958 12,988 2,114 18,143 6,889 22,195 95,158
Loans to customers ........ccceeevvennenne 526,312 47,165 25,609 11,251 7,073 5,905 19,026 642,341
Financial instruments ..........ccccvveeennn. 79,114 14,058 3,640 5 50 2 2,841 99,710
Investment property ........ccccceevvnnneees 28,503 - - - - - - 28,503
Investments in associates .................. 12,190 - - - 5,595 - - 17,785
Intangible assets .......cccccveveeneeriennnen. 5,371 - - - - - - 5,371
TaX ASSLS oo 409 - - - - - - 409
Other assets .....cc.ccceveverenienenenens 23,835 392 639 - 91 - 167 25,124

Assets 31.3.2014 712,382 74,683 43,266 13,908 31,354 12,990 44,562 933,145

Liabilities ISK EUR usD CHF GBP JPY Other Total
Due to credit inst. and Central Bank .. 20,830 1,884 565 947 4 1,685 - 25,915
DEPOSILS weveeevreeriieriiee e 391,037 25,158 14,631 132 11,641 878 27,188 470,665
Financial liabilities at fair value ......... 9,119 3 - 1 - - 22 9,145
Tax liabilities .....coceevvvereecreeeeeeccren 5,263 - - - - - - 5,263
Other liabilities ........ccccevevveevcieeecienn. 34,500 1,866 1,039 81 398 401 1,536 39,821
BOITOWINES ...evveeiieeeiieeeiiee e 139,568 2,171 19,870 14,636 8,335 9,334 9,312 203,226
Subordinated liabilities ... - 25,299 2,255 - 3,743 - - 31,297
EQUILY cvveeeiee et 147,813 - - - - - - 147,813
Liabilities 31.3.2014 .......cccceeverererennns 748,130 56,381 38,360 15,797 24,121 12,298 38,058 933,145
Net on-balance sheet position .......... (35,748) 18,302 4,906 (1,889) 7,233 692 6,504

Net off-balance sheet position .......... 14,471  (14,848) 296 2,028 932 - (2,879)

Net position 31.3.2014 .................... (21,277) 3,454 5,202 139 8,165 692 3,625

31.12.2013

Net on-balance sheet position .......... (45,886) 28,979 5,378 (2,327) 6,955 706 6,195

Net off-balance sheet position .......... 14,256  (17,076) 924 3,569 1,069 792 (3,534)

Net position 31.12.2013 .................. (31,630) 11,903 6,302 1,242 8,024 1,498 2,661

31.3.2013

Net on-balance sheet position .......... (32,950) 25,090 2,470 (960) (3,343) 1,008 8,685

Net off-balance sheet position .......... 14,153  (13,867) 2,707 (259) 5,992 (1,245) (7,481)

Net position 31.3.2013 ............cccc..... (18,797) 11,223 5,177 (1,219) 2,649 (237) 1,204
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40. 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.

Liquidity coverage ratio

On 1 December 2013 new liquidity rules issued by the Central Bank of Iceland took effect, overriding rules on liquidity and cash ratios
that have previously been reported by the Group. The new rules are based on liquidity standards introduced in the Basel Il Accord
which are to be implemented in 2015 on a global level. The standard defines the Liquidity Coverage Ratio (LCR), which is the balance
between highly liquid assets and the expected net cash outflow of the Group in the next 30 days under stressed conditions.

The criteria for liquid assets used to meet unexpected outflow is stricter for the new liquidity measure. The 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 Liquidity Coverage Ratio. As at 1 January 2014, the LCR requirement is 100% in
foreign currency and 70% in total (ISK and foreign currency). The latter benchmark increases by 10% every year until a 100%
requirement is implemented in 2017.

Liquidity coverage ratio 31.3.2014 31.12.2013
194% 274%
130% 123%

No comparison is available for 31.3.2013 figures as the new LCR rules took effect 1 December 2013.

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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40. 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.

LCR categorization - amounts and LCR outflow weights

31.3.2014

Operational relationship .

(@] g o To] =1 4] o PP PPN
Sovereigns, central-banks and PSE ..........cccccevveerceeniieniieenieenne
Financial entities being wound up .......ccccceeeciivieiiieeiciiecee
Deposit pension funds
Pension fUuNAS .....cooeeiiiiieiieeee e

Operational relationship .......cccvveviiieeiiie e
COrPOratioNS ....eeeuieeirieeerieeeriee et e e stee et e et e e e e e sae e sanees
Sovereigns, central-banks and PSE .........cccccveeeiiiieiiieeecieees
Financial entities being wound up ..
Deposit pension fUNAS ........cccccveeeiieeiciees s
Pension fUuNdS ........ccoiririiiiiee e
Domestic financial entities ........cccceveeriieriieniinieeeeeeeee,
Foreign financial entities ...

*No outflow assumed from term deposits.
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Deposits maturing within 30 days

76,240
33,745
10
53,656
9,696
12,456
2,680
42,442
28,344
2,877
2,148

264,293

Deposits maturing within 30 days

Less Stable Weight (%)

10%
10%
25%
40%
40%
100%
100%
100%
100%
100%
100%

Stable Weight (%)

31,776

3,531

768

620

36,695

5%
5%
5%
20%

25%

75,385
32,496
847
49,841
19,104
17,616
4,346
46,420
26,652
2,135
3,830

278,672

52

Less Stable Weight (%)

10%
10%
25%
40%
40%
100%
100%
100%
100%
100%
100%

Stable Weight (%)

33,971
3,723
742

626

39,062

5%
5%
5%
20%

25%

Term Total
deposits* deposits
33,317 141,333
6,782 44,057
1,154 1,164
12,696 67,119
18,198 27,894
63,611 76,067
22,800 25,480
20,168 62,610
11,814 40,158
502 3,379

368 3,136
191,409 492,397
Term Total
deposits* deposits
30,224 139,580
6,675 42,894
530 1,377
12,977 63,560
7,206 26,310
59,675 77,291
20,639 24,985
20,299 66,719
13,636 40,288
495 2,630

250 4,706
172,606 490,340
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41. Capital management

The capital base at 31 March 2014 amounts to ISK 165,279 million. The capital adequacy ratio, calculated in accordance with Article 84
of the Act on Financial Undertakings was 22.5%, 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 (2013: the same).

Group's RWA calculations

Capital Base 31.3.2014 31.12.2013 31.3.2013
Share capital and Share PremMiUm .......ooiieieiieieeee e et reesbe e saeesasessbeebeenseens 75,861 75,861 75,861
Other reserves .......oocceeeeecvveeeeeeeennns . 1,639 1,637 1,638
Retained earnings 65,400 62,591 51,269
NON-CONLIOIING INTEIESES ...eeiviieiiiieeciee ettt e e e e e e e e saa e e e e e e e s aaeeesaseeessbeeessseaeanseeeansaean 4,913 4,858 3,518
TOtAl EQUILY teeiiiiiirnnneiiieiiiiisnnneneisissssnsssssssssssnsssssssssssssssssssssssssnssesssssssssssessssssssssnsssssssssssnsnasssssssss 147,813 144,947 132,286
Intangible assets ... (5,371) (5,383) (5,108)
TAX @SSEES 1uveevierureeieeiteesteestee st e ste e steesteesaaeesee e te e aeesaeeeas e e st e e be e te et te eebeeteeenteete e teebeesreesateenbeebeente (409) (818) (507)
Other statutory dedUCTIONS .......iccvieiieciie ettt et e e te et e e te e steeetae e saeeeaaeeateeseenseasseesaseensens (7,931) (119) (15)
Total Tier 1 capital .ccceeeeeeieieiciciecccece e re e eseseeeeeeesessesesesesenens 134,102 138,627 126,656
SUDbOIrdINGLEd HHADIlITIES ..vveiievrieecirii ettt et e et e e e b e e ebaeeebreeeerbeeesabeeennsaeenns 31,297 31,918 32,052
Other statutory deductions (120) (106) (14)

Total Capital base 165,279 170,439 158,694

Risk weighted assets

CFEAIE FISK 1.ttt ettt et b e s bbb e s bt e s e st e ebe e st e st et e ebeentenbenbesbeeaeensesbesseenes 618,188 608,029 560,844
IMIAIKET FISK FX .ttt ettt sttt e bt et et e bt sbe s e b s beebeenee 21,548 31,703 21,278
IMIATKEE FISK OTNEI . .eevveeeee ettt e et e e e e ebae e e e e e seeeeeeabraeeeeesenabaseeeeesnnsaaaaaeann 5,932 4,993 8,303
(0] o T=T =Y a oo T I T SRRSO 76,097 76,097 72,329
Total risk Weighted aSSets ....cccciiiiiiiiiiiiiiiiiiirircrrrrrsrs s s s e s s e s s s s s s s s s s s s s s s e s s s s s e s e s e s s ssssnsnsnanen 721,765 720,822 657,763
THEE L FAEIO cuveteeutetete ettt ettt ettt e e ettt e st e be s he e ae e st e besbeeb e e st e ebeeb e enbebeebeene et e abeeheeneenbenbesreans 18.6% 19.2% 19.1%
Capital AdEQUACY FALI0 .eeeeeiieiiieiee ettt sttt e et e et e e bt e st e saneeaneebeenree e 22.9% 23.6% 23.9%
OFficial TIEr 1 ratio™ ..c.eeeeeeeeeiereee ettt b sttt b e sbe st ebe e e e nee et 18.2% 19.2% 18.9%
Official Capital adEQUACY Fratio™ .......ccceciieiiieiiereerieree ettt ae e ste et e e ae e teeseeesseesaeesaneenrens 22.5% 23.6% 23.7%

* Official capital ratio is based on audited retained earnings at 31 December 2013.
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES

The accounting policies adopted in the preparation of these Interim Consolidated Financial Statements are consistent with those
followed in the preparation of the Group's annual Consolidated Financial Statements for the year ended 31 December 2013.

IFRS 10 Consolidated Financial Statements. IFRS 10 replaces the portion of IAS 27 Consolidated and Separate Financial Statements
that addresses the accounting for consolidated financial statements. IFRS 10 establishes a single control model that applies to all
entities including special purpose entities. The changes introduced by IFRS 10 requires management to exercise significant
judgement to determine which entities are controlled, and therefore, are required to be consolidated by a parent, compared with
the requirements that were in IAS 27. This standard has been endorsed by the EU and became effective for annual periods
beginning on or after 1 January 2014. Adoption of the standard did not have impacts on the financial position or performance of the
Group during the period.

IFRS 12 Disclosure of Interests in Other Entities. IFRS 12 includes all of the disclosures that were previously in IAS 27 related to
consolidated financial statements, as well as all of the disclosures that were previously included in IAS 31 and IAS 28. These
disclosures relate to an entity’s interests in subsidiaries, joint arrangements, associates and structured entities. A number of new
disclosures are also required. This standard has been endorsed by the EU and became effective for annual periods beginning on or
after 1 January 2014. The standard has no impacts on the financial position or performance of the Group during the period.

45. 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 Financial Statements are prepared on a going concern basis.
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