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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Interim Financial Statements of Arion Bank for the period ended 31 March 2013 include the Interim Financial Statements of Arion Bank
("the Bank") and its subsidiaries, together referred to as "the Group".

Arion Bank is a group of undertakings which provide comprehensive financial services to companies, institutions and private customers.
These services include corporate and retail banking, investment banking and asset management. Within the Group are subsidiaries in
investment property management, credit card and insurance services.

Kaupskil ehf., a company owned by Kaupthing hf. (formerly Kaupthing Bank 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.

Operations during the period

Net earnings amounted to ISK 1,409 million for the period ended 31 March 2013. The Group’s equity amounted to ISK 132,286 million at
the end of the period, including share capital of ISK 2,000 million. The capital adequacy ratio of the Group, calculated according to the Act on
Financial Undertakings, was 23.9%. By law this ratio is required to be no lower than 8.0%, but the Icelandic Financial Supervisory Authority
("FME") makes more stringent requirements. The Bank comfortably meets these requirements. The Bank’s liquidity position was strong
with the liquidity ratio and cash ratio being 35% and 27% respectively at the end of the period, compared with the regulatory minimum of
20% and 5% respectively.

Operating results in the first quarter show stability in regular operations. Net interest income and operational expenses are in line with
budget, however net earnings are colored by the volatility of the Icelandic currency and one-time expenses. The Icelandic krdéna
strengthened during the period compared to weakening in Q1 2012 which contributes ISK 2.5 billion to the difference in net earnings
compared to same period last year. Other differences consist of loss from discontinued operations compared to gains in Q1 2012 and an ISK
500 million fine set on Valitor by the Icelandic Competition Authority. Valtior has appealed the fine to the Competition Appeals Committee.

No major changes have taken place on the Balance Sheet during the quarter. Total loans to customers are unchanged from year-end 2012
despite considerable changes in valuation. The amount of losses on loans and impairment due to recalculation of loans higher than
expected are met by revaluation of loans where forseen payments exceed previous estimates. Uncertainty regarding the valuation of the
loan book for various reasons will remain in the near-term periods.

The Bank completed its third non-indexed covered bonds offering in January by issuing ISK 1.8 billion worth of bonds. In February the Bank
was the first Icelandic bank since 2007 to complete international bond offering, issuing NOK 500 million (ISK 11 billion) of unsecured bonds
that will be traded on the Oslo exchange later in 2013.

Assets under management increased considerably during the year 2012 and have continued to grow in the first quarter 2013 with an
increase of 6.5% in Q1 2013. The Bank has in recent periods successfully attracted new customers and the market has contributed by
positive progress.

Outlook

The Bank is well positioned to grow and its strong balance sheet will enable it to be an active participant in the growth of the Icelandic
economy. As debt recovery cases decrease, traditional banking activities are becoming more characteristic for the Bank’s operations. This
creates opportunities for further streamlining yet at the same time greater potential for generating earnings. The Bank aims to be a
relationship bank and a fundamental aspect of this is to know the needs of the customers and how to respond to them.

The international bond offering in February represented the first phase in raising international funding since the Bank was founded and the
next step is to apply for a credit rating from an international rating agency.

A general election was held in Iceland on 27 April. The government of last four years was unable to retain its majority in Parliament and a
new coalition government of the Independence Party and the Progressive Party has been formed. The new government, with a strong
majority and a four year term lying ahead, has a possibility to add to stability and continuity in the Icelandic economy, thus creating more
favorable conditions for added investment and economic growth.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

Endorsement of the Board of Directors and the Chief Executive Officer

The Interim Financial Statements for the period ended 31 March 2013 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 Financial Statements give a true and fair view of the financial performance of the Group for the period
ended 31 March 2013, its financial position as at 31 March 2013 and its cash flows for the period ended 31 March 2013.

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

The Board of Directors and the CEO have today discussed the Interim Financial Statements of Arion Bank for the period ended 31 March
2013 and confirm them by means of their signatures.

Reykjavik, 23 May 2013

Board of Directors

Monica Caneman

Chairman
Agnar Kofoed-Hansen Gudrun Johnsen Mans Hoglund
Bjorg Arnardéttir J6én G. Briem Théra Hallgrimsdottir

Chief Executive Officer

Hoskuldur H. Olafsson
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INTERIM STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2013

Notes 2013 2012
1.1.-31.3. 1.1.-31.3.

[N T =] AT aTolo o o =TS PPPTRRRPPPI 16,472 15,298

L =T T A0 o T=T T ST (10,184) (9,084)
NEt iNtereSt iINCOME ....iiiiiuiiiiiiiiiiiiiiiriin et reeses st e reaasssessteresssssssstersssssssstenensssssssserensnsssssnensnnnssss 9 6,288 6,214

Increase in book value of [0aNs aNd rECEIVADIES ........cveiiicuiiiiciieccree et et e b e earees 10 2,373 119

Impairment of 10aNs aNd reCEIVADIES .........cciiiiiriiiieieeeee ettt b et s n e 11 (2,695) (195)
Net interest income less valuation changes on loans and receivables ........c.cccccoevueieiiiiiiiinneneinnicncnseneeeeenenns 5,966 6,138

Fee and COMMISSION INCOMIE ....cccuviiiiiieeeiieeceeeeeetee et e et e e et e e s etae e e eaaeeesabeeessseeeanseeeesaeessseesnsaesnsseeessseeennrees 3,660 3,806

FEe and COMMISSION EXPENSE ....uiiiuiecieeieeiteesteete et esteeseesseeseesteesssessseeseessseasseasseeseesssesssesseenseesseessesnsennnen (1,211) (1,470)
Net fee and commission income 12 2,449 2,336

Net financial INCOME (EXPENSE) ..veivierieeiieieeceestte et erte e e e e rte e e e sreesaesseesaeessaesaaeesseesseessseesseanseesseessanansennes 13-16 570 346

Net foreign eXchange SaiN (10SS) ..c.eiiiiiiiiiiiiierieie ettt sttt et st st be e be e sbt e saaeebeebeesseenanas 17 (1,397) 1,083

Share of Profit (I0SS) Of @SSOCIALES ....ccuviriieieeiiieiee ettt e e ste et e st e e s eeenaeesseesseesreeeseeseenens 35 - 5

Other OPErating INCOME ...c..iiuiiiiiiiici ettt sttt b et b e sttt sbe e enenes 18 1,176 947
OPErAtiNG INCOME ...cceeeiiieiieieieieneneneeenensnsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 8,764 10,855

Salaries and related EXPENSE ......ccvevuiriiiieieiecieeeie sttt et ettt esbe s beeseesbesbesae e tesbesbe e st ebesbeeseensententean 20 (3,322) (3,045)

AdMINISTrAtiON EXPENSE ...eeuvieeiieeieiieeiteete et eieeseeseesseesteesteesseeesseesaesseeaseeasseeseasseeasseanseeseasseesssesseessessseenns (2,605) (2,105)

Depositors' and investors' gUArantee fUNG ..........oc.coiiiiiiiieee ettt st 46 (187) (238)

Depreciation and amMOrTiSATION .......c.eiiieiieiiece ettt e e e et e et e s e e saeesbe e beesbeessaeenbeeteesseesraeenreanee (262) (217)

ONer OPEIratiNg EXPENSE ..couvieiuiieiiieieeitt ettt ettt et e e bttt et e e s utesateebe e beesaeesaseesbe e beesbeesabeeabeebeeseesabasnseeseans 21 (223) (197)
EQrNings DEFOIE TaX .....uueeeeiiiiiiiiineiiiiiiiiinnnereeesiisssenneesesesessssnseessssssssssnessssssssssnnsesssssssssssnsasssssssssnsnsssssssssssnne 2,165 5,053

Income tax expense .. 22 (586) (1,061)

L2 1S =1 YU 23 (91) (268)
Net earnings from continUiNg OPErations ........ccccceeriiiiiiiiiinnniiiiiiiininneiniiieereissssssesesssssssssssssesssssssssssnns 1,488 3,724

Net gain (loss) from discontinued operations, Net Of tAX .......ccocueviieriiiniinierie e e 24 (79) 727
LA L =TT £ N 1,409 4,451
Attributable to:

Shareholders Of ArION BANK .....c..ecicvieiiiuiiiiiiecetie et eetre e ettt e et eeete e e eebeeeeebeeesebaeeeesbeeesabeeesabaeessseeeassessasseeens 1,697 4,311

NON-CONTIOIING INTEIEST ...uveiiieiiieiieete sttt st sttt e s e e s be e bt e s bt e s st e esbeesbeessbessbesnbeensaensaenane (288) 140
NET CAIMINES ..vveriiiiiiiiiiiiiiiisirsrrrrs s s s s s s s s s s e s s s s s s s s s s s s s s s s s esasssessssesaseseseseseseneseneneneneneseneneseeseessesesesesesesesenenes 1,409 4,451
Other comprehensive income:

Exchange difference on translating foreign subSidiaries .........cccccueevievieree it 44 (1) 2
Total comprehensive income for the Period .........ccceeiiiiiiieeriiiiiiiinnnnii s sssssssssse s ssssssssnnns 1,408 4,453
Earnings per share

Basic and diluted earnings per share from attributable to the

shareholders of Arion Bank (ISK) .....cc.ueciieieeiie e cteesee st e ste et esta e s te e e e staesaaesteeneessaeesaeenseesaesanessseeseennns 25 0.89 1.79

The notes on pages 9 to 51 are an integral part of these Interim Financial Statements.
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INTERIM STATEMENT OF FINANCIAL POSITION
AS AT 31 MARCH 2013

Assets Notes 31.3.2013 31.12.2012 31.3.2012
Cash and balances With Central Bank .........ccvcecveiieiieeiiiieeceeec ettt eeare e eeree e 26 28,099 29,746 18,030
Loans and receivables to credit iNSHILULIONS ........cccuvieeciieecieeccee e 27-28 103,444 101,011 65,955
Loans and receivables tO CUSTOMELS ......cvviiiviiiiiriieccrie et cetee et e e ere e eteeeeerneeseaneeeennes 29-30 565,526 566,610 584,154
Bonds and debt iNSTrUMENTS .....cccuviiiiiiiecieeecee e e e e e e eae e s e e s aaeeeees 31-32 125,526 117,730 142,493
Shares and equity instruments with variable iNCOME .........ccccvevieeiieveecieceee e 31 16,975 16,844 15,096
Derivatives 31,42 1,179 788 1,313
Securities USed fOr NEAZING ......c.veviirie et aeeaeeneas 31 1,853 2,438 2,102
INVESEMENT PrOPEITY ..evviiiiiiiiiiii e e 34 28,112 28,919 25,867
INVESTMENTS IN @SSOCIATES ..uuuuiiiiii e ebe s aesaeeaesssaeeseeseeeeeeeeeeeeeeeeenes 35 7,061 7,050 2,992
Property and @qUIPMENT .....cocuiviiiiiiiiceee s 6,353 6,311 6,186
INTANGIDIE @SSELS ...viiuvieiieceiecte et ettt et et e et e e b e e s be e saeessbeebeesbeesaseenbeeteenseanneas 5,108 4,941 4,863
TAX ASSELES ittt e e e e e e e e e e e e e e e e e e e e e e e e e e e e s e ananan 36 507 463 629
Non-current assets and disposal groups held for sale .. 37 10,877 11,923 21,852
(011 o T=T - Y1 £ RS UPSRP 38 6,845 5,901 7,840

Total Assets 907,465 900,675 899,372

Liabilities
Due to credit institutions and Central Bank ..........cccueeeiieeiiieeiciee e e 31 21,617 32,990 37,032
[T o Yo 1 £ USRS 31 462,255 448,683 462,193
Financial liabilities at fair ValUe ........ccuie ettt 31 11,298 13,465 8,098
B I D 1= o 1A= SRS 36 3,483 3,237 3,333
Non-current liabilities and disposal groups held for sale .... 37 758 1,769 4,444
(04 T =1 o1 T4 =TSSR 39 39,322 40,348 39,105
BOITOWINES ..evteeiiiteiitte ettt ettt ettt e et e e st e st e s et e seabe e e sabe e e sabaeeebbeeeanneeennneeennnee 31,40 204,394 195,085 192,109
SUBOIdINGtEd lIADIlITIES ..vvievvieeirie et e et e e eb e e e reeeeneeeebeeeenns 31,41 32,052 34,220 34,047

Total Liabilities 775,179 769,797 780,361

Equity
Y [N or=T o1 - | OSSRt 43 2,000 2,000 2,000
Y 1 F= L=l o110 T[T o o[RS 43 73,861 73,861 73,861
ORI FESEIVES ..uvveeeveee ettt ettt e et e e et e e ete e e beeeebeeeeteeeebaeesseeesbeeeeesbeeeesseeessbeeesateeennseeenns 44 1,638 1,639 1,639
RETAINEA AIMINGS ...vviieiieecitee ettt ee e e et e e et e e s tb e e e esbeeessbeeeaaseeeansaeeesaeaasaeesseeennns 51,269 49,572 37,261

Total Shareholders' Equity 128,768 127,072 114,761

NON-CONTIOIING INTEIESE . .veeiieeieeiiecee ettt ae et e st e st e e teeeeesaaesaaeenseenneas 3,518 3,806 4,250
Total Equity 132,286 130,878 119,011

Total Liabilities and Equity 907,465 900,675 899,372

The notes on pages 9 to 51 are an integral part of these Interim Financial Statements.
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INTERIM STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2013

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 2013
Equity 1January 2013 ......cccooviiiieiienieeeeeeeee s 75,861 1,639 49,572 127,072 3,806 130,878
Total comprehensive income for the period ........c.ccveeueene (1) 1,697 1,696 (288) 1,408
Equity 31 March 2013 ........cccccceerviueerinnees 75,861 1,638 51,269 128,768 3,518 132,286
Changes in equity from 1 January to 31 March 2012
Equity 1January 2012 .......cccooeevienienieeeeseenee e 75,861 1,637 32,950 110,448 4,110 114,558
Total comprehensive income for the period ...........ccc.ee... 2 4,311 4,313 140 4,453
Equity 31 March 2012 ..........cccceevvennnnnnnns 75,861 1,639 37,261 114,761 4,250 119,011

The notes on pages 9 to 51 are anintegral part of these Interim Financial Statements.
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CONDENSED INTERIM STATEMENT OF CASH FLOWS

FOR THE PERIOD FROM 1 JANUARY TO 31 MARCH 2013

Cash flows from (used in) operating activities:
EQrnings DefOore taX .......c.cciiiiiiiiieiicie e
Adjustments to reconcile earnings before income tax to net cash from (used in) operating activities:
Non-cash items included in net earnings before income tax and other adjustments .........ccccccoceeueee.
Changes in operating assets and lfabilities ..........cccociveniiiiiii e,
INCOME TAXES PRI .rerieiiieiieeiteete ettt ettt et st e et e e bt e sat e sab e e beesbeesabeeabeenbeesseesnbesateenbeens

Net cash from (used in) operating activities
Net cash from (used in) investing activities
Net increase (decrease) in cash and cash eqUIVAIENTS ..........cccveeiiiiiiiienie e
Cash and cash equivalents at beginning of the Period .........cccueviveiierierece e

Cash and cash equivalents acquired through business combinations ..........ccccceeevveeveereenieesciecieeneens
Effect of exchange rate changes on cash and cash equivalents ........ccccoevevieecieieeriesiece e

Cash and cash equivalents at the end of the period ..........cccevveiiiiiieeiiiiiiiccccrrerrerererereeeeeeeeeeeeee

Cash and cash equivalents comprises

Cash in hand and demand dePOSILS ........c.ccecuiririiiiiiiiiieie e

Due from credit INSTIEULIONS ......coiuiiiiieeee ettt ettt et sbe e st e e beenee

Mandatory reserve with Central Bank ..........cccooiiiiiiiiiniiiiiiiicee e
Cash and cash equivalents at the end of the period

Non-cash investing and financing transactions:

Assets acquired through foreclosure on collateral from customers with view to resale .........cccccc.......
Settlement of loans and receivables through foreclosure on collateral from customers
WILN VIEW T0 FES@IE ..ottt et s be bt ettt e e st e e e ntenae

The notes on pages 9 to 51 are anintegral part of these Interim Financial Statements.
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Notes 2013 2012
1.1.-31.3. 1.1.-31.3.

2,165 5,053

51 1,282 (1,138)
52 (11,583) (20,050)
(396) (1,054)

(8,532) (17,189)

492 3,753

(8,040) (13,436)

105,173 82,815

- 5

(5,330) 2,347

91,803 71,731

49,133 24,629

51,220 60,169

(8,550) (7,926)

91,803 76,872

303 546

(303) (546)

Amounts are in ISK millions
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NOTES TO THE INTERIM FINANCIAL STATEMENTS

ACCOUNTING POLICIES
General information

1. Reporting entity

Arion banki hf., the Parent Company, was established 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion banki hf. is located at Borgartun 19, Reykjavik. The Interim Financial Statements for the period ended 31 March 2013
comprise the Parent Company and its subsidiaries (together referred to as "the Group").

The Interim Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on 23 May 2013.
2. Basis of preparation

a) Statement of compliance
The Interim Financial Statements are consolidated and have been prepared in accordance with International Financial Reporting
Standard IAS 34, Interim Financial Reporting as endorsed by the European Union. The Interim Financial Statements do not include all
the information and disclosures required in the annual financial statements, and should be read in conjunction with Arion Bank’s
annual Financial Statements for the year 2012. The statements are available at Arion Bank's website www.arionbanki.is.

b) Basis of measurement
The Interim Financial Statements are prepared on the historical cost basis except for the following:
— Financial assets and financial liabilities held for trading are measured at fair value; 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. Immediately before the initial classification, or where the assets and liabilities are not within the scope of IFRS 5, the
carrying amounts are measured in accordance with applicable IFRS.

¢) Functional and presentation currency
The Financial Statements are presented in Icelandic Krona (ISK), which is the Parent Company's functional currency, rounded to the
nearest million unless otherwise stated.

d

Use of estimates and judgements

The preparation of the Financial Statements requires management to make judgements, estimates and assumptions that affect the
reported amounts of assets, liabilities, contingent liabilities as well as income and expenses in the Financial Statements presented. Use
of available information and application of judgement are inherent in the formation of estimates. Actual results in the future could
differ from such estimates and the differences may affect the Financial Statements.

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

Judgements made by management that have an effect on the Interim Financial Statements and estimates with a risk of material
adjustment within the next financial year are discussed in Note 4 in these Interim Financial Statements and in the annual Financial
Statements for 2012.

Significant accounting policies

The accounting policies adopted in the preparation of these Financial Statements are consistent with those followed in the preparation
of the Group's annual Financial Statements for the year ended 31 December 2012.

3.  Going concern assumption

The Interim Financial Statements are prepared on a going concern basis. 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 in the Group's Financial Statements for the year 2012.
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NOTES TO THE INTERIM FINANCIAL STATEMENTS

4.  Significant accounting estimates and judgements in applying accounting policies

The Group makes estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses. Estimates
and judgements are continually evaluated and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

These disclosures supplement the risk management disclosures, provided elsewhere in these Interim Financial Statements.
Key sources of estimation uncertainty

i) Impairment losses on loans and receivables

The Group reviews its loan portfolios to assess impairment at least on a quarterly basis. In determining whether an impairment
loss should be recorded in the Statement of Comprehensive Income, the Group makes judgements as to whether there is any
observable data indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of loans before
the decrease can be identified with an individual loan in that portfolio. This evidence may include observable data indicating that
there has been an adverse change in the payment status of borrowers in a group, or national or local economic conditions that
correlate with defaults on assets in the group. Management uses estimates based on historical loss experience for assets with
credit risk characteristics and objective evidence of impairment similar to those in the portfolio when scheduling its future cash
flows. The methodology and assumptions used for estimating both the amount and timing of future cash flows are reviewed
regularly to reduce any differences between loss estimates and actual loss experience.

Foreign loan portfolio

In 2011 the Group recognised the estimated impact of the Supreme Court judgement of 15 February 2012 on the foreign loan
portfolio. In 2012 the Group has estimated the impactsof the Supreme Court judgements of 15 June, 18 October and 1 November
2012, dealing with foreign loans or currency linked loans.

As set out in Note 50 of these Interim Financial Statements, the Group recognised impairment of the foreign loan portfolio at the
end of the respective periods for the estimated loss arising from the above judgments. The Group remains exposed to uncertainty
regarding the foreign loan portfolio arising from firstly, the Group’s interpretation of the above judgments, and secondly, the
outcome of future legal decisions and new or amended government legislation.

Management judgment is required in the determination of the loans that require recalculation, and the estimated loss is based on
assumptions that may be revised by future court decisions. In addition, the outcome of future legal decisions and new or amended
government legislation may require recalculation of other categories of foreign loans that the Group has not previously considered
vulnerable. This will be determined by future court rulings and government actions, for which it is not currently possible to predict
an outcome.

iii) Fair value of financial instruments

The fair value of financial instruments that are not quoted in active markets are determined by using valuation techniques. Where
valuation techniques (for example, models) are used to determine fair values, they are validated and periodically reviewed by
qualified personnel independent of the area that created them. All models are certified before they are used, and models are
calibrated to ensure that outputs reflect actual data and comparative market prices. To the extent practical, models use only
observable data, however areas such as credit risk (both own and counterparty), volatilities and correlations require management
to make estimates. Changes in assumptions about these factors could have impact on the reported fair value of financial
instruments.

iv) Assets classified as held for sale

The Group classifies assets as held for sale if the assets are available for immediate sale in their present condition subject only to
terms that are usual and customary for sales of such assets and the sale is considered highly probable. For the sale to be highly
probable management must be committed to sell the assets and be actively looking for a buyer, the assets must be actively
marketed at a price that is reasonable in relation to their fair value and the sale is expected to be completed within one year. An
extension of the period required to complete a sale does not preclude an asset or disposal group from being classified as held for
sale if the delay is caused by events or circumstances beyond the Group's control and there is sufficient evidence that the Group
remains committed to its plan to sell the assets or disposal groups.

When classifying assets as held for sale the Group has determined that the requirements of IFRS 5 have been met.
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NOTES TO THE INTERIM FINANCIAL STATEMENTS

4. cont.

As set out in Note 21 in the annual Financial Statements for the year 2012, disposal groups being legal entities acquired exclusively
with view to resale are measured at the lower of carrying amount and fair values less costs to sell. For the most part, fair values at
the date of classification of these legal entities were calculated using valuation models based on discounted future cash flows that
incorporated significant non-market observable inputs and assumptions. The use of reasonably possible alternative inputs and
assumptions to these models, in particular changes to the discount rate employed (representing the required rate of return on
equity), could have impact on the fair value of these disposal groups.

v) Fair value of Investment Property

As the property market in Iceland is relatively inactive and assets are often quite dissimilar it is difficult to obtain reliable estimates
of fair values of investment properties. The international financial crises and the financial crisis in Iceland had significant influence
on the real estate market in Iceland. The effects of that resulted in a relatively passive market and with disparate properties on the
market it can be complicated to use prices from recent market transactions in order to determine values of comparable
properties. This being the case there is uncertainty about the actual fair value of the properties.

vi) Intangible assets

The value of intangible assets with indefinite useful lives is not amortised, but the assets are tested for impairment at least once a
year.

The Group

5. Shares in subsidiaries in which Arion Bank held a direct interest at the end of the year were as follows:

Equity interest in %

Company: Country Currency 31.3.2013 31.12.2012
AFL - sparisjédur, Adalgata 34, Siglufiordur ........c.ccoeceeiieneeniinieeeeeeeeeeee e Iceland ISK 99.3 99.3
ALT ehf., Borgartiin 19, ReYKjaviK .......ccceeeiiiiiiiieeciie sttt Iceland ISK 100.0 100.0
Arion Bank Mortgages Institutional Investor Fund, Borgartun 19, Reykjavik .. Iceland ISK 100.0 100.0
EAB 1 ehf., Borgartiin 19, ReyKjaViK ........ccceeeuiieiiiieiiee ettt Iceland ISK 100.0 100.0
Eignabjarg ehf., Alfheimar 74, ReYKJaViK .......cooeueuieiieiieceeeeeeeeee e Iceland ISK 100.0 100.0
Eignarhaldsfélagid Landey ehf., Hatun 2b, Reykjavik ........ccccveeviieeiiiieiiiieccieeeeee s Iceland ISK 100.0 100.0
EinkaklUbburinn ehf., Borgartin 19, Reykjavik ........ccccoecieiiiiieniiieciee e Iceland ISK 100.0 100.0
Gen hf., Borgartlin 19, ReYKJaViK .......c.eeeviiieiiie ettt Iceland ISK 100.0 100.0
GIR Fund Management Ltd., Walker House Mary Street, George Town. . .. Cayman Isl. ISK 100.0 100.0
Kaupthing Management Company S.A., 35a, avenue J.F. Kennedy .........cccceeevveeerneenns Luxemb. EUR 100.0 100.0
Landfestar ehf., Alfheimar 74, REYKJAVIK .......covevveirieieieieieieteeeeeeeeeeeeeeeve e Iceland ISK 100.0 100.0
NS1 ehf., Borgarbraut 14, BOrZarnes ......ccc.ccccueeeeiueeeeieeesirieesireessiveeeesseeessseeessnessseeenns Iceland ISK 100.0 100.0
Okkar liftryggingar hf., SOItUn 26, ReYKjaViK .......cccovvveeeiieecieeceeccee e Iceland ISK 100.0 100.0
Stefnir hf., Borgartlin 19, REYKJAVIK ......cc.eeeeiuieieiiie ettt Iceland ISK 100.0 100.0
Tekjuvernd ehf., Hlidarsmari 17, KOPAVOGUF .......cccueerieiriiniieiieiienteeie e Iceland ISK 100.0 100.0
Valitor Holding hf., Laugavegur 77, Reykjavik .........cccceveeniiniiiniiiniiiicniceeeieeeee Iceland ISK 60.8 60.8

In addition the Bank holds subsidiaries classified as a Non-current assets and disposal groups held for sale, see Note 37.
6. Changes within the group

In March 2013 Fram Foods ehf. sold its subsidiary Fram Foods island hf. Fram Foods ehf. is a wholly owned subsidiary of Eignabjarg
ehf. Fram Foods island hf. was classified as non-current assets and disposal groups held for sale at year-end 2012. The effects from
the sale of this entity has minor effects on the Statement of Comprehensive Income.
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OPERATING SEGMENT REPORTING

7. 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.

Segment capital expenditure is the total cost incurred dureing the period to acquire property and equipment and intangible assets.
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. Corporate Banking offers diverse solutions relating to loans and other services
required by companies. The division is also responsible for the financial restructuring of companies which need it.

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

The Asset Management division comprises Institutional Asset Management, Private Banking and Investment Services. Asset
Management is the fund distributor for Stefnir, an independently operating financial company owned by Arion Bank. Stefnir manages a
broad range of mutual funds, investment funds and institutional investor funds. Asset Management offers investment options suited
to every investor’s needs, including pension savings, other regular savings, investments or asset management. Asset Management also
offers funds from other leading global fund management companies.

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 Proprietary trading and 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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8. Summary of the Group's business segments:

Asset Other Head-

Manage- divisions quarters

1.1.-31.3.2013 Corporate Retail ment and Investment and Sub- and
Banking  Banking Stefnir  Banking  Treasury sidiaries Elimination Total
Net interest income ........cccceeeveeinneens 2,162 2,499 161 25 1,893 (472) 20 6,288
Other INCOME ..o (984) (524) 756 2,437 (832) 1,405 218 2,476
Operating income .... 1,178 1,975 917 2,462 1,061 933 238 8,764
Operating eXPense .......cccoeeeeveerrenennne (180) (1,413) (324) (153) (62) (1,682) (2,785) (6,599)
Earnings before tax .......ccccceeiiinnennens 998 562 593 2,309 999 (749) (2,547) 2,165
Net seg. rev. from ext. customers ...... 3,452 5,525 87 2,414 (4,285) 1,563 8 8,764
Net seg. rev. from other segments .... (2,274) (3,550) 830 48 5,346 (630) 230 -
Operating income .......ccccceeveveeeeennnnes 1,178 1,975 917 2,462 1,061 933 238 8,764
Depreciation and amortisation .......... - 45 - - - 47 170 262
Total asSets ...ccceeerereeereeiieereeerenenenenens 244,374 325,785 4,953 26,002 225,675 80,676 - 907,465
Total liabilities .......cccceeeveeernnns 205,274 298,314 2,019 21,842 195,361 52,369 - 775,179
Allocated equity ......ccceeeeeeeenenenenennnes 39,100 27,471 2,934 4,160 30,314 28,307 - 132,286

1.1.-31.3.2012

Net interest income .......ccccecevveeennene 2,713 2,453 487 68 977 (443) (41) 6,214
Other iNnCOMe .....occvvevveveecieeee e, 57 1,136 552 338 1,018 1,490 50 4,641
Operating income .... 2,770 3,589 1,039 406 1,995 1,047 9 10,855
Operating eXPense .......cecvevveecveereeenns (198) (1,395) (293) (145) (44) (1,296) (2,431) (5,802)
Earnings before tax .......ccccceeviiinnnnenns 2,572 2,194 746 261 1,951 (249) (2,422) 5,053
Net seg. rev. from ext. customers ...... 4,666 2,828 (114) 365 (1,912) 4,916 106 10,855
Net seg. rev. from other segments .... (1,896) 761 1,153 41 3,907 (3,869) (97) -
Operating income .......cccceeeveeenenennnnns 2,770 3,589 1,039 406 1,995 1,047 9 10,855
Depreciation and amortisation .......... - 39 - - - 57 121 217
Total assets ....ccevvririiiiiiinininennnninnnnnns 283,449 310,170 4,381 17,094 198,578 85,700 - 899,372
Total liabilities .......ccccceeriiirvneeeerenens 238,098 286,481 3,964 17,366 163,281 71,171 - 780,361
Allocated equity ......cccceeeeerercrnrenenens 45,351 23,689 417 (272) 35,297 14,529 - 119,011

The vast majority of the revenues from external customers is attributable to customers in Iceland.
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NOTES TO THE CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Net interest income

9. Interest income and interest expense is specified as follows: 2013 2012

1.1.-31.3.  1.1.-31.3.

Cash and balances With Central Bank .........cceeiiiiiiiiiece et tae e e raae e e st e e et aeesaeeeenaeesareee s 319 171

LOANS @NA FECEIVADIES ......vveieteieecitie ettt ettt ee e et e e et e e e breesebseeseateeeeabeeesabeseeabeeeeseeeensseesnsseesnnnes 13,720 12,884

SBCUNIEIES teeiiiiiiiieee i ettt e e ettt e e e e sttt et e e e sttt e e e e saaataeeee e e asbaeaees e e sabaseeeeesaabbaeeeeeeaassbaaeeeeaanstaaeeseenssanaeessensnnsanees 2,278 2,147

[0 4 =T R SPPRRRSNY 155 96

L0 =T =3 T oo T TN 16,472 15,298

1D 7T oo 1 | £ P OO PR PP PPPPPPRPPI (5,560) (4,935)

BOTTOWINES ..evietietieeteete et e s ee et e et esteesteeesse e beesteessseesseesseesseaasseeneeenseaseeasseanseasseesseesaseesseeseesseeasseansaessnesssannsennen (4,265) (3,646)

0] o TeT e [T F= 1 =T B L] o111 TSRS (335) (430)

(24) (73)

(10,184) (9,084)

6,288 6,214

Net interest income from assets and liabilities at fair VAlUE ........coccuvieiciieiciie et 2,278 2,147

Interest income from assets NOt @t fAIF VAIUE .....cc.eeiccivieeiiee ettt ettt etre e eab e e e etb e e ereeeeneeeenneeennes 14,194 13,151

Interest expense from liabilities NOt at fAir VAlUE ........ooiuiiiiiiii e e (10,184) (9,084)

NET INTEIrEST INCOME ....ciiieeeiiiiiiiiiiiciieeieereee et teteareeeestannsssseseteasnssssssstesnnssssssssssnsssssssssssnnssssssssssnssssssssssnnnnsans 6,288 6,214

Increase in book value of loans and receivables

10. Increase in book value of loans and receivables is specified as follows:

Increase in book value of 10aNs t0 COrPOrAtES ......c.uiiiiiiiieiiirie ettt ettt st sb e e s sane e 2,234 62

Increase in book value of 10aNns to INIVIAUALS .......ceeeieiiieiiieeece et e e et sre e eesane e 139 57

Increase in book value of [0ans and receivables ..........c.eeeeeeeeeeemenenenenenenenenennnensnsnsnsnsnsssssnsesennnens 2,373 119

The increase in book value of loans and receivables is determined in accordance with the accounting policy presented in Note 8 a) in
the annual Financial Statements for 2012. Increase in book value of loans and receivables consists of adjustment to reflect actual and

estimated cash flows.

Impairment of loans and receivables

11. Impairment of loans and receivables is specified as follows: 2013 2012
1.1.-31.3. 1.1.-31.3.

Impairment (reversal) of loans and receivables to credit iINSIEULIONS ........cccoverircierierenieieseeeee e (31) 29
Impairment of loans and receivables t0 CUSTOMETS .......cciiiiiiciieieee et et ereeneas 2,726 166
Impairment of 10aNs aNd reCEIVABIES ...... ... e e e s e s e s s s s s s s e s s s s s s s s s s s s s s s s s s s sssssssssesesanananans 2,695 195
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Net fee and commission income

12. Fee and commission income and expense is specified as follows:

2013 2012
Fee and commission income 1.1.-31.3.  1.1.-31.3.
ASSEE MANAZEMENT ..ottt 873 523
[0 e O OO U U OUURUPSPRUSRRPPT 1,685 2,246
Collection and PAYMENT SEIVICES .....cceeiiiiriiriiiiiieie ettt sttt sttt b e s bbb s bt sbe et et e sbe e e enennes 250 234
Investment banking . 214 123
INEEIDANK CIEAIINEG ..ttt bbbttt ettt et et sbe b e b sbe e ene s 173 175
LENAING QN BUAIANTEES ...eeuvieeiiiieeiiee ettt sttt ee e e e tte e s teeesaeeesaaeeesaseeesaaeeesabaeesssaeeesseeesteeeanteeeanseeannsseennnseesnnseenn 186 249
Other fee and COMMISSION INCOMIE ....oiuiiiiiiieeieeree ettt sttt ettt s e ettt e s st e satesbeesaeesaeesabeesseenbaesasesaseas 279 256
Fee and commission income 3,660 3,806
Fee and commission expense
F X3 0 T4 = Y=Y 0 0 =Y o S (47) (57)
CAPOS creeteeeieeeee et et et e ettt ettt e e tee et eetbe e beeeteeetseesbe e be e beeasaeeabeeseeatbaeabeebeebeeehaeeabeenbe e teeeabe et eebeeateeeaseenteebeeseenraeenns (863) (1,062)
Collection aNd PAYMENT SEIVICES .....ccvieiueerieeireeteesteerteesteeteesseeseeseesseeseesseesssessseesseesssesssaassessseesssesssesnsesnsesssees (4) (5)
INVESTMENT DANKING ..ottt s et e bt e bt e s bt e st e eabe e beesbaesabesabeebeesaeesabeenbeesbaesanans (12) (18)
L0 =T oY1 QoL T== T T V- SN (173) (180)
Other fee and COMMISSION EXPENSE .....civuiirieriierite st ettt siteebe et e sttessbeebeesbeesatesstesbeessaesasesasesbeessaesasessbenses (112) (148)
Fee and COMMISSION EXPENSE ...cccieiirrreeeeeeiierissnreseresessssssesssssssssssssssssssssssssssssssssssssnssssssssssssnnassssssssssnns (1,211) (1,470)
Net fee and cCOMMISSION INCOME .....cuueiiiiiiiiiiiiiie e s aae s s sas e s ssannees 2,449 2,336

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.

Net financial income (expense)

13. Net financial income (expense) is specified as follows: 2013 2012
1.1.-31.3.  1.1.-31.3.

D3V Te (=T o I T g Tole] 4o 1< OO PSP ORPPPT 4 2
Net gain (loss) on financial assets and financial liabilities classified as held for trading .........ccoccecvevinenieiicnennen. 122 (53)
Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss ............ 444 397
Net financial INCOME (EXPENSE) ...ciiiiiiiiiueiiiiiiiiiiiinriiiiiiiiriersiesssssssne s sessssssssssssssessssssnsssssssssssnsnsssssssssssannanss 570 346

14. Dividend income is specified as follows:

Dividend income on trading assets

Dividend income ........ccceeeueerrennes 4

15. Net gain (loss) on financial assets and financial liabilities held for trading is specified as follows:
Net gain (loss) on equity instruments and related deriVatiVes ..........cceeceereeiiecie e 216 98
Net gain (loss) on interest rate instruments and related derivatives ..o s 2 (277)
Net gain (loss) on other derivatives (96) 126
Net gain (loss) on financial assets and financial liabilities held for trading ........ccccccevvivvneeeiiiiiiiissnnenniisiissnnnns 122 (53)
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16. Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss is
specified as follows:

Net gain (loss) on interest rate instruments designated at fair Value ...........ccooceveeiiinininienenccee e
Net gain (loss) on equity instruments designated at fair ValUe .........ccceeeieiiieceenie st

Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss .......

Net foreign exchange gain (loss)
17. Net foreign exchange gain (loss) is specified as follows:

From [0aNSs @nd FECEIVADIES ......co..iiuiiiiiiieee ettt et ettt ettt et e s bt e sa e et e e beesbeessbeeabeebeenseesaeenane
From cash and Cash @QUIVAIENTS .........c.cocuiiiiiiiice ettt e e s re e s b e esbe e teessaessteenteenseenneas
From deposits and DOITOWINGS ........coiiiiiiiiiiiiicieieceee e st r et n e
From subordinated IabilILIES ........cc.evueriiiiiee ettt sttt
On bonds, equity iNStruments and AEIIVATIVES .......cccviiiiiiieiiiieciiee et eeaae e e be e e e ae e e sbe e e etaeeensaeas
On other assets and ADIITIES .......o..oiuiriiie ettt sttt st et ae e

Net foreign exchange gain (loss) ...

Other operating income

18. Other operating income is specified as follows:

Rental income from iNVeSTMENT ProPEItiES .....c.eevieiieeiiecieerie e ese et e ste e te et e e s e e sre e beesbeesreessseeseessnesseesssennes
Fair value changes on iNVESTMENT PrOPEITY ......eeiiiiriiriiiieiesie st tete sttt ete e st etetesbesseesaesbesbesssebesbesseeneesbessesnes
Realised gain 0N INVESTMENT PrOPEITY ..ccuviiiieiieieeseeeie et et e st e seeete et e e sreeseesseesbeesbeesaaeesaeesbeesseessseasseenseenseennens
Earned premiums, NEt O FEINSUIANCE .......ooouiiiiiiiiie ettt ettt st st be e b e saeessbeebeesbeesaeesnneeaee
Net gain (loss) on disposals of assets other than held for sale .........cccveviiiiiiece e
ONEI INCOMIE ..ttt sttt et b e st e e e a e e bt e bt e st e e ate et e e bt e saeesabeenbeesaeesaseeabeenbeeshtesabeenbeebeenseenneas

Other O0PErating INCOME ....cciiiiieeiiiiiiiiiiinneteieiisisssresstesessssnstassssssssssssessssssssssnssasssssssssssssasssssssssnssassssssssssnsaanes

Personnel and salaries
19. The Group's total number of employees is as follows:

Average number of full time equivalent positions during the Period ............ccccvveeiieeeiiiecciee e
Full time equivalent positions at the end of the PEriod ..........ccevieiiiiiieiiesee e

The Parent company's total number of employees is as follow:

Average number of full time equivalent positions during the period ............ccccvveiiieeeiieecciee e

Full time equivalent positions at the end of the period
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2013 2012
1.1-31.3.  1.1.-31.3.
107 403
337 (6)
444 397
(7,489) 5,456
(5,330) 2,347
8,677 (5,708)
2,194 (1,941)
834 789
(283) 140
(1,397) 1,083
559 488

- 33

133 17
255 214

5 18

224 177
1,176 947
1,187 1,157
1,187 1,179
950 918
950 930

Amounts are in ISK millions
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20. Salaries and related expense are specified as follows: 2013 2012
1.1.-31.3. 1.1.-31.3.
SAIAMIES .reieirie ettt et e et e et e e et e e e e e e e be e e e ba e e e taeeeaabeeeaatee e e taeeahaeeaabeeetaeeeatbeeeabeeeabeeeabaeeabaeeebbeeeanteeeanteeearaeaans 2,538 2,349
Defined contribution PENSION PIANS ....cc.eiiiiiciieiiecee et e te e et e s e s e e et e e saeesaeesaseeseesseesrnesnnens 342 323
SAIArY FEIATE BXPENSE .ceeeeiniieeeieeiieete ettt ettt ettt e bt e st e st e e bt e s at e sab e e b e e bt e shb e e st e e b e e bt e shbeeabeebeebaenaaeeareens 442 373
Salaries and related expense 3,322 3,045
Salaries and related expense for the Parent company are specified as follows:
1 L =TSR 2,009 1,876
Defined contribution PeNnSion PIANS ......c..cocieiiiiiiiiiii e e s 271 253
SAlArY FElAtEA EXPENSE ...ttt ettt bt e b s bt b et b e eh e he et e bt bt et et e ebeehe et et e she et ene et 361 261
Salaries and related EXPENSE .....ccccvvueriiiiiiiiiiniriiiiiiiere s sare s ane s e s s se s sana e e s esssssnans 2,641 2,390
Other operating expense
21. Other operating expense is specified as follows:
Direct operating expense derived from rental-earning investment properties ...........ccccoveevveveneniriencneneenene. 141 115
Claims incurred, Net Of FEINSUIANCE ........eeiviiiiirieecctee ettt e ebre e e ebae e e eaaeas 82 82
Other operating eXPENSE ......coceeeviiueeirisneiriseeesisteisisieneseessssessssssees 223 197

Tax expense

22. Income tax recognised in the Statement of Comprehensive Income is specified as follows:

Current tax expense

CUITENT PEIIOM ..ttt b e e bt b e bbb e b e s bt e ab e b e s bt e bt as e s bt sb e e be e b e s b e sbe e s ebesbean 894 832
Deferred tax expense

Changes in temporary diffEr@NCES .......c.eoviiiiiiiii e (308) 229
Total INCOME tAX EXPENSE ..iiiiiiiiiiiiiiiieiiieieieieieie e re e eeteeteteteteteteeetetetetesststsesssssssesssssssessssssssssssssnsssssnnnnns 586 1,061

The Icelandic corporation tax rate is 20%. Effective tax rate of the Group is 27.0% and reconciles as follows:

1.1.-31.3.2013 1.1.-31.3.2012
EQrnings DEfOIE taX ..covuuieiiiiiiiieeie ettt ettt st 2,165 5,053
Income tax using the Icelandic corporation tax rate .......c.cccecveeveeriesceeeseeereeseeeee e 20.0% 433 20.0% 1,010
Additional 6% tax on financial INStItULIONS ........cceeviiriiiiieiee s 10.4% 225 4.5% 228
NON-AEAUCEIDIE EXPENSE ..eeiiiiieieiiee et e e e e st ee e s ree e s sneeeeneeeenns 4.8% 103 1.9% 96
TAX EXEMPEL FEVENUES ...c.eveinvieiieeiieeieesieesiteeiteebe e et esitestesbeesseesatesaseebeesbeesaeesasesseesseenen (5.2%) (112) (6.6%) (333)
Tax incentives not recognised in the Statement of Comprehensive Income ................. (7.1%) (154) 0.0% -
NON-A@AUCEIDIE TAXES ...ttt st e 0.0% - 1.2% 60
(04 =T ol =Y V=TSP 4.2% 91 0.0% -
|33 (o A R ¥ ) -1 £ TN 27.0% 586 21.0% 1,061

Financial institutions pay 6% additional tax on taxable profit exceeding ISK 1,0 billion. It is presumed that the tax rates remain
unchanged.
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23. Bank Levy

Bank levy is calculated according to law. The levy is 0.041% on total debt excluding tax liabilities at end of the period. Non-financial
subsidiaries are exempt from this tax. Additional temporary levy of 0.0875% is assessed for the years 2012 and 2013 to meet the
funding of a special interest relief provided to individual tax payers. The additional levy was fully expensed in the years 2011 and 2012.

Net gain (loss) from discontinued operations, net of tax

24. Net gain (loss) from discontinued operations, net of tax is specified as follows: 2013 2012
1.1.-31.3.  1.1.-31.3.

Net gain (loss) from legal entities . 12 803
Net loss on revaluation and disposal of real estate (91) (43)
(04 Y= = Y PSSP - (33)
Net gain (loss) from discontinued operations, Net Of taX ......ccccceriirceriiriniiinrniierr s e s aee e (79) 727

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.

Earnings per share

25. Earnings per share are specified as follows: Discontinued operations
Excluded Included
2013 2012 2013 2012

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 .........cccceeeeeveenceerneninennns 1,776 3,584 1,697 4,311
Weighted average share capital:

Weighted average number of outstanding shares for the period, million ................... 2,000 2,000 2,000 2,000
BasiC €arnings PEr Share .......oooii i 0.89 1.79 0.85 2.16
Diluted €arnings PEIr SNATE .......cccuveciierienie ettt e et e st e e saeesteesaeesaeeseeenseessaennes 0.89 1.79 0.85 2.16
Number of outstanding shares at the end of the period, million ..........ccccceeveeeeneennnns 2,000 2,000 2,000 2,000
Number of total shares at the end of the period, million, diluted ..........ccccccvevvveirennnne 2,000 2,000 2,000 2,000

There were no instruments at the end of the period that could potentially dilute basic earnings per share.
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NOTES TO THE CONSOLIDATED STATEMENT OF FINANCIAL POSITION
Cash and balances with Central Bank
26. Cash and balances with Central Bank are specified as follows:

(07 1 1 1o 0 4 =12 T USSR
Cash With CeNtral BanK ......ccceeiieeciieiecee et sae e te et e e e s e et eeseesneesaaeenseesseesrneeneeas
Mandatory reserve deposit with Central Bank ..

Cash and balances With Central Bank ...........ceeeeeeeeeeeeeeeeeeeeeeeemmmmemensmsssmssssssssssssssssssssssssssssssssssssses

The mandatory reserve deposit with Central Bank is not available for the Group to use in its daily operations.

Loans and receivables to credit institutions
27. Loans and receivables to credit institutions specified by types of loans:

L2 Y1 [el el 18 3L U
MONEY MAIKEL IOANS ...ttt et sttt st st
Overdrafts .. .
(014 o T=T g o Y- Yo F OO TUR
Provision on 10ans and reCEIVADIES ......cocuiiiiiiiiiie e sae e e s e e s aaeesnees
Loans and receivables to credit iNStItULIONS .....cccccuveeiiiiiiiiinnieiiiiiiiinneenes s sessens

28. Changes in the provision for losses on loans and receivables to credit institutions are specified as follows:

Balance at the beginning of the PEriod .........coueeiieiieiiece e
Provision for losses (reversal) during the period ...........ccccevirieiiiininicineee e
Write-offs dUring the PEIiOM .....c...ecuei ettt be e te e naeennas
Provision for losses on loans and receivables to credit institutions ..........cccceeveeerinecrinieciiienene.

Loans and receivables to customers

29. Loans and receivables to customers specified by types of loans:

31.3.2013

OVEIATATES .veiiieiiieeieeie ettt ettt sttt e st e e st e st e e bt e s beesatesabeesbeesaeesabeesbeesbeesaenstesntesnbeensaesanesane
[ Yo L1 A o= o LSS
Mortgage loans

] o oTgo [T F=1 =T I (o Y- Yo -SSR
Other [0aNs and FECEIVADIES ......cccuiiriiiiieiieiees ettt et e s beebeesteessaesseeenee
Provision on 10ans and reCEIVADIES ......cccuueiiiiiieie e e e s e e s aaeeennes

Loans and receivables t0 CUSTOMENS ........cceeeeeeeeeeenenenenenenenenenenensssssssssssssssssssssssssssssesssssess

31.12.2012

OVEIATATES ettt h et b e s bt h e et e s be e bt e st e b e sbe e bt et e besbeent e e e ebeenteeeeeas
CrEAIT CANAS .ottt sttt b e bt et b e b e e bt bbbt et e b b e eaeebe e
1Y [ o 7= Y= [0 X1 o USSP
Subordinated loans

Other 10ans and rECEIVADIES .........iiiuiii e ee e et e e e ssae e e sateeesnteeannnes
Provision on 10ans and reCeiVabIES ........c.c.iiiieiiiiriiiiie et

Loans and receivables t0 CUSTOMENS ........ceiiiiiiiiinnnneiiiiiiiinneniiiiiinseeeiiiissesesssssmssesssssssssnns
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31.3.2013 31.12.2012 31.3.2012
3,187 3,495 3,717
16,362 17,514 5,949
8,550 8,737 8,364
28,099 29,746 18,030
72,254 84,164 62,065
24,817 13,763 853
- - 1

7,146 3,888 3,839
(773) (804) (803)
103,444 101,011 65,955
804 774 774

(31) 70 29

R (40) R

773 804 803
Individuals Corporates Total
17,729 19,172 36,901
8,724 720 9,444
195,895 5,488 201,383
- 541 541

40,145 330,440 370,585
(15,248) (38,080) (53,328)
247,245 318,281 565,526
17,236 18,470 35,706
10,302 769 11,071
190,897 4,376 195,273
- 573 573

43,560 340,208 383,768
(19,222) (40,559) (59,781)
242,773 323,837 566,610

Amounts are in ISK millions
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29. cont.
31.3.2012 Individuals Corporates Total
OVEIATATES .ottt sttt b e bbb bbb b e r et 16,921 15,947 32,868
(@Y L A oF | o PP PPPRRRRRRPPNE 11,063 950 12,013
1Y oY ==Y N [o - s OO PSP PR RPRRN 186,208 3,800 190,008
SUDOFAINGLEA [0@NS ...ttt ettt e b e e bt e sae e sas e e b e e sseesaneennean - 583 583
Other 10ans and reCIVADIES .........ueiiiiiiiiiiiicc e e e e e e et e e e s e saabaeeeeas 33,561 367,857 401,418
Provision on 10ans and receivables ............ocieiieiiicie et (13,296) (39,440) (52,736)
Loans and receivables to CUSTOMENS .......cccceeiiiueiiiiiiiniiiiine s aae e 234,457 349,697 584,154

The total book value of pledged loans at the end of the period was ISK 172 billion (31.12.2012: ISK 167 billion and 31.3.2012: ISK 168
billion). Pledged loans comprised mortgage loans to individuals, loans to municipals and loans to state related entities that were
pledged against amounts borrowed.

Further analysis of loans and receivables is provided in Risk Management Disclosures.

30. Changes in the provision for losses on loans and receivables to customers are specified as follows:

1.1.-31.3.2013

Specific  FXrulings  Collective Total
Balance at the beginning of the period .... . 41,499 14,942 3,341 59,782
Provision for losses during the Period ..........cccvevveiieiieccecsee e 2,310 292 124 2,726
Write-offs during the Period .........cceevveriiiiiiiiiece et (2,170) (6,251) (8) (8,429)
Transferred to iabilities ........c.ecveeceeiieceee e s - (815) - (815)
Payment of loans previously written off .. 64 - - 64
Balance at the end of the period .........cccceeiiiiiiiineeiiiiiirrrrer e enneeesee e 41,703 8,168 3,457 53,328
1.1.-31.12.2012
Balance at the beginning of the Year ......cc.ceviiviiiiiini e 32,953 13,823 9,513 56,289
Provision for [05ses during the YEAr ..........cceeviiiiiierieciece et 11,818 5,744 (118) 17,444
Write-offs dUuring the YEAr ......ccuciiiicicieeceee et s (3,830) - (6,054) (9,884)
Transferred to labilities ........c.eeveecieieeceee e s - (4,625) - (4,625)
Payment of loans previously written off .. 557 - - 557
Balance at the end of the Year .......ccccvccceeeiiiiiciceeeernccccrreee e eneeens 41,498 14,942 3,341 59,781
1.1.-31.3.2012
Balance at the beginning of the period .........c..ccceviiiiiiiiniii e, 32,953 13,823 9,513 56,289
Provision for losses during the Period ..........cccvevevieiieccee e (2,128) 1,766 528 166
Write-offs during the Period ..........coeeviiiiiiiiee e s (913) - (2,876) (3,789)
Payment of loans previously Written off ...........cccveviieiieii e 70 - - 70
Balance at the end of the period 29,982 15,589 7,165 52,736
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Financial assets and financial liabilities

31. Financial assets and financial liabilities are specified as follows:

Designated
31.3.2013 Amortised at fair
cost Trading value Total

Loans and receivables
Cash and balances with Central Bank .........cccccoovvieiiiiiciiicciiee e 28,099 - - 28,099
Loans and receivables to credit institutions 103,444 - - 103,444
Loans and receivables tO CUSTOMELS .......c.vecicrviiieiieeeciee et cetee ettt e eenee e ereeeeans 565,526 - - 565,526
LOANS aNd reCeIVADIES .....ceuuuiiriieeeneiiriireinieeetereenereereeeeessseeereeensssseseresenssssesseesnnnnnnns 697,069 - - 697,069
Bonds and debt instruments
LISERA 1utteireete ettt et et e et e et e e e ete e et e e tb e et e e beeebaeeabeeabeebeeaabeetbeebeebeenseeeaaeenreeteenen 4,090 42,973 47,063

2,881 75,582 78,463

6,971 118,555 125,526
Shares and equity instruments with variable income
LISERA 1euttiere e et et ettt et e et e et e eteeete e e te e e tbeebe e beeetaeeabeeabeeabeeaaeeetbeebeebeenteesaaeenreeteenen 722 2,354 3,076
L7311 =T SRR 1,412 8,401 9,813
Bond funds with variable iINCOME ........cccviiiiiiiiiiee e et 2,495 1,591 4,086
Shares and equity iNSTFUMENTS .......ceeeiiiiiiiiiinneiiiiiiinnnneeneienesssnsessesssssssnneens 4,629 12,346 16,975
Derivatives
OTC AEIIVATIVES ...vvvveeeiieciieeee e e ettt e e e ettt e e e e s rtre e e e e e s iraaeeeeeeeaaseeeesenasaseeessennsbaneeeesanns 1,179 - 1,179
DEIIVALIVES wuvueiiiiiiineiiiiiiiieniiiiiiireeniiiitineanssiietneessssssetersnsssssssresnsssssssnsssnsssssssssssnnns 1,179 - 1,179
Securities used for hedging
Bonds and debt iNSTrUMENTS ......ccciiiiiiiicceee ettt e s 869 - 869
Shares and equUIty INSTFUMENTS ......cccuieiiiiiiecie e s re et e e eaeeeeans 984 - 984
Securities used for hedging ......c.ccccvvveeiriiiiiiiiiiinii e 1,853 - 1,853
Other fINANCIAl @SSEES ..cvvviiiieii et ettt cetee et e e eetr e e etr e e eetreeeereeeebeeesbaeesebeeesnes 5,708 - - 5,708
FINANCIAl @SSELS ..uvuvurerernrernrnrererrsrsrsssrsssssssssssssssssssssssssnssssssssssssssssssssssnsssssssssssssssssann 702,777 14,632 130,901 848,310
Liabilities at amortised cost
Due to credit institutions and Central Bank ..........ccceeeeieeeeiiiieciiee e 21,617 - - 21,617
[T oY 1 £ ROUURPRN 462,255 - - 462,255
BOITOWINES «..eeeeiteeeitee ettt ettt sttt et s bt e sttt e st esate e e s e e sanreeeennaeeeaneeenans 204,394 - - 204,394
Subordinated liabilities 32,052 - - 32,052
Liabilities at amMoOrtised COSt .......ccviriiiiiirriiirrrrrrrrrrrrrrrrrrreeeeese e e ee s e se e e sesesese s e seseeesesenenens 720,318 - - 720,318
Financial liabilities at fair value
Short position in bonds 11,111 - 11,111
DIEFIVATIVES eeeeiiiiiiiieee ettt e e e e e et e e s s e e e e e s s e sabar e e e e e s s nbbeaeeeeeaans 187 - 187
Financial liabilities at fair VAlUE ........ccccevierieiiiriirrccccccccrcccrcccre s s e s sesenees 11,298 - 11,298
Other financial lADIlITIES ....ccveeeeveeieceee ettt ebe e e saaeeeeareeennes 32,787 - - 32,787
FINANCIal laDilIties .....ceeeeeeriiiririiiieicirierererrrererrrsrreeesese s e se s e sese s e seseseseseseseseseseseeeseeenannns 753,105 11,298 - 764,403
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31. cont.
Designated

31.12.2012 Amortised at fair

cost Trading value Total
Loans and receivables
Cash and balances with Central Bank .........cccccoovvveeiiiiiciiee et 29,746 - - 29,746
Loans and receivables to credit inStitULioNS ........ccccveeeecieeciiee e 101,011 - - 101,011
Loans and receivables to customers 566,610 - - 566,610
Loans and receivables .................. 697,367 - - 697,367
Bonds and debt instruments
Listed .... - 2,132 42,441 44,573
Unlisted - 3,515 69,642 73,157
Bonds and debt iNStrUMENTS ......cccceeeiiiiiiiiiiiiiicccccccceeeeererereeeee s seseeesesseeesesesesesesesenenes - 5,647 112,083 117,730
Shares and equity instruments with variable income
LISTEA 1vteiteieeitete ettt ettt ettt sttt b ettt b et n et et e bt n b et et e ententeeteeaeenbenbeeaennnentas - 374 2,446 2,820
UNTISTEA <.ttt ettt sttt e b bt et e b bt et nee s - 1,037 8,682 9,719
Bond funds with variable iNCOME .........cociiiiiiiiie e - 2,623 1,682 4,305
Shares and equity instruments - 4,034 12,810 16,844
Derivatives
OTC AEIIVATIVES ..ttt ettt sttt sb et b e sbe et et be et e b nbeenee - 788 - 788
Derivatives - 788 - 788
Securities used for hedging
Bonds and debt iNSTrUMENTS ......ccciiiiiiieeceeecee et et s - 1,460 - 1,460
Shares and equity instruments - 978 - 978
Securities used for hedging ........ccccvvveeiriiiiiiiiiiniiiie e - 2,438 - 2,438
Other fINANCIAl @SSEES ..cvvviiiieii ittt ettt etee et e e et eeereeeetreeeebeeeeabeeesbneesesneesnes 5,030 - - 5,030

Financial assets 702,397 12,907 124,893 840,197

Liabilities at amortised cost

Due to credit institutions and Central Bank ..........cccveeevveeeeiieeiiireee et 32,990 - - 32,990
[D2=] o Yo 1Y 1 £ PP PPPPPPPN 448,683 - - 448,683
BOITOWINES ...ttt re e e s 195,085 - - 195,085
Subordinated Habilities ........c.eeiiieiiiiececc e e s et 34,220 - - 34,220
Liabilities at amOrtis@d COSE .......covrrririiiiiiiriiiirrirerererrrrreerererreeeeeereseeesesesesesesesesesenenens 710,978 - - 710,978
Financial liabilities at fair value

Short POSItION IN DONAS ...ecviiiiicie et et esaeeeeereensaeenes - 12,490 - 12,490
DBIIVALIVES ..eeeeeee ettt st e ettt e et e st e s snb e e s e e e e enee - 975 - 975
Financial liabilities at fair VAIUE .......cccevevririririiiiiiiiiririrrrcrrrresressrsesessessssesesesesesesesenenen - 13,465 - 13,465
Other financial lADIlILIES ...cccveeeecreeiecieee ettt e ebe e e bae e e eareeennes 35,141 - - 35,141
Financial labilities ......cccceeeeeeriiiiirircrcrcrrrrrrrrcrrrr s s sese s s sesssess s e sesese s e seseseseseseseeeesenananes 746,119 13,465 - 759,584
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31. cont.
Designated

31.3.2012 Amortised at fair

cost Trading value Total
Loans and receivables
Cash and balances with Central Bank ...........cccuveeeeeiiiiiiiee e ecrree e e e 18,030 - - 18,030
Loans and receivables to credit inStitULioNS .........cccveeiciieeccieeceee e 65,955 - - 65,955
Loans and receivables to customers 584,154 - - 584,154
Loans and receivables .................... 668,139 - - 668,139
Bonds and debt instruments
Listed .... 1,160 53,592 54,752
Unlisted 61 87,680 87,741
Bonds and debt iNStrUMENTS ......cccceeeeeiiiiiiiiiiiiccccecccceeeeeeeereeeee e seseeeeeseeeseesesesesssenenenes 1,221 141,272 142,493
Shares and equity instruments with variable income
LISTEA 1vteuteieeitetete sttt ettt ettt ettt e st ettt e st e st e st et et e en e et e beeaeenaenbenheennentes 220 1,415 1,635
UNTISTEA <.ttt sttt st et et sbe et e s sbesaeenee s 722 8,434 9,156
Bond funds with variable iINCOME ........cccuuiiiiiiiiiiiie e 2,314 1,991 4,305
Shares and equity instruments 3,256 11,840 15,096
Derivatives
OTC AEIVATIVES ...vvereeeeieciieeee e e ettt e e e ettt e e e e e e rrrre e e e e e s sraaeeeeeeeasaeeeessenassaeeeessennsrsneeeenanns 1,313 - 1,313
Derivatives 1,313 - 1,313
Securities used for hedging
Bonds and debt iNSTrUMENTS ......ccciiiiiiiicceeccee et s 1,204 - 1,204
Shares and equity instruments 898 - 898
Securities used for hedging ........cccvvveeiriiiiiiiiiiiii e 2,102 - 2,102
Other fINANCIAI @SSEES .vvviiiieei ettt ettt e e et e e et e e e eareeeebeeeebeeesbeeesbeeeenes 6,933 - - 6,933
Financial assets 675,072 7,892 153,112 836,076
Liabilities at amortised cost
Due to credit institutions and Central Bank ..........cccvveeeveeeeiieeeeiiee e 37,032 - - 37,032
(DT oo 1] 1 £ OSSP PU RO UPPPTRPPPRORY 462,193 - - 462,193
BOITOWINES ittt ettt e e sttt e e e e sttt e e e e et eeeeesesnannteeessesnnneaeessns 192,109 - - 192,109
Subordinated Habilities ........cueeiiiiiiiiieceeec e e s et 34,047 - - 34,047
Liabilities at amOrtis@d COSE .......cevrrririiiiiiiririririrererererrrersrserereseeeresesesesesesesesesesenenenens 725,381 - - 725,381
Financial liabilities at fair value
Short POSIION IN DONAS ...ccviieieeie et te et e esaeseeesreenraeenes 7,682 - 7,682
DBIIVALIVES ..ttt ettt st e s st s e s enb e e s e sar e e e e 416 - 416
Financial liabilities at fair VAlUE .......ccccvevririiiriiiiiiiiirerircrcrcrrerressseesrsssssssssesesesesesesenenen 8,098 - 8,098
Other financial lADIlITIES ....ccveieereieeeieee ettt e e ere e e srae e e eareeennes 33,358 - - 33,358
Financial labilities ......cccceeeeeeririiiriicrcicrcrrrrrcrrrrr s rrersese s s ss s s sese s e ss s e se s e sesesesesesesesesennenanes 758,739 8,098 - 766,837

Included in unlisted Bonds and debt instruments designated at fair value is the Drémi bond, which the Group received when acquiring

deposits from SPRON hf. in March 2009.
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32. Bonds and debt instruments designated at fair value specified by issuer: 31.3.2013 31.12.2012 31.3.2012
FiNaNCial and INSUIANCE SEIVICES ....couvvvieiieiiieeee e ettt ettt e e e eebae e e e e e eebbaeeeeeeessbbeeeeeeessasraeeeeeennens 69,883 70,142 69,065
[CT03Y7=T a1 4 T=T o £ U 47,607 40,679 64,273
[Ofo T o] =) (T PSP T PP P PP PPPPTRPPPIN 1,065 1,262 7,934
Bonds and debt instruments designated at fair Value .........cccccveeeiiiiiiiiineneeiinncsnnnnnenesesscsssnneenns 118,555 112,083 141,272

The total amount of pledged bonds at the end of the period was ISK 21.3 billion (31.12.2012: ISK 35.7 billion and 31.3.2012: ISK 22.1
billion). 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.

33. Fair value hierarchy
The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments 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.

Further information regarding fair value measurement are set out in Note 71 in the annual Financial Statements for the year 2012.

The following table shows an analysis of financial instruments recorded at fair value by level of the fair value hierarchy:

31.3.2013 Level 1 Level 2 Level 3 Total
Financial assets designated at FV through P/L 4,560 124,855 1,487 130,902
Financial assets held for trading .........cccooivevierierece e 5,733 8,875 22 14,630
10,293 133,730 1,509 145,532
Financial liabilities held for trading .........coeieiienieniecee e 11,111 187 - 11,299
31.12.2012
Financial assets designated at FV through P/L .......ccccevivirieniinesieiesieseeeeie e 3,702 119,277 1,914 124,893
Financial assets held for trading ..........cccecieecieicieceeeee e 4,226 8,660 21 12,907
7,928 127,937 1,935 137,800
Financial liabilities held for trading .........coeieeriinienieee e 12,490 975 - 13,465
31.3.2012
Financial assets designated at FV through P/L ........ccccoeiieieiiiieceeiececieeeere e 6,674 144,357 2,081 153,112
Financial assets held for trading ..........cccooieriiriieieenie e 3,252 4,618 22 7,892
9,926 148,975 2,103 161,004
Financial liabilities held for trading ........cccueeceevieriecece e e 7,682 416 - 8,098

The classification of assets between financial assets designated at fair value through profit or loss and financial assets held for trading
in 2013 is consistent with the classification used in 2012.
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33. cont.

The following table shows transfers from Level 1 to Level 2 on the fair value hierarchy for financial assets and financial liabilities which

are recorded at fair value:
31.3.2013 31.12.2012 31.3.2012

Financial assets designated at FV through PL ..........ccoviiiiiie it - - 916

The financial assets were transferred from Level 1 to Level 2 in 2012 as they ceased to be actively traded during the year and fair values
were consequently obtained using valuation techniques using observable market inputs.

There have been no transfers from Level 2 to Level 1in 2013 and 2012.

Movements in Level 3 financial instruments measured at fair value

The level of the fair value hierarchy of financial instruments is determined at the beginning of each reporting period. The following
table shows the movements of Level 3 financial assets and financial liabilities:

31.3.2013 31.12.2012 31.3.2012

Balance at the beginning of the PEriod .........ccviiiieiiecieece e 1,937 2,021 2,021
Gain (loss) recognised in Statement of Comprehensive INCOME ........coccueeviinieniienieeneenee e 35 191 73
Acquisition .. . - 105 -
(D11 oo 1Y | AT O PO SRS U RO PRPTPON (372) (391) -
Transfers iNT0 LEVEI 3 . ... ettt sttt st sttt s bt et et et - 9 9
Transfers OUL OF LEVEI 3 ... ittt et sttt s e st s e e sbeesaee s (91) - -
Balance at the end of the period 1,509 1,935 2,103

The following table shows the line items in the Statement of Comprehensive Income where gain (loss) related to fair value
measurements in Level 3 is recognised:

2013 2012 2012

1.1.-31.3. 1.1.-31.12. 1.1.-31.3.

NEt INTEIEST INCOMIE ..ciiieiiiie e e e s nae e s nae e snnee 27 151 44
Net financial INCOME (EXPENSE) ...ovuviiriiiieriieeie ettt sttt et st st e e s b e sabesabeebeeseeens 27 3 1
Net foreign eXchange gain (10SS) ..cuuiiiieiiierieeiiiee e se e s e e e e teesseessaeeeeeneens (19) 37 28
Gain (loss) recognised in the Statement of Comprehensive INCOME .......ccccevvrereeirernericcnnnnicnnnenn. 35 191 73

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

31.3.2013

Carrying Fair Unrealised
Financial assets not carried at fair value value value gain (loss)
Cash and balances With Central DanK .........c.ueeeiiieeiiiiee et 28,099 28,099 -
Loans and receivables to credit institutions ... 103,444 103,444 -
Loans and receivables tO CUSTOMELS ......ccvviiicueiiiiie ettt cetee et e e eetre e eeareeeenreeeeabeeesbeeesbeeeennes 565,526 553,935 (11,590)
Other fINANCIAI @SSEES ..uvviiiiiiie ettt et e et e e et e e seaee e eab e e e eabeeesabaeessaeeesseeesaseeensseeennnes 5,708 5,708 -
Financial assets not carried at fair Value .........ccceeveiiieieiiieiiiiieiieeeeeeececeeeceeeeeeeeeeeeeeesssesssssssssssssnees 702,777 691,186 (11,590)
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33. cont.

Carrying Fair Unrealised
Financial liabilities not carried at fair value value value gain (loss)
Due to credit institutions and CeNtral DANK ...ttt eae e aeeaeeae e eneeneas 21,617 21,617 -
Deposits ... . 462,255 462,775 (520)
BOITOWINES .vuveeueueeeereeeeeeaeaeese st ae s s se e e e e s s s e s e et s e st e e e o s e s eae et ae e e e s e A b e s e sttt et e e e e s e b e aeae st e aees e e s eseseae et neenes 204,394 201,505 2,889
LT oY T fa [T = =T I U T= T =S 32,052 32,052 -
Other financial liabilities 32,787 32,787 -
Financial liabilities not carried at fair ValUe ..........ceeeeeeeeeeeeeeeeeeeeeeeenemememesememssssessssssssssssssssssssssssnes 753,105 750,736 2,369
Net unrealised loss not recognised in the Statement of Comprehensive INCOME .........cciiiiiiiiireeiiiiiininnneneninnncneeeneennnn. (9,221)
31.12.2012
Financial assets not carried at fair value
Cash and balances With Central DanK .......cc.eeeecveiiiieiiiiee et reeeearee s 29,746 29,746 -
Loans and receivables to credit institutions ... 101,011 101,011 -
Loans and receivables tO CUSTOMELS ......ccvviiiireieireee et e ectreeceteececreeeeetreeeetreeeetreeeeaseeeeabeeesbeeesreeeennns 566,610 555,468 (11,142)
Other fINANCIAI @SSELS ....uvviiiiiiiiiiriie ettt e eeetr e e e eettae e e e e e eebbaeeeeeseeabbaeeeeseeabbaeeseeensnsaeeeeean 5,030 5,030 -
Financial assets not carried at fair Value .........ccceeeeeeieiiiiiiiieieieeeeeeeeececeeeeeeeeeeeeeeeeesesseesssssssssssssnses 702,397 691,255 (11,142)
Financial liabilities not carried at fair value
Due to credit institutions and Central bank 32,990 32,990 -
DEPOSIES «euveeerecaeeeieaeeeseeesesesesessessesessssesssessssessssssssessnsssssssssnssssnans 448,683 449,047 (364)
BOITOWIMES -vueuereuereusereusssessssessssessssesssseasssessssessssesssseasssesssasasssessssesssasasssesssassssatssssssssetssssessssesessessssesssnssssssssscas 195,085 195,562 (478)
(0] Yo ga [TaF=1 d=Ta H (aT=] 1 =TSO RURO RO 34,220 34,220 -
Other financial liabilities 35,141 35,141 -
Financial liabilities not carried at fair value .........ccccceviiiiiieieiiiiiiiinennneer e 746,119 746,960 (842)
Net unrealised loss not recognised in the Statement of Comprehensive INCOME .........ccoeiiiiiiineiiiiniiniinnennnee e, (11,984)

Comparative information for 31 March 2012 is not available.

As financial assets and financial liabilities predominantly bear interest at floating rates, the difference between book values and fair
value of financial assets and financial liabilities is deemed to be immaterial.

Investment property

34. Investment property is specified as follows: 31.3.2013 31.12.2012 31.3.2012
Balance at the beginning of the PEriod .........cccueeiieiiiciece e e 28,918 27,100 27,100
Additions dUring the PErIOU .......eeeiuiie ettt e e e e et e e e b e e s eaae e e sabeeesntaeeensaeas 97 3,729 186
Disp0osals dUring the PEriOd ........ccueviieiieiierieriee et te et e e s e e te et eesae e srseesbeesbeessnesseesneennes (903) (3,494) (1,452)
Fair ValuE @dJUSTMENTS ....viiiiiiieciiee ettt tte e et e et e e et e e e eabe e e sveeeebaeessaeessaseeessseeesnseeesnseaanns - 1,584 33
LN LT 4 g L= 4L e o o =1 o N 28,112 28,919 25,867
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Investments in associates

35. The Group’s interest in its principal associates are as follows: 31.3.2013 31.12.2012 31.3.2012
Audkenni hf., Borgartin 31, 105 Reykjavik, Iceland ........cccccoveriiiiiniininiiiiininecceceeeseeeen 20.0% 20.0% 20.0%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom ..........ccccccvvenenne 30.1% 30.1% -
Farice ehf., Smdratorg 3, 201 K&pavogur, ICeland ...........ccccccuiririiiiniininiiicncneeeeseeeee e 43.5% 43.5% 43.5%
GO fjarfesting ehf., Undirheimar, 845 FlUdir, ICeland .........cccoecueeiiievieiieee e 30.0% 30.0% 30.0%
Klakki ehf., Armuli 3, 108 Reykjavik, ICEIANG .........c.evovecueeeeeeeeceeieeeeeeeeee et een e aen 36.3% 36.3% 44.9%
Kriuvarp ehf., Borgartiin 35, 105 Reykjavik, ICEIaNd ........cccccueeeieeieerienieeeeceesee e - - 25.0%
Reiknistofa bankanna hf., Kalkofnsvegur 1, 150 Reykjavik, Iceland ........c..ccceeeniniriienineniicnincnnen. 23.3% 23.3% 23.3%
Reitir fasteignafélag hf., Kringlan 4-12, 103 Reykjavik, Iceland ... 42.7% 42.7% 42.7%
Sementsverksmidjan ehf., Manabraut 20, 300 Akranes, Iceland 23.6% 23.6% 23.6%
SMI ehf., Smaratorg 3, 210 KOpavogur, ICIaNG .........eccvieiieiiesie ettt 39.1% 39.1% 39.1%
Olgerdin Egill Skallagrimsson ehf., Grjéthals 7-11, 110 Reykjavik, Iceland ...........c.cccoeveeriirireennnes - - 20.0%
Investments in associates are specified as follows:

Carrying amount at the beginning of the period ...........ccccoiriiiiiniiiee 7,050 2,987 2,987
Additions dUring the PEIIOM ........eecuiiiiieeeeecee e e e e e sae e s e e e saeeteesteesnaeenseenneens 11 1,658 -
Share of profit (loss) of associates and reversal of impairment ..........ccocevverieenieniinienieceee, - 2,405 5
INVESTMENT iN ASSOCIATES ..eeevuuriiiiiiiinneiiiitiennieieeerenenseeeeetennnsssesesessnnsssssssessnssssssssssnnsssssessssnnnnnsns 7,061 7,050 2,992
Tax assets and tax liabilities
36. Tax assets and tax liabilities are specified as follows: 31.3.2013 31.12.2012 31.3.2012

Assets Liabilities Assets  Liabilities Assets  Liabilities
CUITENT TAX 1eovteieiiieieiesieeeeie et see e e b sae e besaeeseesenseens 12 2,404 17 1,899 11 2,067
Deferred tax 495 1,079 446 1,338 618 1,266
Tax assets and tax liabilities ..........cccccceeeeeerreeennccerereeeennceeeenens 507 3,483 463 3,237 629 3,333

Non-current assets and disposal groups held for sale

37. Non-current assets and disposal groups held for sale are specified as follows: 31.3.2013 31.12.2012 31.3.2012
Legal entities 432 1,733 8,342
ASSOCIATES vvvriiiiiiiiiiiiiiieeeee e e et e e e e e e e e e e e e e e aaaaaaaaaaaaaaaaaaaaa e e e e e e e e e e e e e e e e e e e e e aaaaaaaaaaaaaaaaaaaaaaaaaaaan 6,384 6,384 8,773

REAI BSTALES ..uvvvviieiiiiitiiiee ettt et eeeert e e e e eebae e e e e eeebbae e e e e s e tbbaeeeeeeebbaaaeeeeaaabaaeeeeeaaaaraeeeeeananes 4,029 3,275 2,669
(011 T o Y =] &SP 32 531 2,068
Non-current assets and disposal groups held for sale 10,877 11,923 21,852

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 associate classified as disposal groups held for sale in accordance with IFRS 5 is HB Grandi hf.

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 are as follows: 31.3.2013 31.12.2012

Legal entities, total AIlILIES .....ccovviiriiiiieee et 758
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Other assets

38. Other assets are specified as follows: 31.3.2013 31.12.2012 31.3.2012

Accounts receivable . 4,028 4,084 2,737
Prepaid EXPENSES .cuveiiiiiieeieeite et ettt ettt e bt e bt e sbe e s a b e et e e bt e bt e e abe e bt e bt e st e eateebeenhee st e ebe e beesaee e 925 687 2,771
ACCIUEH INCOME ...ttt sttt e sb e et e et e b e e e s e e s e e s bt e bt e saeesane e bt e sseesanesaneenneenne 499 456 659
Unsettled securities trading ........cccevirieiiiiiniiice e s 833 125 675
Sundry assets . 560 549 998
[0 =T g 1YY £ 6,845 5,901 7,840
Unsettled securities trading was settled in less than three days from the reporting date.
Other liabilities
39. Other liabilities are specified as follows:
ACCOUNTS PAYADIE ..eeeeeieeeecte ettt et e st e st e e e e s e e et e e beesseessseesteenseessaeanseenseeseenneannes 17,930 19,318 17,875
Provision for paid-Up FXT0@NS ....c..ccciiiiiriiieieiieece ettt 5,440 4,625 -
Depositors' and investors' gUarantee fuN .........ccceeeeeecieeiiesee s e e e s 2,890 2,919 2,932
VT Lol =N o =11 USSP 2,235 2,138 2,139
WIthNOIING TaX wueetiiieteiee ettt ettt ettt h et e b sbe et e b sbesae s 406 1,926 546
Unsettled SECUNtIES TradiNg .....cc.viieciieciee ettt e st e st e e e ta e e e eaaeeeeaseeeenseeesreeesnreen 738 842 2,941
Sundry liabilities ... . 9,683 8,580 12,672
[0 =T 1= o111 £ 39,322 40,348 39,105
Unsettled securities trading was settled in less than three days from the reporting date.
Borrowings
40. Borrowings are specified as follows:

(1021 =Te l o To s o K3 O RRSTS R URRRROPPRRRPRY 128,617 124,992 121,672
2 ToY gL I ET UL PSPPSR 19,273 8,909 9,927
(04 o T= ol (o T-T o T OO PP SUOUSRPTPRRO 56,504 61,184 60,510
BOITOWINES .iiieuueiiiiiiiiinniiiiiiienenieiiiiressssisiiiireesessssiemesssssossismessssssssssrssssssssssssssnsssssssssnsnsssssssssnnnses 204,394 195,085 192,109

The Group did not repurchase any own debts in during the first quarter of 2013 (2012: nil).

At the end of 2011 Arion Bank took over the issuance of covered bonds which had originally been issued by Kaupthing hf. in 2006 to
2008. The bonds in question are covered bonds amounting to ISK 121.7 billion, net outstanding, with security in mortgages and bank
deposits in an institutional investment fund, Arion Bank Mortgages Institutional Investor Fund. It is a four-series issue, with two 25-year
series and two 40-year series maturing in 2031, 2033, 2045 and 2048. The bonds are inflation-indexed with fixed 3.75% to 4.00%
interest. Currently repayment of principal is approximately ISK 1.5 billion a year and total payment including repayment of principal,

In January 2013 Arion Bank issued non-indexed fixed rate covered bonds from its EUR 1.0 billion covered bond programme. The bond
issue is nominated in Icelandic Krona, the amount issued was ISK 1.8 billion in the Series ARION CBI 15 and the programme was
admitted for trading on NASDAQ OMX Iceland 22 February 2012. The bond bears 6.50% interest and matures in 2015.

The Bank has issued total ISK 6.7 billion from this EUR 1.0 billion covered bond programme, I1SK 4.2 billion non-indexed with fixed 6.50%
interest rate and ISK 2.5 billion inflation indexed with fixed 3.60% interest.

Book value of listed bonds was ISK 9,938 million at the end of the period. Market value of those bonds was ISK 10,621 million.
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Subordinated liabilities

41. Subordinated liabilities are specified as follows: 31.3.2013 31.12.2012 31.3.2012

Tier |l capital 32,052 34,220 34,047
Subordinated liabilities .........ccceeeeeeeeeeeeeeeeeeeeeeeneeeeeeeeeeeeeeeeeeeeeeeenen. 32,052 34,220 34,047

The interest on the loan is 3 month Euribor/Libor +400 bps to the year 2015 and thereafter 3 month Euribor/Libor +500 bps.

Derivatives

42. Derivatives at fair value are specified as follows:
Fair value

31.3.2013 Assets  Liabilities
Forward exchange rate agreements, UNlISTE ..........ccoviriiiiiiiiiiiiiciccce e 247 70
Interest rate and exchange rate agreements, UNlISTE ......ccveveeiiieiiieiiesece et et s 427 -
Bond swap agreements, unlisted 49 65
Share swap agreements, unlisted 23 44
Options - purchased agreements, UNTISTEM .........cocuiviiiiiiiiiiiii e e 433 8
DEIIVATIVES tuueiiiiiiiiinniiiiiiiineiiiiiiirtnsisitiiteeseessttnenssssossterenssssssssersesssssssssensssssssssressssssssssrssssssssssssesnsssssssnsnanses 1,179 187
31.12.2012

Forward exchange rate agreements, UNISTEA ........ccceevieriieiiiesiecie et e st e e e s aesre e e e sreessaesbeessee e 250 92
Interest rate and exchange rate agreements, UNSted ...........coceeiiiiininiiiiiniciiiicceeee e 71 792
Bond swap agreements, UNTISTEA ........ceiiuiiiiieiieiecsiese et e e ste et e e teeste e s e e b e e teesaaessseesteesteesssessseenseensnanseennes 17 42
Share swap agreements, UNTISTEA .......c.eiiiiriirie ettt sttt et e sae e st e e bt e sbeesabessbeebeenseesanenaee 16 49
Options - purchased agreements, UNIISTEA ........cc.ecueiiiiiieiee ettt ee e te et e e saee s e e s sseesseessnesnneenneas 434 -
L= V7 1= 788 975
31.3.2012

Forward exchange rate agreements, UNNSTEM ........cocueiiiiiiiiiieiicieeee ettt st 888 77
Interest rate and exchange rate agreements, unlisted 389 246
Bond swap agreements, UNTISTEA .........coiviiiiiiriiiicieeet e st 36 89
Share swap agreements, UNISTEA ......ccviiiiiieeiecieesiese et e e ee et rte e s e e se e e e e beeseeessseebeesseesseessseenseenseanseennes - 4
DIEIIVATIVES cevveiiiiiieinniieriietnniieetietnnnieeettetnsnsseesserenssssesssessnssssssssssssnsssssssssnsnssssssssssnnssssesssssnnsssssessssnssssssssssnnnes 1,313 416

Equity

43, Share capital and share premium

According to the Parent Company'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) 31.3.2013  (million) 31.12.2012  (million) 31.3.2012
Issued share capital ......ccceeeevierieeieesee s 2,000 75,861 2,000 75,861 2,000 75,861
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.
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44. Other reserves are specified as follows: 31.3.2013 31.12.2012 31.3.2012
STATULOIY FESEIVE ittt ettt e ettt e s s et e e s s s bbbt e e e s ssabbbeeeeeassbbbeeeeeesnsrneeeesnnnnes 1,637 1,637 1,637
Foreign currency translation reSEIVE .........ccocevirieiiiiiiiiic e 1 2 2
OLNEE FESEIVES ....uuuereciiririrerererirererereresesssessssssssssssssssssasssssssssesesssesssesesesesasssesessssssessensesesesesenenenens 1,638 1,639 1,639

OFF BALANCE SHEET INFORMATION

Obligations

45.

46.

The Group has granted its customers guarantees, unused overdraft and loan commitments. These items are specified as follows:

31.3.2013 31.12.2012 31.3.2012

[TV L= [ L (=TT PSP PPPPPPPPPPRPPPPRRY 9,557 9,185 8,402
UNUSEA OVEIATATES .ottt ee et e e e et e e e e e e sabaeeeeeeeaasaeeeeeensssaeeeeesesbrseeeeenns 35,108 34,545 33,613
(o T T o Tl 0¥ 41104 =T 0 N 37,944 36,001 27,878

Depositors' and Investors' Guarantee fund

The Group expensed ISK 187 million during the period to meet payments requirements to the Depositors' and Investors' Guarantee
fund according to act no 98/1999 as amended in 2012.

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 1SK 2,669 million. The Group has granted the Fund a guarantee for obligations amounting to ISK 3,210 million.

Pledged assets

47. The Group has pledged assets against liabilities as follows: 31.3.2013 31.12.2012 31.3.2012
Assets which have been pledged as collateral against borrowings ..........c.cceceevenineriicnenenicnicniene. 253,594 244,653 240,222
Assets which have been pledged as collateral against loans from banks and short positions .......... 21,294 35,701 22,103
Pledged assets against liabilities .........cccceerviiiisineiiiiiiiiisienniiinceen e, 274,888 280,354 262,325

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 254 billion at the end of the period (31.12.2012: ISK 245 billion and 31.3.2012: ISK 240 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 185 billion at the end of the period (31.12.2012: ISK 185 billion and 31.3.2012: ISK 182 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.

Assets under management and under custody

48. Assets under management and assets under custody are specified as follows: 31.3.2013 31.12.2012 31.3.2012
ASSEtS UNAEr MANAZEMENT ..uviiiiiitiiriieeieeriee st ete et et e stesteesbeesaeesatesbe e beesatesabesnbeesbeesssesssesseenseens 873,356 819,684 659,024
ASSETLS UNAET CUSTOTY .oeiieiiiiiiiiieiiieesiieeeite e et e et e e site e s ste e s ste e e sabe e e sibeeessbeeesbaeesnsseeensseeenssesensseeannnen 1,403,746 1,378,454 1,716,230
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Legal Matters

49, Due to the current economic climate in Iceland litigation against the Group has been uncommonly frequent. 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 year, the Group had several unresolved legal claims.

i) Contingent liabilities

Investigation by the Icelandic Competition Authority

The Icelandic Competition Authority (ICA) has opened a formal investigation into alleged abuse of a dominant position and collusion
between all card issuers in Iceland, including the Group, following a complaint by Kortathjonustan hf., a credit card payment acquirer,
made in 2009. The ICA has also opened a formal investigation into the alleged abuse of their alleged collective dominant position by
the three largest retail banks, including the Bank. The investigation was initiated by separate complaints from BYR hf. and MP banki
hf. made in 2010. The ICA received a similar complaint from Tryggingamidstddin hf. 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 complaint from Tryggingamidstddin hf. concerns the banks’ alleged
tying of banking services and insurances. The Group has made objections to all of the complaints. The extent of the investigations and
outcome of the cases is still uncertain as well as any effect on the Group. However, if the Group will be deemed to have violated the
competition law, it could result in a fine or restrictions set on the Bank by the ICA.

Legal proceedings regarding FX loans

The Bank has received a letter from a company stating that the company suffered significant damage, both directly and indirectly, on
account of the Bank's actions to satisfy a debt, which resulted in the forced sale of the company's pledged assets. This action was taken
as a result of the defaulting of currency-linked loans. In the letter it is requested that the Bank state its position to its liability for
damages in the aforementioned circumstances. The Bank is now examining this matter but preliminary estimate is that if the Bank is
considered liable for the damage, it will not be material for the Bank.

Two borrowers have issued summons against the Group and where they claim that a clause in their mortgage loan, where it is stated
that the bond shall bear a variable interest rate which the Group was authorised to change unilaterally, is illegal and unbinding. The
borrowers base their claim on e.g. that the Group neglected its duty to inform them on the basis for the said interest rate and in what
circumstances the Group could change the rate. If the courts side with the borrowers in the case, it could have a negative effect on the
Group’s loan portfolio with variable interest rates in ISK and foreign currency (i.e. foreign currency-linked loans in ISK).
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49. cont.
ii) Other legal disputes

Legal proceedings regarding Dréomi hf.

One significant court case is a case between Dromi hf. and the Bank. Following a decision issued by the Icelandic Financial Supervisory
Authority (FME) on 21 March 2009, the Bank acquired the deposits of SPRON hf. According to the decision the resolution committee of
SPRON hf. is supposed to establish a specific limited liability company owned by SPRON hf., later Drémi hf., designed to receive all the
assets of SPRON hf. and all security interests, including all liens, guarantees and other comparable interests linked to SPRON hf.’s
claims. The subsidiary was then supposed to take over all SPRON hf.’s obligations to the Bank relating to the acquisition of SPRON hf.'s
deposit obligations and was supposed to issue a bond to the Bank as compensation for the deposit obligations. This obligation to the
Bank was documented with an agreement on repaying the debt. The agreement states that the interest rate on the debt principal shall
be determined by the FME at any given time. The FME decided that the debt should bear a given annual interest rate plus an interest
premium until the debt has been paid in full. It was also specified that the FME was permitted to review the decision upon request by
the parties every six months. In a letter dated 2 December 2009 Dromi hf. insisted that the FME review its former interest rate
decision. On 4 February 2011 the FME decided that the debt should bear an annual interest rate which should be the original given
interest rate plus the original given interest premium from the takeover date until 30 June 2010, but without an interest premium from
that time until the debt has been paid in full. The Bank has brought legal action against the FME and Drémi hf. in an attempt to annul
the FME’s decision of 4 February 2011. On 4 May 2011 Dréomi hf. brought legal action against the FME and the Bank. Drémi hf.
principally demands the annulment of all decisions by the FME on interest rates, and secondly demands a different interest rate from
the outset. In two judgments pronounced on 7 November 2012, the District Court acquitted Drémi hf. and the FME of the Bank’s claims
in its case, and also acquitted the Bank and the FME of Dromi hf’s. claims in its case. Both cases have been appealed to the Supreme
Court of Iceland.

Legal proceedings regarding Stefnir hf.

The winding-up committee of Landsbanki islands hf. has brought legal action against Stefnir hf. in Reykjavik District Court. The legal
action is based on the winding-up committee's demand to rescind Landsbankinn's payment of money market deposits which matured
early in October 2008 to two funds managed by Stefnir hf. The amount involved is ISK 450 million plus interest. Stefnir hf. has
previously stated its opinion that the winding-up committee’s claims are baseless. Given the fact that court rulings in similar cases
have not been unanimous the group has made provision for these cases. Court hearings have taken place and judgement is expected.

Legal proceedings regarding FX loans

With a summons, presented to the Bank on 14 November 2012, Hagar hf., a listed company, claimed from the Bank ISK 1,152 million
plus interest from 19 October 2009 until the date of payment, minus a payment of ISK 515 million made on 19 December 2011. The
summons followed Hagar hf.’s announcement on the Icelandic Stock Exchange from 21 March 2012, whereby Hagar hf. announced
that it had decided to take legal action against the Bank regarding Hagar hf.’s foreign currency linked loans, which it had reimbursed in
full to the Bank in October 2009. Hagar hf.’s foreign currency linked loans were recalculated by the Bank in accordance with the Bank's
notification of 15 June 2011. The outcome of the recalculation showed that the Bank owed Hagar hf. ISK 515 million, which the Bank
subsequently paid to Hagar hf. After the Supreme Court of Iceland had passed its judgment of 15 February 2012 (in case no. 600/2011),
Hagar hf. expressed its view to the Bank that, in light of the above judgment, Hagar hf. believed it had a further claim against the Bank
regarding said foreign currency linked loans. The Bank has rejected Hagar hf.’s claim and will defend the case in court.

Legal proceedings regarding CPI loans

Recently, 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 three court cases in motion regarding this issue, but the Bank is not a party to
those cases. 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 remote, and has therefore made no provision due to this.
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The uncertainty regarding the book value of foreign currency lending

50. In two very similar judgments on 16 June 2010, the Supreme Court of Iceland stated that two car loans were in fact loans in Icelandic
Krona indexed to a foreign currency exchange rate (rather than loan agreements denominated in foreign currency) and that Act No.
38/2001 on Interest and Price Indexation made such indexation illegal. These judgments were mainly based on the wording of the
respective loan documents. In a judgment on 16 September 2010, the Supreme Court of Iceland stated that a loan agreement, which
was ruled to be in Icelandic Krona indexed to a foreign currency exchange rate, should bear the non-indexed Icelandic Krona interest
rate posted by the Central Bank of Iceland.

On 18 December 2010, the Icelandic Parliament passed an act (Act No. 151/2010) removing legal uncertainty on how to recalculate
interest on loans in Icelandic Krona indexed to a foreign currency exchange rate. According to the law, the principal of such loans shall
be recalculated from the start date bearing the non-indexed interest rate for the Icelandic Krona posted by the Central Bank of Iceland.
Furthermore, the law required that banks recalculate foreign-currency mortgage loans for personal residents before 28 March 2011. As
applicable, the loan principal shall be adjusted to the outcome of the recalculation or if the borrower has overpaid, the amount shall be
reimbursed. In accordance with the act, the Group recalculated all mortgage loans for personal residents in foreign currency to
individuals.

In two similar judgments on 14 February 2011, the Supreme Court stated that two foreign currency loans to small SMEs were in fact
loans in Icelandic Krona and indexed to a foreign currency exchange rate. Therefore, these loans were in breach of Act No. 38/2001 on
Interest and Price Indexation. The Supreme Court passed another two similar judgments on 8 March 2011 dealing with foreign
currency loans. In a ruling on 9 June 2011, the Supreme Court, by a 4-3 vote, stated that a foreign currency loan to a corporate entity
was in fact a loan in Icelandic Krona and indexed to a foreign currency exchange rate.

The Group announced on 15 June 2011 that recent rulings made by the Supreme Court provide a precedent for the Group to follow,
and that the loans that fall under the conditions set forth by the Supreme Court in its rulings would be recalculated. The Group
recalculated around 2,000 loans, to both individuals and corporates. The recalculation came in addition to the recalculation of foreign
currency linked mortgage loans which was done in 2010. Therefore, the lion’s share of the Group’s foreign currency linked loans to
individuals has been recalculated into ISK denominated loans.

On 15 February 2012, the Supreme Court passed a judgment in the case of Frjalsi fjarfestingarbankinn hf. (Frjalsi). In the judgment, it
was stated that loans, which are deemed to be illegal foreign currency-linked loans, can be recalculated with the non-indexed interest
rate set by the Central Bank of Iceland, however Frjalsi could not claim from the borrower a higher payment of interest of the loan than
the interest the borrower actually paid, if the borrower has paid according to Frjdlsi’s payment slips. As the judgment dealt with a
dispute which rose from special circumstances the Group considered, at the time, that its precedent was not entirely clear. However,
the Group estimated that the loss to the Group’s foreign loan portfolio arising from the judgment was ISK 13.8 billion. In calculating
this estimate, the Group elected to follow the methodology prescribed in an impact analysis conducted by the FME. From the
four scenarios prescribed in the FME’s analysis, the Group has selected the one considered to be the most plausible interpretation of
the judgment.

On 18 October 2012, the Supreme Court pronounced a judgment in the case Borgarbyggd v Arion Bank. The case tested some of the
questions raised by the court’s judgment of 15 February 2012, including whether the principle of that case applied to legal entities. In
this case the Supreme Court applied the same principle as in the judgment from February, i.e. that a financial institution could not
demand from the borrower higher interest than the borrower actually paid according to payment slips. This applied irrespective of
whether it involved a legal entity or not. It can therefore be said that the legal uncertainty relating to the judgment from February has
been significantly reduced.

The Group issued a press release on 2 November 2012 announcing that the Group had decided to recalculate foreign currency-linked
loans, which were similar to the loan disputed in the judgment of 18 October 2012. The loans in question were loans to individuals and
smaller companies where there was a payment slip for payment of interest and capital in accordance with each loan’s original terms.

Arion Bank Interim Consolidated Financial Statements 31 March 2013 34 Amounts are in ISK millions




NOTES TO THE INTERIM FINANCIAL STATEMENTS

50. cont.

The first Supreme Court of Iceland judgment which discussed the legality of a loan owned by Arion Bank hf. was pronounced on 15 June
2012, in the case the Bank v Hattur ehf. The case concerned the legality of the company’s loan agreement where the loan amount is
specified as “the equivalent to” a certain amount in Icelandic Krona in CHF (70%) and JPY (30%); the loan amount was disbursed to the
borrower in foreign currency and the majority of the loan was repaid in foreign currency. The majority of the Supreme Court concluded
that it was a legitimate FX loan, particularly with reference to the name of the loan agreement, the specification of the loan amount
and interest and the way in which the loan was paid out and how repayments and interest were repaid, as it was considered that both
parties had discharged their duties with amounts in foreign currencies having changed hands. The Supreme Court came to the same
conclusion in a judgment pronounced on 1 November 2012, in the case of Arion Bank v P. Arnason fasteignir ehf. In that case, the loan
amount is specified as “the equivalent to” a certain amount in Icelandic Krona in USD (25%), CHF (30%), JPY (20%) and EUR (25%); the
loan amount was disbursed to the borrower in foreign currency, but the loan had been repaid in Icelandic Krona. In its reasoning the
Supreme Court stated that according to the loan agreement between the parties, the borrower was intended to repay the loan in
foreign currencies, irrespective of whether he actually did. As both parties had or were intended to discharge their duties with foreign
currency changing hands, the Supreme Court considered the loan to be a legitimate loan in foreign currencies. The Group believes
that comparable loan agreements with companies and individuals at the Group are subject to the precedent set by both
these judgments. It is therefore clear that a decision has been reached by the courts on the legality or, in some
circumstances, illegality of the majority of the Group's FX loans to companies and individuals.

In light of the aforementioned judgments, the Group has provisioned a total amount of ISK 19.9 billion of wich ISK 6.3 billion have been
written-off in Q1 2013. The remaining balance of ISK 13.6 billion is divided into ISK 8.2 billion provision against loans that are still on
the Group’s balance sheet and ISK 5.4 billion liability to meet payment obligations related to loans that have been paid up.

On 18 April 2013, the Bank decided to recalculate loans where the loan amount is specified as “the equivalent to” a certain amount in
Icelandic Krona in a certain foreign currency (one or more) and, when the currencies are more than one, the percentage in each
currency; the loan amount was disbursed to the borrower in Icelandic Krona and two or more repayments were done in foreign
currency. In total the decision applies to about 75 loans. The effect on the loan portfolio by this decision is within the provision
mentioned above.

In a judgment of 23 April 2013, the Supreme Court considered that two loans, where the loan amount was stipulated as the “the
equivalent to” a certain amount in Icelandic Krona in foreign currency or Icelandic Krona which the parties would decide on later, were
in fact foreign currency-linked loans in Icelandic Krona. The Bank is evaluating the judgment’s reasoning and effect on the Bank’s loan
portfolio.

Conclusion
Although there is more clarity in the matters of FX loans, due to the judgments pronounced by the Supreme Court of Iceland since the
Group's last annual Financial Statements there still remains uncertainty regarding foreign currency linked loans in three respects:

Firstly, the estimation uncertainty associated with the Group’s interpretation of the impact of the Supreme Court of Iceland judgments
of 15 February and 18 October 2012. Uncertainty exists with regard to, firstly, the Group’s preliminary determination of the specific
loans that require recalculation and, secondly, uncertainty with regard to assumptions used in the method of recalculation of loans to
customers that were determined to fall within the scope of the judgment. As noted above, this uncertainty is somewhat mitigated by
the use of FME prescribed methodology. In the event the Group’s interpretation of the judgments of 15 February and 18 October 2012
were to change, the loss could be greater or less than the current estimate of ISK 19.9 billion.

Secondly, there have been claims that currency-linked loans to consumers should, from the date they have been recalculated and until
the loans are repaid, bear their contractual interest rates, and not the non-indexed interest rate for the Icelandic Krona posted by the
Central Bank of Iceland, as stipulated in Act No. 151/2010. This will probably be determined by future court rulings, for which it is
currently not possible to predict the outcome.

Thirdly, the legal uncertainty over the outcome of future legal decisions and new or amended government legislation that may require
the recalculation of other categories of foreign currency loans that the Group has not previously considered as vulnerable. This will be
determined by future court rulings and government actions, for which it is not currently possible to predict an outcome. Some
uncertainty still exists over the impact of the above matters on the carrying value of the Group's portfolio of foreign currency linked
loans at the end of the year.

Nevertheless, the Group considers its porfolio of foreign currency linked loans fully provisioned for the most likely outcome.
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NOTES TO THE CONSOLIDATED STATEMENT OF CASH FLOW

51. Non-cash items included in net earnings before income tax and other adjustments: 2013 2012
1.1.-31.3.  1.1.-31.3.

Increase in book value of loans and receivables (2,373) (119)
Impairment of 10aNs aNd rECEIVADIES .........ovvieiieiieiecece e s e e et e e steessaeesbeeteessaessaeenes 2,695 195
Depreciation and @amMOrtiSALION .........ii ittt ettt st e bt e she e saeeebe e beesaee e 262 217
Share of loss (profit) of associates and fair value Change ........ccccceereerierieeieececeee e - (5)
Investment property, fair value change - (33)
Net foreign eXchange 10SS (BAIN) ...ccviiiieeiriiieieeree ettt st s e s e e te e st e e s s teaeeeseesseessseenseeseesseesssesnsensen 1,397 (1,083)
Net loss (gain) on financial assets and liabilities at fair value through profit or [0Ss ........ccccceverinircienenenceienne, (565) (397)
Net loss (gain) on disposal of property and @QUIPMENT .........ccveiieiiieiieeriereecte e se e s sreebe e saeesaneas (1) (18)
Net loss (gain) on disposal of INVESTMENT PrOPEITY .......ccueriiiirieiiieeieie ettt sttt nes (133) (17)
Impairment loss on remeasurement to fair value of HFS legal entities .........ccccueveerieeneeseecie e - 122

1,282 (1,138)

52. Changes in operating assets and liabilities are specified as follows:

Mandatory reserve with Central Bank of ICEIaNd ........c.coviiriiiiiiiiiiieee et 187 196
Loans and receivables to credit institutions (14,682) 3,280
Loans and receivables tO CUSTOMETS ....c.iiiii ittt e e te et e e sseesaeessseeseesaeesasesaseensessanenes (6,468) (17,463)
BoNds and debt INSEIUMENTES ......eiiiiieiie ettt ettt et e st e st e eab e e bt e saeesaseebeesbeesanean (7,084) (705)
Shares and EQUITY INSEIUMENTS .....eeiiiiiieieeeereeste ettt es e teesteesae e s e e sate e be e beesaeessseesseesseesssessseesseenseesssessseensenns 159 (1,254)
Derivatives and financial liabilities at fair value .... (1,575) 3,008
NI @SSELS ..uvieuvieiiesiteeiteeiteesteste et e et e st eetae e beesbeesseeesseesteesseaseeaneeenseassaessseeaseesseesaeesaseesbeesbeesseeessaenseeseanssensseanen (937) 1,220
Due to credit institutions and Central Bank of 1CEI1aNG ............coiuiiiiiiiiiiiieee e (11,373) 20,872
[ BT T 1 £ OO USRRUSUPRROPRINE 17,812 (30,599)
Borrowings 13,752 1,958
SUbOrdiNAted lTADIIILIES ....cveiuiiieie ettt et b et beeas 26 -
ONEI HADIIILIES ..veeeieeieee ettt sttt et s bt e s a b e et e e bt e s bt e s ab e e be e b e e st e sabeebeeseesabesabeenbeenaes (1,400) (563)

(11,583)  (20,050)
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RISK MANAGEMENT DISCLOSURES

Introduction

53. As a financial institution, the Group faces various risks arising from its day to day operations. Managing risk is therefore a core activity
within the Group. The key to effective risk management is a process of on-going identification of significant risk, quantification of risk
exposure, actions to limit risk and constant monitoring of risk. This process of risk management and the ability to evaluate, manage and
correctly price the risk encountered is critical to the Group's continuing profitability as well as to be able to ensure that the Group's
exposure to risk remains within acceptable levels.

Further information regarding risk management is available in the annual Financial Statements for 2012 and in the Pillar 3 Risk
Disclosures for 2012, published on the Bank's website, www.arionbanki.is.

Credit risk
54. 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. The main sources of credit risk are the Group's loan portfolio, commitments and guarantees and derivatives
trading.

55. Maximum exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the 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:
31.3.2013 31.12.2012 31.3.2012

Cash and balances With Central Bank .........ccueecciiiiiiie et sae e e 28,099 29,746 18,030
Loans and receivables to credit INSTILULIONS ........cocviiiiirieecee et eeare e e 103,444 101,011 65,955
Loans and receivables to customers 565,526 566,610 584,154
Bonds and debt iNSTIUMENTS ....vviiiiiiieciieecree ettt eetre e e tre e e etbe e e eabaeesnbeeessaeesneeesnnneesnnes 125,526 117,730 142,493
DIBIIVATIVES ..ttt e e ae e aaatasasassaasaasaassasssasasases e s s s e e e e e e s e e e e e e e e e e e s e aaaaaeaaaaaaaaaaaaaaaaaes 1,179 788 1,313
Bonds and debt instruments, NEAZING .....cocveeiieriiiiieiiesieceee ettt e es 869 1,460 1,204
Other assets With Credit FiSK .......c.eiecieriiiie ettt e st e e et e e e saaeeesabeeeeseeesasaeeeans 5,708 5,030 6,933
Total on-balance sheet maximum exposure to credit risk ........ccccceeeiiiiirnneneiiiiiisnnnnneneienisnnsnnnenns 830,351 822,375 820,082

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

FINANCIAl UAIANTEES ...eiiiiiieiiee et ettt et e ettt e et e e et e e et e e e sabe e e s ateeeasaeessteeesseeennsaeeenseeessaeesnns 9,557 9,185 8,402
UNUSEA OVEIATATES .uveiiiiieiciiei et cctee ettt e et e et e e e teeeeeaaee s taeeeetaeeeeabeeesabeeesbseessaeeeesseeennteeennseeas 35,108 34,545 33,613
LOAN COMMUEMENTS oo e e 37,944 36,001 27,878
Total off-balance sheet maximum exposure to credit Fisk .......ccccceeiiiiirieeeiiiiiiinncnneneneisnsnnennenn 82,610 79,731 69,893
Maximum exposure t0 Credit risk ........ccvvceiiiiiiiiinnnniiiiiiinniereienneeeessssssnssessssssssssssssssssssses 912,961 902,106 889,975

Arion Bank Interim Consolidated Financial Statements 31 March 2013 37 Amounts are in ISK millions




NOTES TO THE INTERIM FINANCIAL STATEMENTS

56. Loans and receivables to customers specified by sectors:
31.3.2013 31.12.2012 31.3.2012

INAIVIAUALS .ttt ettt a et b e bt et e bt eb et e b e sheeae et e s bt sbe e e e benbeenee 43.8% 42.8% 40.1%
Real estate activities and CONSTIUCTION ......cc.iiiiiiiiiiiieie ettt 12.6% 12.1% 11.6%
[T o L= T o [V 1y i YRS 11.0% 12.0% 13.5%
Information and communication teChNOIOGY ........c.cciriiiiiiiiiiiiicce e 5.0% 5.1% 4.4%
Wholesale and retail trade .........ooueieeieiiie et 9.5% 9.8% 9.9%
Financial and iNSUranCe aCiVItIs .........ooueriiriiieiiienieeie ettt st st st sbe e e 4.6% 4.4% 6.8%
Industry, energy and manufacturing . . 4.0% 4.0% 4.8%
121 o T ] o =) 4 [ o EUU PSSP 3.6% 3.8% 3.6%
SEIVICES ittt ettt ettt et e e s e e bt e s ae e st e bt e b e s b et b e b e e R et bt e bt e n e e e et e r e e beeennesneerees 3.4% 3.3% 3.0%
PUDBIIC SECLOT ..ttt ettt e sat e bttt e bt e satesab e e bt e beesatesabeenbeesbeesaneas 1.6% 1.8% 1.3%
FY el U LT =N T Vo IR o =1 d VS USRUS 0.9% 0.9% 1.0%

100.0% 100.0% 100.0%

57. 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 or treasury bills.

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 is specified as follows:

31.3.2013 Cash and Real Fishing Other Total Unsecured

securities estates vessels  collateral  collateral ratio %
Cash and balances with Central Bank ..........cccoceeveenieniinienne - - - - - 100.0%
Loans and receivables to credit institutions ..........ccccceceveeeeenne - - - - - 100.0%

Loans and receivables to customers:

INAIVIAUALS ..o 513 195,591 39 360 196,503 19.2%
Real estate activities and construction ..........cccccceeeecvveennnenn. 589 45,339 6 557 46,491 36.0%
Fishing indUSTIY ...c.ovviriiiinirieeieee e 1,518 2,052 51,677 5,425 60,672 3.9%
Information and communication technology ...........c............ 79 341 - 18,291 18,711 36.3%
Wholesale and retail trade ........ccceeeevvveeeivieeecieeeceeeeevee e, 2,290 11,767 7 20,189 34,253 38.7%
Financial and insurance activities ..........cccceevvveeeeieeeccieeeeneen, 8,934 605 - 10 9,549 55.3%
Industry, energy and manufacturing .. 158 4,394 1 3,362 7,915 69.0%
TransSPOrtation .......ceeeiieciiieeee e areees 67 456 51 1,284 1,858 91.1%
SEIVICES ettt ettt ettt et e e bt 163 2,589 73 1,721 4,546 74.9%
PUDIIC SECLON ..ttt 30 3,188 - 101 3,319 64.8%
Agriculture and fOrestry .......cccvvveevieeveenieenee e 5 1,378 - 84 1,467 63.5%
Bond, debt instruments and derivatives .........ccccceevevveeeiineennns 1,341 - - 68,617 69,958 45.0%
Collateral held against different types of financial assets ..... 15,687 267,700 51,854 120,001 455,242 44.6%
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57. cont.
31.12.2012 Cash and Real Fishing Other Total Unsecured
securities estates vessels  collateral  collateral ratio %
Cash and balances with Central Bank - - - - - 100.0%
Loans and receivables to credit institutions .........ccccceeveeneennes - - - - - 100.0%
Loans and receivables to customers:
INAIVIAUAIS .. 556 212,357 40 219 213,172 11.3%
Real estate activities and construction ...........ccceeveeeevveeennnenn. 675 49,416 6 702 50,799 25.9%
FiShing iNAUSLIY ..coouviiiiiiieieeeeee e 1,877 2,325 58,274 6,222 68,698 0.0%
Information and communication technology ...........c........... 78 547 - 18,312 18,937 34.7%
Wholesale and retail trade ........c.ccceeevvveeennennne 1,909 12,705 - 8,550 23,164 58.2%
Financial and insurance activities 9,924 532 - 8,876 19,332 0.0%
Industry, energy and manufacturing ........ccccoeeeevieniieeneeneene 140 6,659 1 1,189 7,989 64.8%
TranSPOrtation .......ceeeiviiiiieeeeeiiieee e 71 503 19 904 1,497 93.1%
SEIVICES .evvviiieiiiiiiiieteeeesiiee e e e e sttt e e e e e ssitae e e e e sssaraeeessssssneeees 252 2,785 57 1,973 5,067 70.5%
PUDBIIC SECLON ettt 29 3,261 - 91 3,381 62.1%
Agriculture and forestry 10 1,569 - 12 1,591 59.1%
Bond, debt instruments and derivatives ..........ccceeeeveeeeveeennns 1,219 - - 68,628 69,847 42.0%
Collateral held against different types of financial assets ..... 16,740 292,659 58,397 115,678 483,474 40.1%
The information is for loans and collateral at the Bank only.
Comparative information for 31 March 2012 is not available.
58. Credit quality by class of financial assets is specified as follows:
Neither Past
past due but Individu-
due nor not ally
31.3.2013 impaired  impaired impaired* Total
Cash and balances with Central Bank .........ccccoocuieeiiiieciiie e 28,099 - - 28,099
Loans and receivables to credit iNSItULIONS .......ceeeviveeeiiiiieciieeccreeccree e 103,444 - - 103,444
Loans and receivables to customers:
KoL [a [ do M olo] 4 oTo] - | 4= 1 JRUU O PP PP PP PP PP PP SPPPPPPPON 274,222 16,602 27,457 318,281
Loans to individuals .. 206,777 29,361 11,107 247,245
Bonds and debt iNSTFUMENTS ......oocviiieieecceeccee et eraeeeearee s 125,526 - - 125,526
DEIIVALIVES ..o eeeiee e —————————————————————————————————. 1,179 - - 1,179
Bonds and debt instruments used for hedging ........cccceecueeveeneerciecceeeecee e 869 - - 869
Other assets With Credit FiSK ......oocuveiiiieeieee e e e e 5,708 - - 5,708
Credit quality of loans and receivables ............cciiiiiiiieeiiiiiiiiinneeenieereseecsneen 745,824 45,963 38,564 830,351
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58. cont.
Neither Past
past due but Individu-
due nor not ally

31.12.2012 impaired  impaired impaired* Total
Cash and balances with Central Bank .........cocvveeciveiiiieeeciee et 29,746 - - 29,746
Loans and receivables to credit inSTItULIONS .......c.ceeviiiieiiiiiicciee e 101,011 - - 101,011
Loans and receivables to customers:

LO@NS 1O COMPOTAES ..eeueiieiitieiiiteeet ettt ettt et e sttt e e nt e e e ar e seaneeesaneeesaneee s 275,837 17,851 30,149 323,837

LOaNSs tO INAIVIAUAIS ....ecvieiiecie ettt et re e s e e enaeeaneas 200,080 22,845 19,848 242,773
Bonds and debt instruments ... 117,730 - - 117,730
DIIVALIVES ...t 788 - - 788
Bonds and debt instruments used for hedging ..........ccoceeevevininieiiininiceecceee 1,460 - - 1,460
Other assets With Credit FiSK .......cueiecieiiiieeieiee ettt eere e ereeeeree e e eneeeearee e 5,030 - - 5,030
Credit quality of loans and receivables ............ciiiiiiiieeeiiiniiinnnnneeennceneresesessnneens 731,682 40,696 49,997 822,375
31.3.2012
Cash and balances with Central Bank .........cccvveviveeiiieecciee et 18,030 - - 18,030
Loans and receivables to credit institutions 65,955 - - 65,955
Loans and receivables to customers:

LOANS £0 COMPOTATES ...ttt e et e e e e e e e e eeeeeeeeeeeeeeeeeees 279,020 26,299 51,016 356,335

LoaNs tO INAIVIAUAIS ....eevieeieciecieceeee ettt er e se e s raeenseeaaeas 179,302 27,229 21,288 227,819
Bonds and debt iNSTrUMENTS ......cccuviiiiiiecceeecee e e s 142,493 - - 142,493
DBIIVATIVES ..o iiieiiee e ——————————————————————————————. 1,313 - - 1,313
Bonds and debt instruments used for hedging .. . 1,204 - - 1,204
Other assets With Credit FiSK .......cueieceeeiiieeieiee et eere e e e ere e e eree e e eraeeeareeenns 6,933 - - 6,933
Credit quality of loans and receivables ...........eciiiiiiiieeeiiiniiinnnneeennneresssessnneen 694,250 53,528 72,304 820,082

* 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.

59. Past due but not impaired loans by class of loans and receivables:

More

31.3.2013 Upto 31to60 61 to 90 than 90

30 days days days days Total
Loans and receivables to COrporates ........ccovceveerveeecieereenee e eeese e 5,687 1,388 357 9,170 16,602
Loans and receivables to individUals ..........cocveeeveeieiieeiciee s 11,977 4,835 2,770 9,779 29,361
Past due but not impaired loans and receivables .........cccceeevvnnerereicinnnnns 17,664 6,223 3,127 18,949 45,963
31.12.2012
Loans and receivables to corporates ........cocceveerveeriienieeneenieeieeeeeesnn 6,285 951 322 10,293 17,851
Loans and receivables to iNdiVidUals .......ccceeeeeeeiiiieeeveevveveeaeees 8,719 3,558 287 10,281 22,845
Past due but not impaired loans and receivables 15,004 4,509 609 20,574 40,696
31.3.2012
Loans and receivables to COrporates ........ccocceveeeveeecieeneeneecie e esee s 14,168 1,976 258 9,897 26,299
Loans and receivables to individUuals ..........cccveeeveeieieeeecieeceiee s 4,405 8,316 293 14,215 27,229
Past due but not impaired loans and receivables ........ccccceeervnnerereiiinnnne 18,573 10,292 551 24,112 53,528
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59. cont.

The majority of the past due but not impared loans have been acquired at discount. These loans are not considered to be impaired
unless the specific allowance exceeds the discount received.

60. Collateral repossessed

During the period, the Group took possession of real estates with the carrying value of ISK 302.7 million and other assets with the value
of ISK 1.5 million, all which the Group is in the process of selling, see Note 37.

61. Impaired loans and receivables to customers specified by sector:
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
31.3.2013 amount amount amount amount amount amount
INAIVIAUALS ..t 12,207 19,476 1,401 5,239 13,608 24,715
Real estate activities and construction .........ccccceeeeeeeccveeeeenn. 4,623 10,313 748 1,939 5,371 12,252
FisShiNg INAUSTIY ..ooviiiiiiiieieeieeee e 3,120 6,696 1,785 4,604 4,905 11,300
Information and communication technology .........c.cccecueeueenee 7,559 11,338 108 132 7,667 11,470
Wholesale and retail trade .........cccccoevirieiinininiiniceee, 5,181 8,892 2,226 4,136 7,407 13,028
Financial and insurance activities ........ccccccoeeeivveeeeeeeccnreeee e 6,725 8,538 1,054 1,375 7,779 9,913
Industry, energy and manufacturing ........ccocceveveeveeneenvenineenne 533 1,184 222 444 755 1,628
Transportation ... 34 39 21 42 55 81
SEIVICES .oiieieiie ettt ettt et e anaaaaaes 931 1,759 325 542 1,256 2,301
PUDBIIC SECLON .. 29 38 91 141 120 179
Agriculture and forestry ......c.ccoceecievininiiiinn 762 1,174 187 395 949 1,569

41,704 69,447 8,168 18,989 49,872 88,436

31.12.2012

INAIVIAUALS ..ot 13,143 19,397 5,032 18,626 18,175 38,023
Real estate activities and construction ...........cceceveeevvveeeeineeennns 4,684 10,091 1,586 4,139 6,270 14,230
FiShing iNUSTIY .....coiuiiiiiiiieeneete e 2,361 4,343 2,648 6,913 5,009 11,256
Information and communication technology ........cc.cccecueeueenne 7,561 11,192 187 307 7,748 11,499
Wholesale and retail trade ........cceeveeeeeiiiieeeeeceeee e, 5,295 8,399 2,639 5,638 7,934 14,037
Financial and insurance activities ..........cccccoevvveeeeeeiiinneee e, 6,405 8,363 1,142 1,492 7,547 9,855
Industry, energy and manufacturing .........cccceeeveeveeveesiesineenns 604 1,152 483 999 1,087 2,151
TransPOrtation ....c..uueii i 35 40 36 120 71 160
Services 744 1,168 505 1,328 1,249 2,496
PUDBIIC SECLOT ..ttt 30 38 262 406 292 444
Agriculture and fOrestry ......ooeeveeveeniesie e 636 895 422 1,391 1,058 2,286

41,498 65,078 14,942 41,359 56,440 106,437
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61. cont.
Loans impaired due Loans impaired due
to borrower to FX-loan court
credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan
31.3.2012 ment  carrying ment carrying  pairment carrying
amount  amount  amount amount amount amount
Individuals 5,756 10,290 6,524 23,278 12,280 33,568
Real estate activities and construction ..........ccceceveeeeveeeecieeenns 5,041 12,711 1,597 3,980 6,638 16,691
FiShing iNUSTIY ..c..coiviiiiriiieieneete e 1,020 9,128 2,583 3,318 3,603 12,446
Information and communication technology ..........cccecueeueenee 7,388 2,590 171 453 7,559 3,043
Wholesale and retail trade 3,067 7,993 2,467 9,981 5,534 17,974
Financial and insurance activities 5,138 16,939 57 111 5,195 17,050
Industry, energy and manufacturing .........cccceeeveeveeveesiesineenns 537 3,469 408 2,919 945 6,388
TransSPOrtation .....coccueeeiieriiiee e 37 101 54 121 91 222
Services .......... 769 2,125 553 1,001 1,322 3,126
Public sector 95 816 692 970 787 1,786
Agriculture and forestry ......ooceeveeveeviecie e 1,133 4,091 483 1,488 1,616 5,579

62.

29,981 70,253 15,589 47,620 45,570 117,873

This note refines the presentation of impairments by separating those that are due to the uncertainty related to foreign currency loans
from impairments that are due to deteriorating borrower credit quality. At 31 March 2013, a provision of ISK 13,608 million had been
made for losses due to court rulings for illegal FX loans, in addition to the ISK 6,251 previously written of for this reason. ISK 8,168
million of provisions are due to loans with a carrying value of ISK 18,989 million that are still on the Group's balance sheet. The balance
of ISK 5,440 million is due to loans which have been paid up and is accounted for in the Statement of Financial Position as other
liabilities. This balance will be paid out following the calculation of the loans.

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 216/2007.

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 (31.12.2012: ISK 29 billion and
31.3.2012: ISK 33 billion) before taking account of eligible collateral, excluding claim on Drémi. The Group has four large exposures at
the end of the period (31.12.2012: four exposures and 31.3.2012: five exposures) net of eligible collateral.

31.3.2013 31.12.2012 31.3.2012
no. Gross Net Gross Net Gross Net
L DIOMI ettt 44% 0% 43% 0% 47% 0%
2 et ettt et st h et sttt b e nreeenreenres 19% 19% 18% 18% 19% 18%
B e s s 18% 18% 18% 17% 28% 23%
Dottt ettt s b e sae e e neeree e 13% 13% 14% 14% 20% 20%
D ettt et ettt st bbb st eabeenns 11% 11% 11% 11% 20% 12%
B e e st <10% <10% <10% <10% 11% 11%
Sum of exposure gross > 10% ......c.ccevvvneeisieeerisnensssneesssnens 105% 61% 104% 60% 135% 74%

No large exposure exceeds the legal limit of 25% of the Group's capital base at the end of the period. The Ministry of Finance has
pledged that Arion Bank will be held harmless from the exposure due to the bond claim on Dréomi. The FME has ruled that the Group
can use the hold harmless statement as a credit enhancement towards the claim on Drémi. Consequently, the Group finds that the net
exposure on Dromi is zero.

The sum of all large exposures is 105% of the Group's capital base before collateral mitigation or 61% net of eligible collateral, which is
well below the 400% legal maximum.
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Market risk

63. 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.

64. 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 liablities, 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.

31.3.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
CPI Indexed linked ISK (24) (618) (268) (1,976) 762
Non Indexed linked ISK (120) (434) 33 (27) (16)
EUR 54 (2) - - -
Other 13 (5) - - -

31.12.2012
CPIINAEXEA TINKE cevvrvveeee s se e eeene s seeseeeeen ISK (35) (603) (282) (1,980) 811
Non Indexed NKed ........coovueriiiniinieeieeeeee e ISK (102) (433) 57 - (10)
EUR 71 (3) - - -
Other (35) (6) (50) - -

Comparative information for 31 March 2012 is not available.

65. 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.

31.3.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
CPl Indexed lINKed .......cocueeieiiiiiiiirieeie et ISK - (14) (129) (32) (294)
Non Indexed HNKEd ......c.eevveeiiierieriece e ISK (56) (13) (52) (5) -
EUR (1) - - - -
Other (1) - - - -

31.12.2012
CPI Indexed linked ISK - (19) (80) (5) (270)
Non Indexed linked ISK (50) (17) (8) (36) -
EUR (5) - - - -
Other (2) - - - -

Comparative information for 31 March 2012 is not available.
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66. The table below analyses the Group’s assets and liabilities at carrying amount by residual maturity.

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 and receivables to credit institutions .......... 103,444 72,055 31,140 - 249 - -
Loans and receivables to customers. ..................... 565,526 4,083 56,102 80,897 205,861 218,583 -
Bonds and debt instruments .........ccocevvveeeeiiiinnnnnns 125,526 8,089 18 6,273 69,001 42,145 -
Shares and equity instruments ..........cocceceevvenennen. 16,975 - - - - - 16,975
DerivatiVes ......coovvviiiii 1,179 - 751 - 222 206 -
ASSELS IBG ..o 30,960 - 14,058 - 11,274 5,628 -
Liabilities 1€G .......cccceeeeveeeeeieieieseeieiesseesnne (29,781) - (13,305) - (11,053) (5,423) -
Securities used for hedging .........ccccevevveeviveeccineenne 1,853 870 - - - - 983
INvestment Property .....cccoccveeereeeenieeeenieeesieeesnees 28,112 - - - - - 28,112
Investments in assOCiates ......cccceeeeeeeicinnnnnnnnnnnn, 7,061 - - - - - 7,061
Property and equipment ........cccccevvereenvieesieeneennns 6,353 - - - - - 6,353
Intangible assets ......cevvveeeiieeriie e 5,108 - - - - - 5,108
TaX @SSELS uveeiiirieiieeiiete e 507 - 3 9 495 - -
Non-current assets held for sale .........cccceeveeneenes 10,877 - - - - - 10,877
Other assets ...... 89 3,828 668 1,104 18 1,138
Assets 31.3.2013 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 - -
DEPOSILS ..ttt 462,255 259,156 135,307 37,498 24,516 5,778 -
Financial liabilities at fair value .......cccccceceeenvneeenen. 11,298 8 11,284 6 - - -
ASSELS 18G ..o (10,316) 8 (10,013) (311) - - -
Liabilities 18 ........cccccuveeveseesirieieseseeieea 10,503 - 10,186 317 - - -
Short position on bonds ...........ccceccveevevverivennnnn. 11,111 - 11,111 - - - -
Tax liabilities ....cccceverereeieeeeeeeee 3,483 - 601 1,803 1,079 - -
Non-current liabilities held for sale ...........c..c........ 758 - - - - - 758
Other liabilities .. 39,322 306 23,219 5,914 3,186 162 6,535
BOITOWINES ...eeviiiiiiiieeeiieeeeee e 204,394 - 1,838 2,376 27,146 173,034 -
Subordinated liabilities .........ccccovvveeeeeeciiiieeee s 32,052 - - - - 32,052 -
Liabilities 31.3.2013 ........ccceeevueerineenrensnennssenenene 775,179 270,288 176,435 54,161 55,976 211,026 7,293
Off-balance sheet items:
GUATANEEES ..ottt 9,557 1,851 1,961 3,509 1,017 1,219 -
Unused overdraft .......ccooovvveeeeeiiiiieeieececiiieeee e 35,108 713 8,519 10,261 15,535 80 -
Loan commitments .......ceevveveeeiiiiiieeeieeeeceeeeeeeeeees 37,944 - 13,813 13,015 11,116 - -
Off-balance sheet items .........cccceeeveeirincerinnneen. 82,609 2,564 24,293 26,785 27,668 1,299 -
Net interest sensitivity 8ap ......c.ccccevvererricnnnnnne 49,677 (168,117) (108,886) 15,451 193,288 48,627 69,314
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66. cont.
31.12.2012 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 ................... 29,746 21,121 - 8,625 - - -
Loans and receivables to credit institutions .......... 101,011 84,033 16,721 - 257 - -
Loans and receivables to customers ..................... 566,610 3,000 47,511 92,258 208,232 215,609 -
Bonds and debt instruments ..........cccovveeeeeeiinnnenns 117,730 7,034 - 25 69,087 41,584 -
Shares and equity instruments ..........cccceevverenennee. 16,844 - - - - - 16,844
DErivatiVes ......coocveieiiieeiiee e 788 - 693 23 72 - -
ASSEES EG ..o 18,737 - 16,739 444 1,554 - -
LiGDilities 1€Q .......cccueeeeeeeeeeeiiesieeeesiieeieeieee (17,949) - (16,046) (421) (1,482) - -
Securities used for hedging ......cccccevveevieeviresenennn. 2,438 1,460 - - - - 978
Investment property ........cccceevvieiiiiiiniiciiiicnnn, 28,919 - - - - - 28,919
Investments in assOCIiates .....ccceevvennnnneneeninnnnnnns 7,050 - - - - - 7,050
Property and equipment ... 6,311 - - - - - 6,311
Intangible assSets ........coceeveevienieee e 4,941 - - - - - 4,941
TaX @SSLS wevviiiiiiiiiiiiiie i 463 - - 17 446 - -
Non-current assets held for sale ........ccceeeevveeennn. 11,923 - - - - - 11,923
Other @SSets ....ccovieeiiiieeiee et 5,901 64 2,500 2,047 401 18 871
Assets 31.12.2012 ........cccvvvuerrerrenisssnnnensiessssnnnns 900,675 116,712 67,425 102,995 278,495 257,211 77,837
Liabilities
Due to credit institutions and Central Bank .......... 32,990 12,742 12,360 7,659 229 - -
DEPOSIES weeuvveereeieeriterie ettt 448,683 268,016 118,584 34,890 24,947 2,246 -
Financial liabilities at fair value .........cccoveevevveeenneen. 13,465 - 12,575 98 480 312 -
Assets leg .. (25,677) - (6,037) (4,533) (9,646) (5,461) -
Liabilities 18 ..........cccovereeeeeneneeieeseeeee 26,652 - 6,122 4,631 10,126 5,773 -
Short position on bonds ............cccceeveeeveneenen. 12,490 - 12,490 - - - -
Tax liabilities .....ccceverereeiereneeeeee 3,237 - 474 1,425 1,338 - -
Non-current liabilities held for sale .........cccceeueennee 1,769 - - - - - 1,769
Other liabilities ........ccooeverieiirieeeceee, 40,348 492 25,952 5,180 3,207 308 5,209
Borrowings ... 195,085 601 1,865 2,858 31,686 158,075 -
Subordinated liabilities .........ccccovveeeveeeeiveeeereeens 34,220 - - - - 34,220 -
Liabilities 31.12.2012 ........ccccceeerueeerinnerssineensennee 769,797 281,851 171,810 52,110 61,887 195,161 6,978
Off-balance sheet items:
GUATANTEES ...eeiieiieiieee ettt 9,185 1,806 3,639 1,462 939 1,339 -
Unused overdraft ......ccocveeeeieeeiiiecciie e 34,545 691 8,971 11,768 13,035 80 -
Loan commitments ......ccevvveeeiiiiiiiiiiiieeicceeeeeeeeeees 36,001 1,051 19,201 5,816 9,932 1 -
Off-balance sheet items .........cccceevuerrnnees 79,731 3,548 31,811 19,046 23,906 1,420 -
Net interest sensitivity gap ......ccccccerviiiiinnneeennne. 51,147 (168,687) (136,196) 31,839 192,702 60,630 70,859
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31.3.2012 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 ................... 18,030 9,666 - 8,364 - - -
Loans and receivables to credit institutions .......... 65,955 62,170 3,533 - 252 - -
Loans and receivables to customers .. ... 584,154 20,244 54,262 81,677 210,261 217,710 -
Bonds and debt instruments ........ccccceevveeieeeennenn. 142,493 2,867 38 19,507 79,159 40,922 -
Shares and equity instruments ...........ccceceeevveeneen. 15,096 - - - - - 15,096
DeriVAtiVes .....uuuuweeeeeiiiiiiiiiiiiiiiiiiiieii 1,313 - 868 37 408 - -
ASSELS 1 ..o 19,736 - 15,081 528 4,127 - -
Liabilities 18 ..........cccoveeveeeeenenieiereseeeee (18,423) - (14,213) (491) (3,719) - -
Securities used for hedging .......ccccceveveeveeniennenee. 2,102 1,205 - - - - 897
Investment property 25,867 - - - - - 25,867
Investments in assoCiates .......ccccvveeeeervivveeeeeeninnne 2,992 - - - - - 2,992
Property and equipment ........ccccceceereenveeecieeneennns 6,186 - - - - - 6,186
Intangible assets ......covveeeeiieeciieece e 4,863 - - - - - 4,863
TaX @SSLS cooviiiiiiiiic e 629 - - - - - 629
Non-current assets held for sale .......ccccceeeeeecunnnens 21,852 - - - - - 21,852
Other assets ...... 7,840 347 4,552 1,517 419 97 908
Assets 31.3.2012 899,372 96,499 63,253 111,102 290,499 258,729 79,290
Liabilities
Due to credit institutions and Central Bank 37,032 11,222 23,168 2,642 - - -
DEPOSIES .eenvveeureeieeitenite ettt 462,193 306,252 83,176 39,903 29,811 3,051 -
Financial liabilities at fair value .........cccoveeeevveennee. 8,098 - 7,852 - 246 - -
ASSELS 1EQ et (11,035) - (10,840) - (195) - -
Liabilities 18 .........ccceveeeeeveeneneeiereseeeee 11,451 - 11,010 - 441 - -
Short position bonds ............cceceevvvevveneeneennnnn. 7,682 - 7,682 - - - -
Tax liabilities .....ccccoererieienenreeeeeee 3,333 - - 3,333 - - -
Non-current liabilities held for sale ....................... 4,444 - - - - - 4,444
Other liabilities ......cccooererieiiieeee 39,105 4,365 5,564 23,648 (446) 228 5,746
BOITOWINES ...eveiiiieieiieeeieee ettt 192,109 - 3,419 3,263 16,602 168,825 -
Subordinated liabilities ..........cccoeveeeveeieveeeereeene 34,047 - - - - 34,047 -
Liabilities 31.3.2012 .........cccceeeiivneeeeeriniisssnneennnns 780,361 321,839 123,179 72,789 46,213 206,151 10,190
Off-balance sheet items:
GUATANTEES ..ottt 8,402 1,439 893 1,431 3,152 1,487 -
Unused overdraft ........coevvveeeeeieeiineeeeeceeireeee e 33,613 969 9,429 8,837 14,350 28 -
Loan commitments ......ccevvveeeeeieiiiieiiieeeeceeeeeeeeeeees 27,878 377 4,864 9,381 12,444 812 -
Off-balance sheet items 69,893 2,785 15,186 19,649 29,946 2,327 -
Net interest sensitivity gap ......ccccceereiiiinnneeennnee. 49,118 (228,125) (75,112) 18,664 214,340 50,251 69,100
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67. 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 is ISK 261.0 billion (31.12.2012: ISK 262.0 billion and 31.3.2012: ISK 246.9 billion) and the total amount of indexed
liabilities is ISK 219.2 billion (31.12.2012: I1SK 216.8 billion and 31.3.2012: ISK 224.5 billion).

31.3.2013 Uptol 1to5 Over 5
year years years Total
Assets, CPl indexed linked

Loans and receivables t0 CUSTOMEIS ......c.uvviiiiiiciieiee et eeaae e e 2,376 54,515 194,094 250,985
Bonds and debt iNSTrUMENTS ......cocviiieieecciee ettt et e erreeeearee s - 190 4,156 4,346
Off-balance ShEEt POSITION ......eeeiciiieiciieecee e e s e e earee s - 1,105 4,564 5,669

Assets, CPl indexed linked ... 2,376 55,810 202,814 261,000

Liabilities, CPI indexed linked

[T o Yo 1 £SO 62,792 23,562 5,266 91,620
BOITOWINES «..eeeitieeitee ettt ettt ettt e et e ettt et ee e e st e e eanb e e snreeseaneessaneeenan 44 499 127,009 127,552
Liabilities, CPl indeXed lINKed .........ccccireeiiiiiiiiininnniiiniinieneeeiessssnnnsssssssessssnssessses 62,836 24,061 132,275 219,172
Net on-balance Sheet POSItION ......c.eccvieiieiiecieceecee ettt e eeas (60,460) 30,644 65,975 36,159
Net off-balance sheet POSItioN ........ccceeiiiiiiiiiiii e e - 1,105 4,564 5,669
CPI Balance 31.3.2013 ......ccccvcerriiiiiiiisnnenensisssssnnsssssssssssnsssssssssssnssssssssssssnsssnsssssssns (60,460) 31,749 70,539 41,828
CPI Balance 31.12.2012 ....cocueieieeieeeieeceeeete e esteesteeteeae e seesaeeeateeve e saesaneesseesseesseenseeas (60,232) 18,321 87,051 45,140
CPI Balance 31.3.2002 ..ccueeiuiieieeieecieesiteete e et e s e eteeae e st e saeeeaaeesbe e beesanesraeenbeesaeenseeas (71,082) 17,214 76,292 22,424

68. 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 the Group's assets consist largely of foreign currency denominated loans to customers. Net exposures per currency are
monitored centrally in the Bank.

The following table shows the breakdown of assets and liabilities by currency at the end of the reporting period. Note that net real
position is not relevant for 31 March 2013 and 31 December 2012.

Assets ISK EUR usb CHF GBP JPY Other Total
Cash and balances with Central Bank 17,920 6,084 397 510 461 1,442 1,285 28,099
Loans to credit institutions ................ 22,768 25,730 14,235 1,194 11,747 2,338 25,432 103,444
Loans and receivables to customers .. 440,741 46,387 22,136 18,149 6,065 9,871 22,177 565,526
Bonds and debt instruments .............. 124,878 - 648 - - - - 125,526
Shares and equity instruments .......... 10,138 5,663 926 - 211 - 37 16,975
Derivatives ......cccceveeriieieenecneeeee 567 432 31 7 122 15 5 1,179
Securities used for hedging ................ 1,853 - - - - - - 1,853
Investment property 28,112 - - - - - - 28,112
Investments in associates .................. 7,061 - - - - - - 7,061
Property and equipment .................... 6,353 - - - - - - 6,353
Intangible assets ......cccocveeevciveeniiieennnns 5,108 - - - - - - 5,108
Tax assets ..oocvvvviieiiiiieiieeeieceeeee 507 - - - - - - 507
Non-current assets held for sale ........ 10,877 - - - - - - 10,877
Other assets ......cccveevveeecveeeiveeeeveeenns 544 195 - 34 - 37 6,845

Assets 31.3.2013 84,840 38,568 19,860 18,640 13,666 48,973 907,465
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68. cont.

Liabilities ISK EUR usb CHF GBP JPY Other Total

Due to credit inst. and Central Bank .. 19,212 997 193 - 42 1,172 1 21,617

DEPOSILS .vvvvreeeeeiiiiiee e 381,061 27,741 11,913 370 10,862 1,110 29,198 462,255

Financial liabilities at fair value ... 11,237 - - 1 - 9 51 11,298

Tax liabilities ......ccceeveveeecieeeeieeee 3,483 - - - - - - 3,483

Non-current liabilities held for sale .... 758 - - - - - - 758

Other liabilities .......ccccceevvveeeeeeeinvnnnnnn. 32,480 2,520 1,386 282 728 1,291 635 39,322

BOIrrOWINGS ..covveeiiiiieiieiiiieee s 135,351 2,659 20,123 20,167 6,615 9,076 10,403 204,394

Subordinated liabilities .........cc.......... - 25,833 2,483 - 3,736 - - 32,052
132,286 - - - - - - 132,286
715,868 59,750 36,098 20,820 21,983 12,658 40,288 907,465

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 ...ceeeveerverrennns (18,797) 11,223 5177  (1,219) 2,649 (237) 1,204

31.12.2012

Net on-balance sheet position ........... (32,510) 16,235 1,258 (6) 274 3,388 11,361

Net off-balance sheet position ........... 14,347 (8,624) 3,667 1,239 3,321 (3,672) (7,800)

Net position 31.12.2012 .......cccceuueee (18,163) 7,611 4,925 1,233 3,595 (284) 3,561

31.3.2012

Net on-balance sheet position ........... . (52,737) 15,359 12,295 7,340 (681) 11,858 6,566

Net off-balance sheet position ........... 2,351 1,883 (2,909) - 4,564 (6,902) 1,013

Net position 31.3.2012 ........cccevvvunneee (50,386) 17,242 9,386 7,340 3,883 4,956 7,579

Loans to customers with ISK income . 12,933 (2,302) (991) (5,920) (91) (3,426) (203)

Net real position 31.3.2012 ............... (24,191) 5,788 8,276 1,025 2,793 (122) 6,431

Liquidity risk

69. An important source of funding for the Group is deposits from individuals, corporations and institutional investors. The Group’s
liquidity risk stems from the fact that the maturity of loans exceeds the maturity of deposits.

Secured liquidity

The Bank calculates its secured liquidity ratio from cash on hand and cash balances with the Central Bank of Iceland, Treasury notes
and Housing Financing Fund bonds which are held specifically as liquidity reserves and other eligible assets for repo transactions with
the Central Bank and compare it with the total interest bearing liabilities.

Arion Bank Interim Consolidated Financial Statements 31 March 2013

48

Amounts are in ISK millions




NOTES TO THE INTERIM FINANCIAL STATEMENTS

69. cont.

The FME has set a guideline for minimum secured liquidity ratio and a minimum cash ratio. These guidelines stipulates that the Bank
should have adequate liquidity reserves to withstand an instantaneous deposit outflow of 20% (Secured liquidity ratio), and that cash
and cash equivalents shall amount to at least 5% (Cash ratio) of on-demand deposits. The Bank’s ratios during the period were as
follows, compared to last year:

31.3.2013 31.12.2012 31.3.2012
Liquidity Cash  Liquidity Cash Liquidity Cash
ratio ratio ratio ratio ratio ratio
Period-Nd ........ooiuiiiiiiienieceetee e 35% 27% 33% 31% 30% 14%
IMI@XIMIUIM ©eeeiiieeeiee et e e e e e e snbeeesnbaaessneas 39% 36% 37% 31% 37% 23%
IMIINTMUM Lot e e e e ree e eaaeeeanee s 32% 20% 28% 10% 30% 11%
Average 35% 27% 32% 17% 34% 15%

Deposit stickiness

The Group's deposit base has been split into seven different categories depending on its stickiness. The term stickiness of deposit
defines the past stability of deposit and the projected behaviour over time. A deposit is described as being sticky if it has shown to be a
stable funding for the Group in the past and is expected to remain stable in the future. Every depositor within a specific group shares
common characteristics that can be used as a measure of stickiness. The criteria for different levels or categories of stickiness include,
but not limited to, behaviour of depositor over time, behaviour of depositor in stressed condition, the depositors business relationship
with the Group and the maturity of the deposit. These criteria's are based both on qualitative and quantitative methods.

— Due to Central Bank: Excluded from stickiness categorisation;

— Capital controls: Deposits from customers believed to be waiting for the lifting of capital controls;

— Resolution process: Deposits from customers in a resolution process;

— Investors: Deposits from investors who may withdraw when other investment opportunities appear or competitor offers higher
deposits rate;

— Deposits - legal entities: Deposits from legal entities with no other business relationship with the Group and not quantified as an
active investor;

— Deposits - retail individual: Deposits from retail individual with no other business relationship with the Group and not quantified as
an active investor;

— Deposits - legal entities with business relationship: Deposits from legal entities with business relationship with the Group; and

— Deposits - retail individual with business relationship: Deposits from retail individual with business relationship with the Group.

The table below shows the split between different levels of the Group's deposit stickiness at the end of the period, compared to last
year, according to the Group's classification. The rating 7 means the stickiest deposits and the rating 1 the least sticky.

% of deposit base:

31.3.2013 31.12.2012 31.3.2012

Stickiness rating
Due to Central Bank - 12,358 -
1 Capital CONIOIS ..eeveieeeeiie e e 2% 8,467 2% 8,746 2% 11,653
2 ReSOIULION PrOCESS ..uvvieiieeeciieeeiee ettt 16% 79,526 18% 82,338 14% 70,767
3 INVESTONS ottt 25% 120,461 21% 101,827 24% 117,656
4 Deposits - legal entities ........ 13% 63,737 14% 63,445 14% 71,055
5 Deposits - retail individuals ........cccceevveevieevieeiierieceeie e 11% 53,867 11% 53,239 12% 59,237
6 Deposits - legal entities with business relationship ............ 15% 70,567 16% 73,098 17% 82,364
7 Deposits - retail individuals with business relationship ....... 18% 87,247 18% 86,622 17% 86,493
100% 483,872 100% 481,673 100% 499,225
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NOTES TO THE INTERIM FINANCIAL STATEMENTS

Capital management

70. The capital base at 31 March 2013 amounts to ISK 158,694 million. The capital adequacy ratio, calculated in accordance with Article 84
of the Act on Financial Undertakings was 23.7%, 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 (ICAAP) 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 (2012: the same).

A reclassification of securities was made in 2012, from the trading book into the banking book in precise compliance with the Basel Il
standard. Now only securities in the Bank's proprietary trading book are classified in the trading book, while other securities are
classified in the banking book.

The table shows the Group's RWA calculations: 31.3.2013 31.12.2012 31.3.2012

Capital Base

] (b T or- Yo 1 - | SRR 2,000 2,000 2,000
SHAIE PIrEMIUM ..eiiiietiecte ettt e ste et e st e st e s te et e e s aeesaeeesbe e beesbeesssaesseesseessseasseenseanseassseansesseansensnen 73,861 73,861 73,861
OTREI FESEIVES ...ttt ettt ettt et e ettt e et e e s eta e e s ebaeeseaaeeeeabeeesabeseebaeeesbeeensseesanseeeeseeesseeennns 1,638 1,639 1,639
[0 1 T=Te =TT o 1TSS 51,269 49,572 37,261
NON-CONTIOIIING INTEIESES ..eouviiiiiciieeiecseeste ettt e et e e e s e e e e beesteessaeesteesteesseesnseenseeseansnennes 3,518 3,806 4,250

LI LI =T T 3 Y 132,286 130,878 119,011
(5,630) (5,404) (5,491)
Total Tier 1 capital ... 126,656 125,474 113,520
THEE 2 CAPILAl ettt ettt ettt sh et s h et besae e 32,038 34,220 34,047
Total Capital base erereeererere e e rererereeeeeeeeae eeerereeereeeeerenerenenenenaenn 158,694 159,694 147,567

Deduction from Tier 1 capital ..

Risk weighted assets

CPEAIE TISK .ttt b ettt b et b et ea e bt et b e b e s eseeb et e st ebe b e e b nnes 560,844 557,964 576,596
YT S AT O o USSP 21,278 20,063 41,577
YT S A 2R Q@ 11 1= USRS 8,303 7,407 31,103
OPEIALIONAT FISK ..ttt ettt ettt e bt e st e sabe e bt e saeesabeeabeesbeesaee e 72,329 72,329 58,976
Total Risk Weighted assets ......ccceeiiiiiiiiiieiiiiiiiiiiiirriinere s ssssssss s s s ssssss s sessssssans 662,754 657,763 708,252
L= - Lo PP 19.1% 19.1% 16.0%
Capital AdE@QUACY FALI0 ..euiiiiiiiieieeee ettt ettt e b e st e st e e b e it e st e s b e e beenaee 23.9% 24.3% 20.8%
OFficial TIEN 1 FAtiO™ ...ttt sttt b ettt sb e bbbt eb et ebenees 18.9% 19.1% 15.4%
Official Capital adeqUACY ratio® .......cccoivieiiririeieerer ettt ettt 23.7% 24.3% 20.2%

* Official capital ratio is based on reviewed retained earnings at 31 March 2013
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NOTES TO THE INTERIM FINANCIAL STATEMENTS

OTHER INFORMATION

Related parties

71. The Group has a related party relationship with Kaupskil ehf., Kaupthing hf., the Group's associates, the Board of Directors of Arion
Bank, management personnel of the Bank and close family members of individuals referred to above.

Icelandic State Financial Investments (ISFI, a separate state institution under the Ministry of Finance) manages a 13% stake in Arion
Bank. ISFI and related entities are defined as related parties and balances and transactions with these entities are included in the tables
below under Shareholders with significant influence over the Group.

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.

31.3.2013
Net
Balances with related parties: Assets  Liabilities balance
Shareholders with significant influence over the GroUp ........cccvcvverieeieccecreee e - (1,976) (1,976)
Shareholders with cOntrol OVEr the GroUP ........covuiiiiieiiiiieeeee ettt 758 (57,984) (57,226)
Board of Directors and key Management Personnel ........cccceceeveeriesiesieeseeseesie e eseeesee e seeens 128 (76) 52
Associates and other related PArties .......vevveeieeriirieeie et 55,599 (17,867) 37,732
56,485  (77,903)  (21,418)
31.12.2012
Net
Balances with related parties: Assets  Liabilities balance

Shareholders with significant influence over the Group - (1,960) (1,960)

Shareholders with control OVEr the GroUP ......ceecieiiieiiciereee e e e 704 (61,095) (60,391)
Board of Directors and key Management personnel ..........coccocevenirieceniinieicneneceereeeeeeee e 129 (128) 1
Associates and other related PArties .....c.vecveeceerieriecie e e e ae e aeesraeeneas 53,737 (16,379) 37,358
54,570  (79,562)  (24,992)

31.3.2012
Net
Balances with related parties: Assets  Liabilities balance
Shareholders with significant influence over the GroUp ........cccvevverieeieeceeree e - (1,735) (1,735)
Shareholders with control OVEr the GroUP ......c.ecvieriiriiiiieetee et 483 (57,263) (56,780)
Board of Directors and key Management personnel .. 172 (303) (131)

Associates and other related PArties .......uevveeieeriirieeie ettt 59,170 (27,625) 31,545
59,825 (86,926) (27,101)

Events after Balance Sheet date

72. Events after Balance Sheet date

a) On 30 April 2013 creditors of Skipti hf. reached an agreement on financial restructuring of Skipti hf. Arion bank, the largest creditor, will
convert some of its claims to shares and if the agreement will be carried through the Bank will hold close to 40% of shares in Skipti hf.
The agreement between the creditors will be finalized in the second quarter of 2013 and is expected to have positive effects on the
Group's earnings.
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