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Endorsement and Signatures of the Board of Directors and
the Managing Director

The Financial Statements of ABMIIF are included in part B of the Financial Statements of Stefnir hf. which contains the Financial
Statements of UCITS, investment funds and institutional investors' funds under management. They have been prepared in accordance
with law on Financial Statements and rules on the Financial Statements of management companies of UCITS set by the Icelandic
Financial Supervisory Authority.

The fund reported profit of ISK 1.259 million according to the income statement and the profit is recognized as an increase in units in the
fund's accounts. The net asset of the fund at the end of the year totalled ISK 17.366 million according to the balance sheet.

The Board of Directors and CEO of Stefnir hf. hereby confirm the fund's Financial Statements for the year 2017 with their signatures.

Reykjavik, 13 February 2018

T el Sl
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Independent Auditor’s Report

To the Board of Directors and unit holders of ABMIIF

Opinion

We have audited the financial statements of ABMIIF for the year ended December 31, 2017 which comprise the statement of income, the
statement of financial position, the statement of changes in net assets for the year then ended, and the notes to the financial statements,
including a summary of significant accounting policies.

In our opinion, the accompanying financial statements give a true and fair view of the financial position of ABMIIF as at December 31,
2017, and its financial performance and its cash flows for the year then ended in accordance with the Icelandic Financial Statement Act,
Act on Financial Undertakings and Rules on the financial statements of UCITS.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are
further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are independent of
ABMIIF in accordance with the lcelandic Institute of State Authorized Public Accountants (FLE), Cede of Ethics and we have fulfilled our
ethical responsibilities in accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion.

Key Audit Matters

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

Key Audit Matters How the matter was addressed in the audit
Existence and valuation of transferable securities
Transferable securities are the largest single asset of the fund. As|We have examined the internal controls present at the fund
stated in note 7 accompanying the financial statement these assets|regarding calculation of the value of the securities

consist of mortgage loans.

We have tested on a sample basis tested that the underlying
mortgages are stored in the funds archives.

As the main assets on the balance sheet are securities we have
considered them as a key audit matter. In our opinion the existence
and management’s valuation of the securites are of most
significance.

We have tested on a sample basis tested the collaterals backing the
mortgages and management’s valuation of them. Furthermore we
have examined whether the loans are in default.

Other information

Management is responsible for the other information. The other information comprises of the report of Board of Directors.

Our opinion on the financial statements does not cover the other information and we do not express any form of assurance conclusion
thereon. Except from the confirmation regarding report of the board of directors as stated below.

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

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

Responsibilities of Management and Those Charged with Governance for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in accordance with Icelandic Financial
Statement Act, Act on Financial Undertakings and Rules on the financial statements of UCITS, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from material misstatement, whether
due to fraud or error.
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Independent Auditor’s Report, cont.

In preparing the financial statements, management is responsible for assessing ABMIIF's ability to continue as a going concern,
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless management either
intends to liquidate the company or to cease operations, or has no realistic alternative but to do so

Those charged with governance are responsible for overseeing the ABMIIF's financial reporting process.

Auditor’s Responsibilities for the Audit of the Financial Statements

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

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional scepticism throughout the
audit. We also:
« Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design and perform
audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for our
opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.

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

« Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures
made by management.

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

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

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

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

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

Reykjavik, 13 February 2018.
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Statement of Income 2017

2017 2016
Note
Income 2-5
INEEIESES ..ottt 3.413.188 3.774.981
INAEXALION ..ttt et b e e s e e e be e e sae e e be e naee e e 2.976.196 3.662.169
Other INCOME ...t e e 155 601
Total income 6.389.539 7.437.751
Expenses
AdMINISEIrAtioN TEE ......eiiiiii e 6 115.075 124.619
Interest expenses and iINAEXation ...........cceviiiiiiiiiie e 5.137.428 5.872.336
Other OPerating EXPENSES ....uuuiii ittt ettt ettt e e e bb e e ernbe e e e sneeas ( 122.294) ( 96.443)
Total expenses 5.130.209 5.900.512
Net iNCOME (EXPENSES) ..uiviuerrrirmeriiinriiissss s rassss s s s ss s s ra s n e e mn e s annnnnas 1.259.330 1.537.239
Profit transferred 10 UNItS .............cooi i 1.259.330 1.537.239
Financing activities
UNIES SOIO ettt ettt e st e e e b e e st e e eabe e ebeeennee s ( 8.500.000)
Total financing activities ( 8.500.000)
Changes iN NEt @SSES ........coocuiiiiiii s ( 7.240.670) 1.537.239
Net assets at the beginning of the year ................ccco o 24.606.797 23.069.558
Net assets at the end of the year .........ccccoviiiiiiiinis . 17.366.127 24.606.797
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Statement of Financial Positions at 31 December 2017

31.12.2017 31.12.2016
Note
Assets
Transferable SECUNLIES ........iii i e 80.796.372 95.869.223
Total assets 7 80.796.372 95.869.223
Other assets:
L= T o S 8 14.737.959 29.628.707
NI @SSEES ettt ettt e ettt e e e st e e et e e eaee 9 246.956 461.363
Total other assets 14.984.915 30.090.070
Total assets 95.781.287 125.959.293
Liabilities
Loan from financial iNSHIUTIONS .......eeiiiiiiiieie e s 78.407.048 101.342.179
Liabilities with the management COMPANY .......cccvviiiiieiiiie e 8.111 10.316
Other HADIlIHIES ...eeeeiieeeee e et 10 1 1
Total liabilities 78.415.160 101.352.496
[N 1= = LT 17.366.127 24.606.797
Number of units (iN thOUSANAS) ....o.veiiiiiiie s 23.200 23.200
Exchange rate of units at the end of the year ..., 0,75 1,06
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Breakdown of Assets

1. Breakdown of Assets.

Assets Rate Assets Rate Issuer
31.12.2017 % 31.12.2016 %
Other transferable securities:
Mortgages, unindexed ...........cccceeeeeennne. 5.153.952 5,4 7.049.446 5,6 Individuals
Mortgages, indexed ..........ccceecuvvveveeeennn. 75.642.420 79,0 88.819.777 70,5 Individuals
Other transferable securities, total ........ 80.796.372 84,4 95.869.223 76,1
Investments, total ..........coeevvvveeeerinnnnnnn. 80.796.372 84,4 95.869.223 76,1
(0721 o [ 14.737.959 15,4 29.628.707 23,5
Other aSSetS ....uuuvveeeeeeeeeerreererreeeeeeeeeeeeens 246.956 0,3 461.363 0,4
Total aSSEtS ...vvvvvvvrrrrerreeiererreereerrererereeens 95.781.287 100,0 125.959.293 100,0
2 .Comparison with Investment Policy.
Rate of Rate of
Book value investment Book value investment Invetment policy %
31.12.2017 % 31.12.2016 % Minimum Maximum
Mortgages ......occvveeieeeieeeeee e 80.796.372 100,0 95.869.223 100,0 0 100
Total investments .......ccceeeeeviivviieeeeenee, 80.796.372 100,0 95.869.223 100,0
3. Cumulative Purchases and Sales.
Cumilative Cumulative Cumilative Cumulative
purchases sales purchases sales
2017 2017 2016 2016
[0 L1} (3T ] o U 0 0 0 0
0 0 0 0
4. Segmentation of investments by Countries and Currency.
Rate of Rate of
Book value investment Book value investment
31.12.2017 % 31.12.2016 %
[[o1=TF= U Lo PPNt ISK 80.796.372 100,0 95.869.223 100,0
80.796.372 100,0 95.869.223 100,0
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Breakdown of Assets,

5. Statement of Main Assets

cont.

Assets Assets Changes of

31.12.2017 31.12.2016 book value %
Mortgages, UNINAEXEd ........cooeiuiiiiiiee et e e e e e e e 5.153.952 7.049.446 ( 1.895.495) ( 2,0%)
Mortgages, INAEXEA .......oeiiiiiiiiieiee et e e e e e 75.642.420 88.819.777 ( 13.177.356) ( 13,8%)
(o] g (0 F= Vo =1 TR TR SR 80.796.372 95.869.223 ( 15.072.851) ( 15,7%)
(O] (g1 = TT=T=Y TP 14.984.915 30.090.070 ( 15.105.155) ( 15,8%)
TOtAl SSELS v s 95.781.287 125.959.293 ( 30.178.006) ( 31,5%)
6. Net Assets and return of the Fund

31.12.2017 31.12.2016 31.12.2015 31.12.2014
I T = 11T £ 17.366.127 24.606.797 23.069.558 46.981.837
EXChaNQe rate ..o 0,7485 1,0606 0,9944 2,0251
7. Return of the Fund

2017 2016 2015 2014

REtUIN OF te FUNG ..ot ee e e ee e e ( 29,43%) 6,66% ( 50,90%) 8,13%
Real return 0f the fUNG ... ee e e ( 30,63%) 4,47% ( 51,86%) 7,02%

8. Loan from Finacial Institutions

The fund and Arion Banki hf. made Subordinated Intercompany Loan Agreements to finance the acquisition of the mortgages. The loan
agreements are calculated taking into account accrued interest and the consumer price index. Interest on the remaining loan agreement

is 3.75% p.a.

Repayments on loan agreements at the end of the year 2017 are as follows:

REPAYMENTS 2018 ...ttt e e et e e et e e e b e e e e s e et e e e s s e e e e e R e e e e e R e et e e eR R e e e e e R e e e e e nn et e e e nn e e e e nr e e e e annn e e anneas
REPAYMENTS 2019 ..ottt e e e et e e e e e o bt e e e s e et e e ss et e e e R e e e e e R E et e e e R R e et e e R e e e e e nE et e e e ne e e e e nr e e e e annn e e e enneas
REPAYMENTS 2020 .....ceiiiiiiiiiieie e ee ettt et e st e e e e e e e e s et e e e b et e e e s e et e e aa s et e e e R e e e e e R E et e e eR R e e e e e R e e e e aanE et e e e ne e e e e nr e e e e annn e e e aneeas
REPAYMENTS 20271 ...ttt e st e e et e e et e e e b e e e e s e et e e e s s e e e e e R e e e e e R e et e e eR R e et e e R e e e e eanE et e e e ne e e e e nre e e e nnn e e e enneas
REPAYMENTS 2022 ...ttt e e st e e e et e e e et e e e bt e e e s e et e e e s s et e e e R e e e e e R e et e e eR R e et e e R e e e e e R E et e e e nr e e e e nre e e e nnn e e e enneas
REPAYMENTS TALEK ...ttt e e et e e e s et e e e s b et e e e b et e e eas e et e e aan e e e e e b e e e e e nn et e e e nne e e e e nr e e e e nnn e e eneeas
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2.022.740
1.427.030
1.481.301
1.537.636
1.596.113

70.342.227

78.407.048
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Notes to the Financial Statements

Accounting methods

1.

General information

The purpose of the ABMIIF Fund is to invest in residential real estate loans from Arion Bank and its subsidiaries, in accordance
with the terms of the issuance of Covered Bonds. Its purpose is also to guarantee the payment of all amounts due under any
Covered Bonds issued by the Issuer under the Programme, subject to the term of the Covered Bond Guarantee.

. Basis of preparation

The Financial Statements of Arion Bank Mortgages Institutional Investor Fund have been prepared in accordance with the
Financial Statements Act and rules regarding Financial Statements of UCITS and investment funds set by the Icelandic Financial
Supervisory Authority. They are prepared on the historical cost basis. The Financial Statements have been prepared in Icelandic
krénur (ISK) rounded to the nearest thousand. The fund is a part of Stefnir hf. which is a subsidiary of Arion Bank hf. The
Financial Statements form part of the consolidated Financial Statements of Arion Bank hf.

. Assessment and decisions

When preparing the financial statements, the management is required by the Annual Accounts Act to assess and make decisions
on important components of the financial statements which are subjective by their nature. The assessment is based on
experience and other relevant factors which are otherwise unavailable. Any changes according to this assessment are recognized
during the period in which they occur.

. Indexed assets and liabilities

Indexed assets and liabilities are calculated on basis of indexes valid 1 January 2018. Accrued indexation on principal of assets
and liabilities is recognised in the income statement.

. Interest income and expenses

Interest income and expense are recognised in the income statement as they are incurred.

. Administration fee

The fund pays Stefnir hf. administration fee which includes the following operating costs for the fund: salaries of employees of the
management company, marketing costs and administration; included in the administration fee is a custody fee to Arion banki hf.
Administration fees are 0.1% of the fund’s total assets.

The fund also pays fee for official supervisory.

. Securities with fixed income
. Mortgages are recognised with accrued interest and indexation at the end of the year 2017. At the end of the year 11,11% of the

fund’s mortgages were calculated according to the index for mortgage payment adjustment.

. Provisions are done by a general provision and a special provision. Total provision for losses amounts to ISK 16 millions, which of

specific provision amounts to ISK 9 millions and collective provision amounts to ISK 7 millions. The provision account has been
deducted from Securities with fixed income in the Balance sheet.

. Mortgages are specified as: 31.12.2017 31.12.2016
Mortgages before iIMPairMENT ...t e e sbee e 80.812.207 96.010.305
Provision at the beginning 0f the YEAI .......oo i e ( 141.082) ( 248.576)
Write-0ffs during the PEIIOMA ......coo it 0 4.801
Reversal during the PEIIOA ........ooiuiiiiiiee ettt e et e e e e e e eanes 125.247 102.693
Mortgages at the end Of the YEAN ......cooeiiii e 80.796.372 95.869.223
Provision for losses as a ratio of total [08NS ........coi i 0,02% 0,15%
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Notes, cont.:

8. Cash
Cash consists of cash and deposits with credit institutions including accrued interests.

9. Other assets.
Other assets include unsettled trades and deviations in exchange translations of assets.

10. Other liabilities.
Other liabilities include withhold capital gain tax on profits, unsettled trades and deviations in exchange translations of liabilitiess.

11. Taxation
The fund does not pay income tax; instead profit or loss from operations are taxed with the unit holders. Individuals pay capital
gains tax on profits on their securities when redeemed. Profit and loss on unit shares owned by companies are treated as taxable
income and expenses, regardless of redemption.

The fund is exempt from capital gains tax in Iceland but not in those countries where capital gains tax is imposed on income of
foreign residents and when no double taxation agreement stating that such income should be taxed in Iceland exists between
Iceland and the relevant country.
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