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Under the U.S.$2,500,000,000 Global Medium Term Note Programme (the Programme) described in this base prospectus (the Base Prospectus),
Islandsbanki hf. (the Issuer) may from time to time issue notes (the Notes) denominated in any currency agreed between the Issuer and the relevant
Dealer (as defined below).

Notes may be issued in bearer or registered form (respectively, Bearer Notes and Registered Notes) or in uncertificated and dematerialised form
(VPS Notes) and cleared through the Verdipapirsentralen ASA, the Norwegian central securities depositary (VPS). As more fully described herein,
Notes may be issued (i) on an unsubordinated basis (Unsubordinated Notes) or (ii) on a subordinated basis (Subordinated Notes), in each case, as
provided in the Terms and Conditions of the Notes herein.

The maximum aggregate nominal amount of all Notes from time to time outstanding under the Programme will not exceed U.S.$2,500,000,000 (or
its equivalent in other currencies calculated as described in the Programme Agreement (as defined herein)), subject to increase as described herein.

The Notes may be issued on a continuing basis to one or more of the Dealers specified under “Overview of the Programme” and any additional
Dealer appointed under the Programme from time to time by the Issuer (each a Dealer and together the Dealers), which appointment may be for a
specific issue or on an ongoing basis. References in this Base Prospectus to the relevant Dealer shall, in the case of an issue of Notes being (or
intended to be) subscribed by more than one Dealer, be to all Dealers agreeing to subscribe such Notes.

An investment in Notes issued under the Programme involves certain risks. For a discussion of these risks see “Risk Factors”. Without
prejudice to the other risks described in “Risk Factors”, potential investors should note that under current Icelandic law, Unsubordinated
Noteholders (and, therefore, Subordinated Notes) will rank behind certain depositors of the Issuer in a winding-up of the Issuer, as further
described under “Risk Factors — The claims of Noteholders will be subordinated to the claims of certain of the Issuer’s depositors” and
Condition 3.1 of the Terms and Conditions of the Notes.

This Base Prospectus has been approved by the Central Bank of Ireland, as competent authority under the Prospectus Directive (as defined below).
The Central Bank of Ireland only approves this Base Prospectus as meeting the requirements imposed under Irish and European Union (EU) law
pursuant to the Prospectus Directive. Such approval relates only to the Notes which are to be admitted to trading on a regulated market for the
purposes of Directive 2014/65/EU (as amended, the Markets in Financial Instruments Directive or MiFID I1) and/or which are to be offered to
the public in any Member State of the European Economic Area. Application has been made to the Irish Stock Exchange plc trading as Euronext
Dublin (Euronext Dublin) for Notes issued under the Programme to be admitted to the official list of Euronext Dublin (the Official List) and to
trading on its regulated market (the Main Securities Market). The Main Securities Market is a regulated market for the purposes of MiFID.
Reference in this Base Prospectus to Notes being "listed" (and all related references) shall mean that such Notes have been admitted to the Official
List and to trading on the Main Securities Market.

The Programme provides that Notes may be listed or admitted to trading, as the case may be, on such other or further stock exchanges or markets as
may be agreed between the Issuer and the relevant Dealer. The Issuer may also issue unlisted Notes and/or Notes not admitted to trading on any
market.

The Issuer has senior unsecured debt ratings of BBB+ (long term debt) and A-2 (short term debt) from Standard & Poor’s Credit Market Services
Europe Limited (S&P) as at the date of this Base Prospectus. The Issuer also has senior unsecured debt ratings of BBB (long term debt) and F3
(short term debt) from Fitch Ratings Limited (Fitch) as at the date of this Base Prospectus. S&P and Fitch are established in the European Union and
are registered under the Regulation (EC) No. 1060/2009 (as amended) (the CRA Regulation). As such S&P and Fitch are included in the list of
credit rating agencies published by the European Securities and Markets Authority on its website (at http://www.esma.europa.eu/page/List-
registered-and-certified-CRAS) in accordance with the CRA Regulation. The Programme is rated by S&P, with Unsubordinated Notes maturing in
one year or more assigned a rating of BBB+, and Unsubordinated Notes maturing in less than one year assigned a rating of A-2. The Programme is
also rated by Fitch, with Unsubordinated Notes maturing in one year or more assigned a rating of BBB, and Unsubordinated Notes maturing in less
than one year assigned a rating of F3. Notes issued under the Programme may be rated or unrated by S&P or by another rating agency. Where a
Tranche of Notes is rated, such rating will be disclosed in the applicable Final Terms or Pricing Supplement, as the case may be, and will not
necessarily be the same as the rating assigned to the Issuer by the relevant rating agency. A security rating is not a recommendation to buy, sell or
hold securities and may be subject to suspension, reduction or withdrawal at any time by the assigning rating agency.

The requirement to publish a prospectus under the Prospectus Directive only applies to Notes which are to be admitted to trading on a regulated
market in the European Economic Area and/or offered to the public in any Member State of the European Economic Area other than in
circumstances where an exemption is available under Article 3.2 of the Prospectus Directive (as implemented in the relevant Member State(s)).
References in this Base Prospectus to Exempt Notes are to Notes for which no prospectus is required to be published under the Prospectus Directive.
The Central Bank of Ireland has neither approved nor reviewed information contained in this Base Prospectus in connection with Exempt Notes.

The Notes have not been and will not be registered under the U.S. Securities Act of 1933, as amended (the Securities Act), or any U.S. state
securities laws and may not be offered or sold in the United States or to, or for the account or the benefit of, U.S. persons unless an exemption from
the registration requirements of the Securities Act is available and in accordance with all applicable securities laws of any state of the United States
and any other jurisdiction. The Notes are being offered and sold outside the United States to non-U.S. persons in reliance on Regulation S
(Regulation S) under the Securities Act and within the United States only (i) to persons who are “qualified institutional buyers” (QIBS) in reliance
on Rule 144A (Rule 144A) under the Securities Act or (ii) to persons who are “accredited investors” (as defined in Rule 501(a)(1), (2), (3) or (7)
under the Securities Act) that are institutions (Institutional Accredited Investors) and who execute and deliver an 1Al Investment Letter (as defined
in “Terms and Conditions of the Notes™) in which they agree to purchase the Notes for their own account and not with a view to the distribution
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thereof. See “Form of the Notes” for a description of the manner in which Notes will be issued. Registered Notes are subject to certain restrictions
on transfer, see “Subscription and Sale and Transfer and Selling Restrictions”.
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This Base Prospectus comprises a base prospectus for the purposes of Article 5.4 of the Prospectus
Directive. For the purposes of this Base Prospectus, Prospectus Directive means Directive 2003/71/EC
(as amended, including by Directive 2010/73/EU), and includes any relevant implementing measure in
a relevant Member State of the European Economic Area.

The Issuer accepts responsibility for the information contained in this Base Prospectus and the Final
Terms or Pricing Supplement for each Tranche (as defined under "Terms and Conditions of the
Notes™) of Notes issued under the Programme. To the best of the knowledge of the Issuer (having
taken all reasonable care to ensure that such is the case) the information contained in this Base
Prospectus is in accordance with the facts and does not omit anything likely to affect the import of
such information.

The information in the section entitled “Book-Entry Clearance Systems” on pages 133 to 136 has been
extracted from information provided by the clearing systems referred to therein. In addition, certain
information in the sections entitled “The Republic of Iceland” and “Financial Markets in Iceland” on
pages 128 to 132 has been extracted from publications by the National Economic Institute, the
Ministry of Finance and the Central Bank of Iceland, where indicated as such. The Issuer confirms
that, in each case, such information has been accurately reproduced and that, so far as it is aware, and
is able to ascertain from information published by those sources, no facts have been omitted which
would render the reproduced information inaccurate or misleading.

This Base Prospectus is to be read in conjunction with all documents which are deemed to be
incorporated herein by reference (see “Documents Incorporated by Reference”). This Base Prospectus
shall be read and construed on the basis that such documents are incorporated and form part of this
Base Prospectus.

In relation to any Tranche, the aggregate nominal amount of the Notes of such Tranche, the interest (if
any) payable in respect of the Notes of such Tranche, the issue price and certain other information
which is relevant to such Tranche will be set out in a final terms document (Final Terms) or, in the
case of Exempt Notes, a pricing supplement (Pricing Supplement) substantially in the form set out
under “Form of Final Terms” and “Form of Pricing Supplement”, respectively, below.

In relation to Notes to be listed on Euronext Dublin, the Final Terms will be filed with the Central
Bank of Ireland on or before the date of issue of the Notes of such Tranche. Copies of Final Terms
relating to Notes listed on Euronext Dublin will be published on the website of the Central Bank of
Ireland at http://www.centralbank.ie/requlation/securities-
markets/prospectus/Pages/approvedprospectus.aspx and on the website of Euronext Dublin at
www.ise.ie. Copies of Final Terms will also be available from the registered office of the Issuer and
from the offices of the Principal Paying Agent (as defined below).

The Dealers have not independently verified the information contained herein. Accordingly, no
representation, warranty or undertaking, express or implied, is made and no responsibility or liability
is accepted by the Dealers as to the accuracy or completeness of the information contained or
incorporated by reference in this Base Prospectus or any other information provided by the Issuer in
connection with the Programme. No Dealer accepts any liability in relation to the information
contained or incorporated by reference in this Base Prospectus or any other information provided by
the Issuer in connection with the Programme.

No person is or has been authorised by the Issuer to give any information or to make any
representation not contained in or not consistent with this Base Prospectus or any other information
supplied in connection with the Programme or the Notes and, if given or made, such information or
representation must not be relied upon as having been authorised by the Issuer or any of the Dealers.
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Neither this Base Prospectus nor any other information supplied in connection with the Programme or
any Notes (i) is intended to provide the basis of any credit or other evaluation or (ii) should be
considered as a recommendation by the Issuer or any of the Dealers that any recipient of this Base
Prospectus or any other information supplied in connection with the Programme or any Notes should
purchase any Notes. Each investor contemplating purchasing any Notes should make its own
independent investigation of the financial condition and affairs, and its own appraisal of the
creditworthiness, of the Issuer. Neither this Base Prospectus nor any other information supplied in
connection with the Programme or the issue of any Notes constitutes an offer or invitation by or on
behalf of the Issuer or any of the Dealers to any person to subscribe for or to purchase any Notes.

Neither the delivery of this Base Prospectus nor the offering, sale or delivery of any Notes shall in any
circumstances imply that the information contained herein concerning the Issuer is correct at any time
subsequent to the date hereof or that any other information supplied in connection with the
Programme is correct as of any time subsequent to the date indicated in the document containing the
same. The Dealers expressly do not undertake to review the financial condition or affairs of the Issuer
during the life of the Programme or to advise any investor in the Notes of any information coming to
their attention.

This Base Prospectus does not constitute an offer to sell or the solicitation of an offer to buy any Notes
in any jurisdiction to any person to whom it is unlawful to make the offer or solicitation in such
jurisdiction. The distribution of this Base Prospectus and the offer or sale of Notes may be restricted
by law in certain jurisdictions. The Issuer and the Dealers do not represent that this Base Prospectus
may be lawfully distributed, or that any Notes may be lawfully offered, in compliance with any
applicable registration or other requirements in any such jurisdiction, or pursuant to an exemption
available thereunder, or assume any responsibility for facilitating any such distribution or offering. In
particular, no action has been taken by the Issuer or the Dealers which is intended to permit a public
offering of any Notes or distribution of this Base Prospectus in any jurisdiction where action for that
purpose is required. Accordingly, no Notes may be offered or sold, directly or indirectly, and neither
this Base Prospectus nor any advertisement or other offering material may be distributed or published
in any jurisdiction, except under circumstances that will result in compliance with any applicable laws
and regulations. Persons into whose possession this Base Prospectus or any Notes may come must
inform themselves about, and observe, any such restrictions on the distribution of this Base Prospectus
and the offering and sale of Notes. In particular, there are restrictions on the distribution of this Base
Prospectus and the offer or sale of Notes in the United States, the European Economic Area (including
the United Kingdom, Iceland and Norway), the People’s Republic of China, Hong Kong, Singapore,
Switzerland and Japan, see “Subscription and Sale and Transfer and Selling Restrictions”.

This Base Prospectus has been prepared on a basis that would permit an offer of Notes with a
denomination of less than €100,000 (or its equivalent in any other currency) only in circumstances
where there is an exemption from the obligation under the Prospectus Directive to publish a
prospectus. As a result, any offer of Notes in any Member State of the European Economic Area
which has implemented the Prospectus Directive (each, a Relevant Member State) must be made
pursuant to an exemption under the Prospectus Directive, as implemented in that Relevant Member
State, from the requirement to publish a prospectus for offers of Notes. Accordingly, any person
making or intending to make an offer of Notes in that Relevant Member State may only do so in
circumstances in which no obligation arises for the Issuer or any Dealer to publish a prospectus
pursuant to Article 3 of the Prospectus Directive or supplement a prospectus pursuant to Article 16 of
the Prospectus Directive, in each case, in relation to such offer. Neither the Issuer nor any Dealer has
authorised, nor do they authorise, the making of any offer of Notes in circumstances in which an
obligation arises for the Issuer or any Dealer to publish or supplement a prospectus for such offer.

The Notes may not be a suitable investment for all investors. Each potential investor in any Notes
must determine the suitability of that investment in light of its own circumstances. In particular, each
potential investor should consider, either on its own or with the help of its financial and other
professional advisers, whether it:



(@) has sufficient knowledge and experience to make a meaningful evaluation of the relevant
Notes, the merits and risks of investing in the relevant Notes and the information contained or
incorporated by reference in this Base Prospectus or any applicable supplement;

(b) has access to, and knowledge of, appropriate analytical tools to evaluate, in the context of its
particular financial situation, an investment in the relevant Notes and the impact such
investment will have on its overall investment portfolio;

(c) has sufficient financial resources and liquidity to bear all of the risks of an investment in the
relevant Notes where the currency for principal or interest payments is different from the
currency in which such investor’s financial activities are principally denominated;

(d) understands thoroughly the terms of the relevant Notes and is familiar with the behaviour of
financial markets; and

(e) is able to evaluate possible scenarios for economic, interest rate and other factors that may
affect its investment and its ability to bear the applicable risks.

Legal investment considerations may restrict certain investments. The investment activities of certain
investors are subject to investment laws and regulations, or review or regulation by certain
authorities. Each potential investor should consult its legal advisers to determine whether and to what
extent (i) Notes are legal investments for it, (ii) Notes can be used as collateral for various types of
borrowing and (iii) other restrictions apply to its purchase or pledge of any Notes. Financial
institutions should consult their legal advisors or the appropriate regulators to determine the
appropriate treatment of Notes under any applicable risk-based capital or similar rules.

In making an investment decision, investors must rely on their own examination of the Issuer and the
terms of the Notes being offered, including the merits and risks involved. The Notes have not been
approved or disapproved by the United States Securities and Exchange Commission or any other
securities commission or other regulatory authority in the United States, nor have the foregoing
authorities approved this Base Prospectus or confirmed the accuracy or determined the adequacy of
the information contained in this Base Prospectus. Any representation to the contrary is unlawful.

None of the Dealers and the Issuer makes any representation to any investor in the Notes regarding
the legality of its investment under any applicable laws. Any investor in the Notes should be able to
bear the economic risk of an investment in the Notes for an indefinite period of time.



IMPORTANT — EUROPEAN ECONOMIC AREA RETAIL INVESTORS

If the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement in respect of any
Notes includes a legend entitled “Prohibition of Sales to European Economic Area Retail Investors”,
the Notes are not intended to be offered, sold or otherwise made available to any retail investor in the
European Economic Area. For these purposes, a retail investor means a person who is one (or more)
of (i) a retail client as defined in point (11) of Article 4(1) of MIFID II; (ii) a customer within the
meaning of Directive 2002/92/EC (as amended, the Insurance Mediation Directive), where that
customer would not qualify as a professional client as defined in point (10) of Article 4(1) of MiFID II;
or (iii) not a qualified investor as defined in the Prospectus Directive. Consequently no key
information document required by Regulation (EU) No 1286/2014 (as amended, the PRIIPs
Regulation) for offering or selling the Notes or otherwise making them available to retail investors in
the European Economic Area has been prepared and therefore offering or selling the Notes or
otherwise making them available to any retail investor in the European Economic Area may be
unlawful under the PRIIPs Regulation.

MIFID Il PRODUCT GOVERNANCE/TARGET MARKET

The applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement will include a legend
entitled “MiFID II product governance” which will outline the target market assessment in respect of
the Notes and which channels for distribution of the Notes are appropriate. Any person subsequently
offering, selling or recommending the Notes (a distributor) should take into consideration the target
market assessment; however a distributor subject to MiFID 11 is responsible for undertaking its own
target market assessment in respect of the Notes (by either adopting or refining the target market
assessment) and determining appropriate distribution channels.

A determination will be made in relation to each issue about whether, for the purpose of the Product
Governance rules under EU Delegated Directive 2017/593 (the MiFID Product Governance Rules),
any Dealer subscribing for any Notes is a manufacturer in respect of such Notes, but otherwise neither
the Arranger nor the Dealers nor any of their respective affiliates will be a manufacturer for the
purpose of the MiFID Product Governance Rules.

BENCHMARKS REGULATION

Interest and/or other amounts payable under the Notes may be calculated by reference to certain
reference rates. Any such reference rate may constitute a benchmark for the purposes of Regulation
(EU) 2016/1011 (the Benchmarks Regulation). If any such reference rate does constitute such a
benchmark, the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement will
indicate whether or not the benchmark is provided by an administrator included in the register of
administrators and benchmarks established and maintained by the European Securities and Markets
Authority (ESMA) pursuant to Article 36 (Register of administrators and benchmarks) of the
Benchmarks Regulation. Transititional provisions in the Benchmarks Regulation may have the result
that the administrator of a particular benchmark is not required to appear in the register of
administrators and benchmarks at the date of the applicable Final Terms or (in the case of Exempt
Notes) Pricing Supplement. The registration status of any administrator under the Benchmarks
Regulation is a matter of public record and, save where required by applicable law, the Issuer does not
intend to update the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement to
reflect any change in the registration status of the administrator.

U.S. INFORMATION

This Base Prospectus is being submitted on a confidential basis in the United States to a limited
number of QIBs and Institutional Accredited Investors (each as defined under “Form of the Notes”)
for informational use solely in connection with the consideration of the purchase of certain Notes
issued under the Programme. Its use for any other purpose in the United States is not authorised. It



may not be copied or reproduced in whole or in part nor may it be distributed or any of its contents
disclosed to anyone other than the prospective investors to whom it is originally submitted.

The Notes in bearer form are subject to U.S. tax law requirements and may not be offered, sold or
delivered within the United States or its possessions or to United States persons, except in certain
transactions permitted by United States Treasury Department regulations. Terms used in this
paragraph have the meanings given to them by the United States Internal Revenue Code of 1986, as
amended (the Code) and the United States Treasury Department regulations promulgated thereunder.

Registered Notes may be offered or sold within the United States only to QIBs or to Institutional
Accredited Investors, in either case in transactions exempt from registration under the Securities Act
in reliance on Rule 144A under the Securities Act (Rule 144A) or any other applicable exemption.
Each U.S. purchaser of Registered Notes is hereby notified that the offer and sale of any Registered
Notes to it may be made in reliance upon the exemption from the registration requirements of Section
5 of the Securities Act provided by Rule 144A.

Purchasers of Definitive 1Al Registered Notes will be required to execute and deliver an IAI
Investment Letter (as defined under “Terms and Conditions of the Notes”). Each purchaser or holder
of Definitive 1Al Registered Notes, Notes represented by a Rule 144A Global Note or any Notes issued
in registered form in exchange or substitution therefor (together Legended Notes) will be deemed, by
its acceptance or purchase of any such Legended Notes, to have made certain representations and
agreements intended to restrict the resale or other transfer of such Notes as set out in “Subscription
and Sale and Transfer and Selling Restrictions”. Unless otherwise stated, terms used in this paragraph
have the meanings given to them in “Form of the Notes™.

AVAILABLE INFORMATION

To permit compliance with Rule 144A in connection with any resales or other transfers of Notes that
are “restricted securities” within the meaning of the Securities Act, the Issuer has undertaken in a
deed poll dated 20 June 2013 (the Deed Poll) to furnish, upon the request of a holder of such Notes or
any beneficial interest therein, to such holder or to a prospective purchaser designated by him, the
information required to be delivered under Rule 144A(d)(4) under the Securities Act if, at the time of
the request, any of the Notes remain outstanding as “restricted securities” within the meaning of Rule
144(a)(3) of the Securities Act and the Issuer is neither a reporting company under Section 13 or 15(d)
of the U.S. Securities Exchange Act of 1934, as amended, (the Exchange Act) nor exempt from
reporting pursuant to Rule 1293-2(b) thereunder.

SERVICE OF PROCESS AND ENFORCEMENT OF CIVIL LIABILITIES

The Issuer is a corporation organised under the laws of Iceland. All of the officers and directors
named herein reside outside the United States and all or a substantial portion of the assets of the
Issuer and of such officers and directors are located outside the United States. As a result, it may not
be possible for investors to effect service of process outside Iceland upon the Issuer or such persons, or
to enforce judgments against them obtained in courts outside Iceland predicated upon civil liabilities
of the Issuer or such directors and officers under laws other than Icelandic law, including any
judgment predicated upon United States federal securities laws.

PRESENTATION OF FINANCIAL AND OTHER INFORMATION
Presentation of Financial Information
Unless otherwise indicated, the consolidated financial information of the Issuer as of and for the years

ended 31 December 2017, 2016 and 2015 included in this Base Prospectus has been derived from the
audited consolidated annual financial statements of the Issuer as of and for the years ended 31



December 2017, 2016 and 2015 (together, the Annual Financial Statements), which have been
incorporated by reference in this Base Prospectus.

The Issuer's financial year ends on 31 December, and references in this Base Prospectus to any specific
year are to the 12-month period ended on 31 December of such year. The Annual Financial
Statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as adopted by the European Union (EU).

Certain Defined Terms and Conventions

Capitalised terms which are used but not defined in any particular section of this Base Prospectus will
have the meaning attributed thereto in “Terms and Conditions of the Notes” or any other section of this
Base Prospectus.

Certain figures and percentages included in this Base Prospectus have been subject to rounding
adjustments; accordingly figures shown in the same category presented in different tables may vary
slightly and figures shown as totals in certain tables may not be an arithmetic aggregation of the
figures which precede them.

All references in this document to U.S. dollars, U.S.$ and $ refer to United States dollars; to Sterling
and £ refer to pounds sterling; and to ISK, kréna or kronur refer to the currency of Iceland. In
addition, all references to euro and € refer to the currency introduced at the start of the third stage of
European economic and monetary union pursuant to the Treaty on the Functioning of the European
Union, as amended.

CAUTIONARY STATEMENT REGARDING FORWARD LOOKING STATEMENTS

Some statements in this Base Prospectus may be deemed to be forward looking statements. Forward
looking statements include statements concerning the Issuer's plans, objectives, goals, strategies,
future operations and performance and the assumptions underlying these forward looking statements.
When used in this Base Prospectus, the words “anticipates”, “estimates”, “expects”, “believes”,
“intends”, “plans”, “aims”, “seeks”, “may”, “will”, “should” and any similar expressions generally
identify forward looking statements. These forward looking statements are contained in the sections
entitled “Risk Factors” and “Description of the Issuer” and other sections of this Base Prospectus. The
Issuer has based these forward looking statements on the current view of its management with respect
to future events and financial performance. Although the Issuer believes that the expectations,
estimates and projections reflected in its forward looking statements are reasonable as of the date of
this Base Prospectus, if one or more of the risks or uncertainties materialise, including those identified
below or which the Issuer has otherwise identified in this Base Prospectus, or if any of the Issuer's
underlying assumptions prove to be incomplete or inaccurate, the Issuer's actual results of operation
may vary from those expected, estimated or predicted.

The risks and uncertainties referred to above include:

the Issuer’s ability to achieve and manage the growth of its business;
. the performance of the markets in Iceland and the wider region in which the Issuer operates;

. the Issuer's ability to realise the benefits it expects from existing and future projects and
investments it is undertaking or plans to or may undertake;

. the Issuer's ability to obtain external financing or maintain sufficient capital to fund its
existing and future investments and projects;



° changes in political, social, legal or economic conditions in the markets in which the Issuer and
its customers operate; and

° actions taken by the Issuer's joint venture partners that may not be in accordance with its
policies and objectives.

Any forward looking statements contained in this Base Prospectus speak only as at the date of this
Base Prospectus. Without prejudice to any requirements under applicable laws and regulations, the
Issuer expressly disclaims any obligation or undertaking to disseminate after the date of this Base
Prospectus any updates or revisions to any forward looking statements contained herein to reflect any
change in expectations thereof or any change in events, conditions or circumstances on which any such
forward looking statement is based.

In connection with the issue of any Tranche of Notes, the Dealer or Dealers (if any) named as the
Stabilising Manager(s) (or persons acting on behalf of any Stabilising Manager(s)) in the applicable
Final Terms or (in the case of Exempt Notes) Pricing Supplement may over-allot Notes or effect
transactions with a view to supporting the market price of the Notes at a level higher than that which
might otherwise prevail. However, stabilisation may not necessarily occur. Any stabilisation action
may begin on or after the date on which adequate public disclosure of the terms of the offer of the
relevant Tranche of Notes is made and, if begun, may cease at any time, but it must end no later than
the earlier of 30 days after the issue date of the relevant Tranche of Notes and 60 days after the date of
the allotment of the relevant Tranche of Notes. Any stabilisation action or over-allotment must be
conducted by the relevant Stabilising Manager(s) (or persons acting on behalf of any Stabilising
Manager(s)) in accordance with all applicable laws and rules.
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RISK FACTORS

In purchasing Notes, investors assume the risk that the Issuer may become insolvent or otherwise be unable
to make all payments due in respect of the Notes. There is a wide range of factors which individually or
together could result in the Issuer becoming unable to make all payments due in respect of the Notes. It is
not possible to identify all such factors or to determine which factors are most likely to occur, as the Issuer
may not be aware of all relevant factors and certain factors which it currently deems to be non-material may
become material as a result of the occurrence of events outside the Issuer's control. The Issuer has
identified in this Base Prospectus a number of factors which could materially adversely affect its business
and ability to make payments due under the Notes.

In addition, factors which are material for the purpose of assessing the market risks associated with Notes
issued under the Programme are also described below.

Prospective investors should also read the detailed information set out elsewhere in this Base Prospectus
and reach their own views prior to making any investment decision.

Factors that may affect the Issuer’s ability to fulfil its obligations under Notes issued under the
Programme

Set forth below are certain risks that could materially adversely affect the Issuer’s future business, operating
results or financial condition.

The claims of Noteholders will be subordinated to the claims of certain of the Issuer’s depositors in the
event of a winding-up

Typically, the claims of holders of senior ranking unsecured debt instruments, such as the Notes, issued by a
financial institution holding bank deposits would not be subordinated to the claims of depositors. However,
as a result of the enactment of Act No. 125/2008 on the Authority for Treasury Disbursements due to
Unusual Financial Market Circumstances etc., which is usually referred to as the Emergency Act, should the
Issuer enter into winding-up proceedings pursuant to Article 101 of the Act on Financial Undertakings,
Article 102 of the Act on Financial Undertaking now states that the claims of Noteholders would be
subordinated to the claims of certain of the Issuer’s depositors. If this were to occur, there may not be
sufficient assets in the resulting estate to pay the claims of Noteholders after the claims of depositors have
been paid.

The Issuer’s results may be adversely affected by general economic conditions and other business
conditions

The Issuer’s results are affected by general economic and other business conditions. These conditions
include changing economic cycles that affect demand for investment and banking products. These cycles are
also influenced by global political events, such as terrorist acts, war and other hostilities as well as by market
specific events, such as shifts in consumer confidence and consumer spending, the rate of unemployment,
industrial output, labour or social unrest and political uncertainty.

In particular, the Issuer’s business, financial condition and results of operations are affected directly by
economic and political conditions in Iceland.

There is great uncertainty concerning economic development in Iceland’s main trading partner countries and
concerning the downturn in consumption occurring throughout the world. Expected loss rates are, among
other factors, dependent upon unemployment, inflation and exchange rates as well as possible changes in
legislation and compliance. The recovery rates also depend on asset price evolvement and legislation
changes concerning liquidation of assets.

11



The Issuer’s results may be adversely affected by uncertainty around Brexit

The United Kingdom’s decision following a national referendum to leave the EU has already had a
significant impact on pounds sterling, which depreciated by 22.7 per cent. against the krona from 31 May
2017 to 31 December 2017. The process of exiting the EU will take several years, and the ultimate impact on
the United Kingdom’s economy and the value of pounds sterling is subject to significant uncertainty. The
United Kingdom is Iceland’s second-largest trading partner, receiving 11.3 per cent. of total exports from,
and supplying 6 per cent. of total imports to, Iceland in 2016. As a result, the Icelandic economy remains
considerably exposed to the ultimate effects of the United Kingdom’s exit from the EU.

Changes in interest rates may impact the Issuer’s results

The results of the Issuer’s operations are affected by its management of interest rate sensitivity. Interest rate
sensitivity refers to the relationship between changes in market interest rates and changes in net interest
income and investment income. The composition of the Issuer’s assets and liabilities, and any gap position
resulting from the composition, causes the interest income to vary as interest rates change. In addition,
variations in interest rate sensitivity may exist within the re-pricing periods or between the different
currencies in which the Issuer holds interest rate positions. A mismatch of interest earning assets and interest
bearing liabilities in any given period may, in the event of changes in interest rates, have a material effect on
the financial condition or results of operations of the Issuer’s business. The Issuer might in some cases have
limited ability to raise interest rates and margins on loans, without it resulting in increased impairments at the
same time. The Issuer’s management of interest rate risk does not completely eliminate the effect of those
factors on its performance.

The Issuer’s loan portfolio is concentrated in certain industries and borrowers

At year end 2017, the Issuer’s loan portfolio was exposed to concentration in certain industry sectors, namely
households, real estate, commerce and services, the seafood industry and, through various industry sectors,
the tourism industry. The Issuer’s financial condition is sensitive to downturns in these industries and the
consequent inability of the Issuer’s customers to meet their obligations towards the Issuer. Declines in the
financial condition of the Issuer’s largest borrowers could also materially affect the Issuer’s business,
financial condition and results of operations.

The Issuer is subject to credit risk and may be unable to sufficiently assess credit risk of potential
borrowers and may provide advances to customers that increase credit risk exposure

Third parties that owe the Issuer money, securities or other assets may be unable to meet their obligations
towards the Issuer. Accurate and comprehensive financial information and other credit information may be
limited for certain types of borrowers such as small enterprises or individuals. Despite any credit risk
determination procedures the Issuer has in place, the Issuer may be unable to evaluate correctly the current
financial condition of each prospective borrower to determine their long-term financial viability. Failure to
address any risks associated with any borrower may lead to higher risk and could materially affect the
Issuer’s business.

Price fluctuations of financial investments in the Issuer’s portfolio could materially affect the Issuer’s
results of operations and financial condition

The Issuer has an investment portfolio that includes mainly debt securities. A decline in the price of these
securities could substantially reduce the value of the Issuer’s securities portfolio. These securities are
measured at fair value at the end of each financial period, and declines in the market value of the portfolio
could accordingly materially affect the Issuer’s profitability, even if those declines have not been realised
through the sale of the relevant securities. Price fluctuations could also materially affect the Issuer’s
regulatory capital and the capital ratios that the Issuer is required to maintain under applicable law.
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The Issuer has limited equity risk in its trading portfolios and in its banking book. The Issuer also has some
exposure in equities classified as non-current assets held for sale (foreclosures).

The Issuer’s risk management methods may leave the Issuer exposed to unidentified, unanticipated, or
incorrectly quantified risks, which would lead to material losses or material increases in liabilities

The Issuer will at all times attempt to properly manage risks. The Issuer’s risk management may not at all
times be able to protect the Issuer against certain risks, especially risks that have not been identified or
anticipated. The risk management methods may not take all risks into account, and it is possible that the
methods are incorrect or based on wrong information. Unanticipated or incorrectly quantified risk exposures
could materially affect the Issuer’s business, financial condition and results of operations.

The Issuer is subject to counterparty and market risk which may have an adverse effect on its cost of
funds

Risks arising from changes in credit quality and the recoverability of loans and amounts due from
counterparties are inherent in a wide range of the Issuer’s businesses. Adverse changes in the credit quality
of the Issuer’s borrowers and counterparties or a general deterioration in the Icelandic economy or global
economic conditions, or arising from systemic risks in the financial markets, could affect the recoverability
and value of the Issuer’s assets and require an increase in its provision for bad and doubtful debts and other
provisions. To the extent that any of the instruments and strategies the Issuer uses to hedge or otherwise
manage its exposure to market or credit risk are not effective, it may not be able to mitigate effectively its
risk exposures in particular market environments or against particular types of risk. The Issuer’s trading
revenues and interest rate risk depend upon its ability to identify properly, and mark to market, changes in
the value of its financial instruments caused by changes in market prices or rates. Its earnings will also
depend upon how its critical accounting estimates prove accurate and upon how effectively it determines and
assesses the cost of credit and manages its risk concentrations. To the extent its assessments of migrations in
credit quality and of risk concentrations, or its assumptions or estimates used in establishing its valuation
models for the fair value of its assets and liabilities or for its loan loss reserves, prove inaccurate or not
predictive of actual results, it could suffer higher than anticipated losses.

The Issuer is subject to liquidity risk which may have an adverse effect on its results

The Issuer defines liquidity risk as the risk of not being able to fund its financial obligations or planned
growth, or only being able to do so substantially above the prevailing market cost of funds. The Issuer’s
liquidity risk policy assumes that the Issuer has at all times sufficient liquid funds to meet liabilities maturing
over the next twelve months. The inability of the Issuer to anticipate and provide for unforeseen decreases
or changes in funding sources could have an adverse effect on the Issuer’s ability to meet its obligations as
and when they fall due.

The Issuer intends to comply with international best practice in its management of liquidity risk and has
revised its liquidity risk policies to address recent and upcoming regulatory changes, including the new Basel
I11 rules. Additional information regarding the Issuer’s liquidity risk management can be found in section 6
of the Issuer’s Pillar 3 Report 2017, which section is incorporated by reference into this Base Prospectus.

INCcreases in the Issuer’s loan losses or allowances for loan losses may have an adverse effect on its
results

The Issuer’s banking businesses establish provisions for loan losses, which are reflected in the provision for
credit losses on its income statement, in order to maintain its allowance for loan losses at a level which is
deemed to be appropriate by management based upon an assessment of prior loss experience, the volume and
type of lending being conducted by each entity, industry standards, past due loans, economic conditions and
other factors related to the collectability of the loan portfolio. Although management uses its best efforts to
establish the provision for loan losses, that determination is subject to significant judgment, and the Issuer’s
banking businesses may have to increase or decrease their provisions for loan losses in the future as a result
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of increases or decreases in non-performing assets or for other reasons. Any increase in the provision for
loan losses, any loan losses in excess of the previously determined provisions with respect thereto or changes
in the estimate of the risk of loss inherent in the portfolio of non-impaired loans could have a material effect
on the Issuer’s results of operations and financial condition.

The Issuer has a high proportion of inflation-linked mortgage loans and there is a risk that legislation
might be imposed which varies the terms of these loans in a manner that is adverse to the Issuer

A high proportion of the Issuer’s mortgage loans are inflation-linked. Under these loans, the monthly
repayment increases if and to the extent that inflation in Iceland increases. Following the financial crisis in
2008, inflation in Iceland increased significantly. This resulted in higher payments falling due under
inflation-linked loans at the same time as borrowers faced lower wages and less purchasing power. There
was significant debate in Iceland regarding these loans in the period preceding the parliamentary elections in
April 2013. The Icelandic government announced at the end of November 2013 an action plan aimed at
reducing the country’s housing debt. On the basis of the action plan, the Icelandic Parliament passed Act No.
35/2014 and Act No. 40/2014. The objective of Act No. 35/2014 was to write down the principal of indexed
residential mortgages. Act No. 40/2014, which amended the Pension Act No. 129/1997, authorised
households with residential mortgages, in the period between 1 July 2014 and 30 June 2017, to use payments
which would otherwise go to a private pension fund to reduce the principal amount of their mortgages. This
option is open to all residential mortgage holders regardless of the form of their mortgage. This action plan
has been financed by an increase in the Bank Levy (see “Changes in tax laws or in their interpretation could
harm the Issuer’s business”) that has increased the Issuer’s financial burden and decreased its profitability.
There is a risk that additional legislation may be adopted or other government action taken to reduce the
payment burden under inflation-linked mortgages. Should this occur, it would have a materially negative
impact on the Issuer’s loan portfolio, financial condition and results of operations.

The Issuer depends on the accuracy and completeness of information about customers and counterparties

In deciding whether to extend credit or enter into other transactions with customers and counterparties, the
Issuer may rely on information furnished to it by or on behalf of customers and counterparties, including
financial statements and other financial information. It may also rely on representations of customers and
counterparties as to the accuracy and completeness of that information and, with respect to financial
statements, on reports of independent auditors. For example, in deciding whether to extend credit, it may
assume that a customer’s audited financial statements conform with generally accepted accounting principles
and present fairly, in all material respects, the financial condition, results of operations and cash flows of the
customer. It may also rely on the audit report covering those financial statements. The Issuer’s financial
condition and results of operations could be negatively affected by relying on financial statements that do not
comply with generally accepted accounting principles or that are materially misleading.

The Issuer is vulnerable to the failure of IT systems and breaches of security systems

Any significant interruption, degradation, failure or lack of capacity of the Issuer’s IT systems could cause it
to fail to complete transactions on a timely basis or at all and materially affect the Issuer.

The secure transmission of confidential information is a critical element of the Issuer’s operations. The
Issuer cannot guarantee that existing security measures will prevent security breaches, including break-ins,
viruses or disruptions. Persons that circumvent the security measures could use the Issuer’s or its customers’
confidential information wrongfully, which would expose the Issuer to loss, adverse regulatory consequences
or litigation.

The Issuer relies on certain key members of management
The Issuer is highly dependent on its Chief Executive Officer and senior management. The loss of the

services of key members of its senior management or staff may significantly delay the Issuer’s business
objectives and could have a material adverse effect on its business, financial condition and results of
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operations. In addition, competition in Iceland to hire qualified personnel could have a material adverse
effect on the Issuer’s ability to recruit new senior managers.

There is operational risk associated with the Issuer’s industry which, when realised, may have an adverse
impact on its results

The Issuer, like all financial institutions, is exposed to many types of operational risk, including the risk of
fraud or other misconduct by employees or outsiders, unauthorised transactions by employees or operational
errors, including clerical or record keeping errors or errors resulting from faulty computer or
telecommunications systems. Given the Issuer’s high volume of transactions, certain errors may be repeated
or compounded before they are discovered and successfully rectified. In addition, its dependence upon
automated systems to record and process its transactions may further increase the risk that technical system
flaws or employee tampering or manipulation of those systems will result in losses that are difficult to detect.
The Issuer may also be subject to disruptions of its operating systems, arising from events that are wholly or
partially beyond its control (including, for example, computer viruses or electrical or telecommunication
outages), which may give rise to suspension of services to customers and loss to or liability to the Issuer. The
Issuer is further exposed to the risk that external vendors may be unable to fulfil their contractual obligations
to the Issuer (or will be subject to the same risk of fraud or operational errors by their respective employees
as the Issuer), and to the risk that its (or its vendors’) business continuity and data security systems prove not
to be sufficiently adequate. The Issuer also faces the risk that the design of its controls and procedures prove
inadequate, or are circumvented, thereby causing delays in detection of errors in information. Although the
Issuer has increased focus on operational risk and operational risk measurement framework, there can be no
assurance that it will not suffer losses from operational risks in the future, as it has in the past, which may be
material in amount.

Notwithstanding anything in this risk factor, this risk factor should not be taken as implying that either the
Issuer or the Issuer together with its Subsidiaries (as defined below) (together, the Group) will be unable to
comply with its obligations as a company with securities admitted to the Official List.

Regulatory changes or enforcement initiatives could adversely affect the Issuer’s business

The Issuer is subject to banking and financial services laws and government regulation. Regulatory agencies
have broad administrative power over many aspects of the financial services business, which may include
liquidity, capital adequacy and permitted investments, investor protection, ethical issues, money laundering,
privacy, record keeping, and marketing and selling practices. Banking and financial services laws,
regulations and policies currently governing the Issuer and its subsidiaries may change at any time in ways
which have a material effect on the Issuer’s business. Furthermore, the Issuer cannot predict the timing or
form of any future regulatory initiatives. Changes in existing banking and financial services laws and
regulations may materially affect the way in which the Issuer conducts its business, the products or services
it may offer and the value of its assets. If it fails to address, or appears to fail to address, appropriately these
changes or initiatives, its reputation could be harmed and it could be subject to additional legal risk, which
could, in turn, increase the size and number of claims and damages asserted against it or subject it to
enforcement actions, fines and penalties. Regulatory agencies have the power to bring administrative or
judicial proceedings against the Issuer, which could result, among other things, in suspension or revocation
of its licenses, cease and desist orders, fines, civil penalties, criminal penalties or other disciplinary action
which could materially harm its results of operations and financial condition.

The Icelandic government has passed and issued many statutes and regulations affecting the banking and

financial services industry since 2008. There can be no assurance that the Icelandic government will not
enact new regulations.
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Changes in tax laws or in their interpretation could harm the Issuer’s business

The Issuer’s results of operations could be harmed by changes in tax laws and tax treaties or the
interpretation thereof, changes in corporate tax rates and the refusal of tax authorities to issue or extend
advanced tax rulings.

In December 2010, the Icelandic Parliament passed the Act on Special Tax on Financial Institutions, No.
155/2010 under which certain types of financial institution, including the Issuer, are required to pay an
annual levy of the carrying amount of their liabilities as determined for tax purposes. This levy was
originally 0.041 per cent. but, in December 2011, a transitional provision was introduced under which
financial institutions had to pay an additional 0.0875 per cent. of their tax base as assessed for the years 2012
and 2013. In 2013, the levy was increased and set at 0.376 per cent. of the total debt of the Issuer excluding
tax liabilities in excess of ISK 50 billion at the end of the year. This levy has remained unchanged for the
years 2014, 2015, 2016, 2017 and, to date, 2018. Non-financial subsidiaries are exempt from this tax. There
can be no assurance that the levy will not be further increased. Any such increase could have a material
adverse effect on the financial condition of the Issuer.

In June 2009, the Icelandic Parliament adopted an amendment to the Income Tax Act No. 90/2003 (the ITA)
as a result of which payments of Icelandic sourced interest by an Icelandic debtor, such as the Issuer, to a
foreign creditor, including holders of Notes who are not Icelandic, are taxable in Iceland and can be subject
to withholding tax at the rate of 10.0 per cent. This withholding is applicable unless the foreign creditor can
demonstrate and obtain approval from the Directorate of Inland Revenue in Iceland that an exemption
applies, such as the existence of a relevant double taxation treaty, and in such case the provisions of the
double tax treaty will apply. Bonds issued by energy companies and certain financial institutions, including
bonds issued by the Issuer, are also subject to exemption. The exemption, subject to certain other
requirements, applies to bonds that are held through a clearing system, such as Euroclear and Clearstream,
Luxembourg, within a member state of the Organisation for Economic Co-operation and Development
(OECD), the European Economic Area (EEA), a founding member state of European Free Trade
Association (EFTA) or the Faroe Islands.

In December 2011, the Icelandic Parliament passed the Act on Tax on Financial Activities, No. 165/2011,
under which certain types of financial institutions, including the Issuer, were required to pay a special
additional tax levied on all remuneration paid to employees, with effect from 1 January 2012. The levy is
currently set at 5.5 per cent. of such remuneration. Additionally, Act No. 165/2011 amended Article 71 of
the ITA, regarding income tax of legal entities, and imposed a special additional income tax on legal entities
liable for taxation according to Article 2 of Act No. 165/2011, which includes the Issuer. The levy is set at 6
per cent. on income over ISK 1 billion, disregarding joint taxation and transferable losses.

Changes to the Capital Requirements Directive could adversely affect the Issuer’s results

The Issuer’s capital management framework is based on CRD IV, which is an EU legislative package
consisting of Directive 2013/36/EU of the European Parliament and of the Council on prudential
requirements for credit institutions and investment firms dated 26 June 2013, as amended or replaced from
time to time (CRD 1V) and Regulation 575/2016/EU (CRR). CRD IV and CRR were implemented into
Icelandic legislation for the most part in several phases in 2017, except for the last phase. At this time it is
not known when the last phase will be finalised. The implementation of CRD IV and the CRR into Icelandic
legislation could limit the Issuer’s ability to effectively manage its capital requirements. These and other
changes to capital adequacy and liquidity requirements imposed on the Issuer may require the Issuer to raise
additional tier 1, core tier 1 and tier 2 capital by way of further issuances of securities and could result in
existing tier 1 and tier 2 securities ceasing to count towards the Issuer’s and/or the Group’s regulatory
capital, either at the same level as present or at all. Any failure by the Issuer to maintain any increased
regulatory capital requirements or to comply with any other requirements introduced by regulators could
result in intervention by regulators or the imposition of sanctions, which may have a material adverse effect
on the Issuer’s profitability and results and may also have other effects on the Issuer’s financial performance
and on the pricing of the Notes, both with or without the intervention by regulators or the imposition of
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sanctions. Prospective investors in the Notes should consult their own advisers as to the consequences of the
implementation of CRD IV and the CRR in Iceland.

Impact of the European bank recovery and resolution directive

On 2 July 2014, Directive 2014/59/EU providing for the establishment of an EU-wide framework for the
recovery and resolution of credit institutions and investment firms (the Bank Recovery and Resolution
Directive or BRRD) entered into force. The BRRD is designed to provide authorities with a credible set of
tools to intervene sufficiently early and quickly in an unsound or failing relevant entity so as to ensure the
continuity of the relevant entity’s critical financial and economic functions, while minimising the impact of a
relevant entity’s failure on the economy and financial system.

The BRRD provides that it will be applied by Member States from 1 January 2015, except for the general
bail-in tool (see below) which applied from 1 January 2016.

The BRRD contains four resolution tools and powers which may be used alone or in combination where the
relevant resolution authority considers that (a) a relevant entity is failing or likely to fail, (b) there is no
reasonable prospect that any alternative private sector measures would prevent the failure of such relevant
entity within a reasonable timeframe, and (c) a resolution action is in the public interest: (i) sale of business —
which enables resolution authorities to direct the sale of the relevant entity or the whole or part of its
business on commercial terms; (ii) bridge institution — which enables resolution authorities to transfer all or
part of the business of the relevant entity to a “bridge institution” (an entity created for this purpose that is
wholly or partially in public control), which may limit the capacity of the relevant entity to meet its
repayment obligations; (iii) asset separation — which enables resolution authorities to transfer any assets to
one or more publicly owned asset management vehicles to allow them to be managed with a view to
maximising their value through eventual sale or orderly wind-down (this can be used together with another
resolution tool only); and (iv) bail-in — which gives resolution authorities the power to write down certain
claims of unsecured creditors of a failing relevant entity and to convert certain unsecured debt claims
(including Notes) to equity (the general bail-in tool), which equity could also be subject to any future
cancellation, transfer or dilution.

When applying the general bail-in tool, the resolution authority must first reduce or cancel common equity
tier one, thereafter reduce, cancel, convert additional tier one instruments and then tier two instruments.
Other unsubordinated debt may also be reduced, cancelled or converted in accordance with the hierarchy of
claims in normal insolvency proceedings. If this total reduction is less than the amount needed, the resolution
authority will reduce or convert to the extent required the principal amount or outstanding amount payable in
respect of unsecured creditors in accordance with the hierarchy of claims in normal insolvency proceedings.
The BRRD excludes certain liabilities from the application of the general bail-in tool and provides also that
the resolution authorities may exclude or partially exclude certain further liabilities from the application of
the general bail-in tool. Accordingly, pari passu liabilities may be treated unequally and, for example,
holders of Notes of a Series may be subject to the application of resolution tools (such as the write-down or
conversion upon an application of the general bail-in tool) while other Series of Notes (or other pari passu
ranking liabilities) are partially or fully excluded from the application of such resolution tools (such as the
application of the general bail-in tool). As a result, the claims of other holders of junior or pari passu
liabilities may be excluded from the application of the general bail-in tool and therefore the holders of such
claims may receive a treatment which is more favourable than that received by Noteholders.

Furthermore, the resolution authorities will have the power to cancel debt instruments, and the power to
amend or alter the maturity of debt instruments and other eligible liabilities or amend the amount of interest
payable under such instruments and other eligible liabilities, or the date on which the interest becomes
payable, including by suspending payment for a temporary period.

The BRRD also provides for a Member State as a last resort, after having assessed and utilised the above

resolution tools to the maximum extent possible whilst maintaining financial stability, to be able to provide
extraordinary public financial support through additional financial stabilisation tools. These consist of the
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public equity support and temporary public ownership tools. Any such extraordinary financial support must
be provided in accordance with the EU state aid framework.

A relevant entity will be considered as failing or likely to fail when: it is, or is likely in the near future to be,
in breach of its requirements for continuing authorisation; its assets are, or are likely in the near future to be,
less than its liabilities; it is, or is likely in the near future to be, unable to pay its debts as they fall due; or it
requires extraordinary public financial support (except in limited circumstances).

In addition to the resolution tools (such as the general bail-in tool), the BRRD provides for resolution
authorities to have the further power to permanently write down or convert into equity, capital instruments
(such as the Subordinated Notes) at the point of non-viability and before, or at least together with, the
application of any other resolution action (non-viability loss absorption). Any shares issued to holders of
the Subordinated Notes upon any such conversion into equity may also be subject to any application of the
general bail-in tool or other powers under the BRRD.

For the purposes of the application of any non-viability loss absorption measure, the point of non-viability
under the BRRD is the point at which (i) the relevant authority determines that the relevant entity meets the
conditions for resolution (but no resolution action has yet been taken) or (ii) the relevant authority or
authorities, as the case may be, determine(s) that the relevant entity or group will no longer be viable unless
the relevant capital instruments (such as the Subordinated Notes) are written down or converted or (iii)
extraordinary public financial support is required by the relevant entity other than, where the entity is an
institution, for the purposes of remedying a serious disturbance in the economy of an EEA State (as defined
below) and to preserve financial stability.

If the BRRD is implemented in Iceland in line with the EU legislation, holders of Notes may be subject to
any application of the resolution tools (such as the general bail-in tool) or (in the case of Subordinated Notes)
on any application of the non-viability loss absorption measure, which may result in such holders losing
some or all of their investment in the Notes, or their rights in respect of the Notes and/or the value of their
investment may otherwise be materially adversely affected. The exercise of any power under the BRRD or
any suggestion of such exercise could, therefore, materially adversely affect the rights of holders of Notes,
the price of value of their investment in any Notes and/or the ability of the Issuer to satisfy its obligations
under the relevant Notes.

The powers set out in the BRRD will impact how credit institutions and investment firms are managed as
well as, in certain circumstances, the rights of creditors. Iceland, together with Liechtenstein and Norway
(the EEA States), is a party to the EEA Agreement by which the EEA States participate in the internal
market of the EU. The BRRD is marked EEA relevant in the Official Journal of the EU and thus should be
incorporated into the EEA Agreement. The directive will be implemented in two parts. The first part, mainly
regarding the recovery plan, is expected to be implemented in the second or third quarter of 2018, and the
second part, regarding the general bail-in tool, is expected to be implemented some time in 2019. Although
the Minimum Requirement for own funds and Eligible Liabilities (MREL) is expected to be implemented in
Iceland in 2019, the amount of MREL and the type of eligible instruments are not known by the Issuer at this
time. Therefore, it is difficult for the Issuer to estimate the potential impact of the implementation of the
MREL requirement.

Iceland’s national implementation of EEA rules may be inadequate in certain circumstances

Iceland is obligated to implement certain EU instruments with EEA relevance, including legislation relating
to financial markets, as a member state of the EEA. Where implementation of such instruments into
Icelandic law is inadequate, i.e. Iceland has failed to adapt national law to conform to EEA rules, citizens
may be unable to rely on them and the Icelandic courts barred from applying them (unless Icelandic
legislation may be interpreted to conform with the relevant EEA rules). As a result, Noteholders may not, in
all circumstances, enjoy the same legal protection they would expect as holders of securities issued by
issuers in EU member states where EU instruments are directly applicable or have been adequately
implemented into national legislation.
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Systemic risk could adversely affect the Issuer’s business

Concerns about, or a default by, one financial institution could lead to significant liquidity problems, losses
or defaults by other financial institutions because the commercial soundness of many financial institutions
may be closely related as a result of credit, trading, clearing or other relationships between these institutions.
This risk is sometimes referred to as “systemic risk” and may materially affect financial intermediaries, such
as clearing agencies, clearing houses, banks, securities firms and exchanges with which the Issuer interacts
on a daily basis, and could materially affect the Issuer.

The Issuer is exposed to competition, principally from other large Icelandic banks, and expects that this
competition will increase as Iceland’s economy recovers

The Issuer currently faces competition from the two other large commercial banks in Iceland, Landsbankinn
and Arion Bank. The Issuer also faces competition domestically from the Housing Financing Fund, a
provider of financing for residential housing in Iceland as well as pension funds. As Iceland’s economy
recovers and demand for new lending and other banking products increases, the Issuer expects to face
increased competition from both the other large Icelandic banks and smaller specialised institutions as well
as, potentially, foreign banks seeking to establish operations in Iceland.

The Issuer expects to compete on the basis of a number of factors, including transaction execution, its
products and services, its ability to innovate, reputation and price. If the Issuer is unable to compete
effectively in the future in any market in which it has a significant presence, this could adversely affect its
business, results of operations and prospects.

The Issuer is subject to legal risk which may have an adverse impact on its results

It is inherently difficult to predict the outcome of possible litigation, regulatory proceedings and other
adversarial proceedings involving the Issuer’s businesses, particularly cases in which the matters may be
brought on behalf of various classes of claimants, seeking damages of unspecified or indeterminate amounts
or involving novel legal claims. In presenting the Issuer’s consolidated financial statements, its management
makes estimates regarding the outcome of legal, regulatory and arbitration matters and takes a charge to
income when losses with respect to such matters are deemed probable and can be reasonably estimated.
Estimates, by their nature, are based on judgment and currently available information and involve a variety
of factors, including but not limited to the type and nature of the litigation, claim or proceeding, the progress
of the matter, the advice of legal counsel and other advisers, possible defences and previous experience in
similar cases or proceedings. Changes in these estimates may have a material effect on the Issuer’s results.

Noteholders may have limited rights in the event the Issuer is subject to winding-up proceedings

It should be noted that there is currently some doubt regarding securities that are represented by global notes
and the filing of claims against a financial institution, in the event an issuer becomes insolvent and is subject
to winding-up proceedings. In a judgment from 2011 regarding a debt issuance programme similar to this
Programme, the Supreme Court held that the holder of the Global Note can file a claim against an estate, not
beneficial owners of interests in the Global Note themselves. As at the date hereof, investors should be
aware that they may not be able to file a claim against the Issuer directly, should the Issuer become insolvent
or become the subject of winding-up proceedings unless their interests in a Global Note have been
exchanged for definitive Notes in accordance with the Terms and Conditions of the Notes. This means that
Noteholders may lose all rights attaching to their interests in a Global Note other than financial rights, i.e.
rights to participate and vote in creditor meetings as well as other rights which they may have, such as the
right to exercise set-off.

The Icelandic government may sell all or a portion of its ownership stake in the Issuer
The Icelandic government, through Icelandic State Financial Investments (ISFI), owns 100 per cent. of the

Issuer’s share capital. The Issuer is not directly or indirectly owned or controlled by parties other than the
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Icelandic government, through ISFI. The Icelandic government has issued public statements declaring that it
does not plan to be a long-term owner of the Issuer. However, the Icelandic government has not yet initiated
a sales process or taken any other action regarding its ownership stake in the Issuer. A sale of all or a portion
of the Icelandic government’s ownership stake in the Issuer may have an adverse effect on the Issuer’s
results.

Catastrophic events, terrorist attacks and other acts of war could have a negative impact on the Issuer’s
business and results

Catastrophic events, terrorist attacks, other acts of war or hostility, and responses to those acts may create
economic and political uncertainties, which could have a negative impact on economic conditions in the
regions in which the Issuer operates and, more specifically, on the Issuer’s business and results in ways that
cannot be predicted.

The Issuer’s insurance coverage may not adequately cover losses resulting from the risks for which it is
insured

The Issuer maintains customary insurance policies for the Issuer’s operations, including insurance for liquid
assets, money transport and directors’ and officers’ liability. Due to the nature of the Issuer’s operations and
the nature of the risks that the Issuer faces, there can be no assurance that the coverage that the Issuer
maintains is adequate.

Factors which are material for the purpose of assessing the market risks associated with the Notes
issued under the Programme

Risks related to the structure of a particular issue of Notes

A wide range of Notes may be issued under the Programme. A number of these Notes may have features
which contain particular risks for potential investors. Set out below is a description of certain of such
features:

If the Issuer has the right to redeem any Notes at its option, this may limit the market value of the Notes
concerned and an investor may not be able to reinvest the redemption proceeds in a manner which achieves
a similar effective return

At any time upon the occurrence of a Tax Event pursuant to Condition 7.2, or a Capital Event pursuant to
Condition 7.3 or on an Optional Redemption Date pursuant to Condition 7.4, the Notes may be redeemed (if
applicable) at the option of the Issuer at their principal amount, as more particularly described in the
Conditions. Such an optional redemption feature is likely to limit the market value of the Notes. During any
period when the Issuer may elect to redeem the relevant Notes, or during any period when Noteholders
perceive that the Issuer may elect to redeem Notes, the market value of those Notes generally will not rise
substantially above the price at which they can be redeemed. This also may be true prior to any redemption
period.

The Issuer may elect to exercise its option to redeem Notes when its cost of borrowing is lower than the
interest rate on the Notes. At those times, an investor generally would not be able to reinvest the redemption
proceeds at an effective interest rate as high as the interest rate on the Notes being redeemed and may only
be able to do so at a significantly lower rate. Potential investors should consider reinvestment risk in light of
other investments available at that time.

If the Notes included a feature to convert the interest basis from a fixed rate to a floating rate, or vice versa,
this may affect the secondary market and the market value of the Notes concerned

Fixed/Floating Rate Notes are Notes which may bear interest at a rate that converts from a fixed rate to a
floating rate, or from a floating rate to a fixed rate. Such a feature to convert the interest rate may affect the
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secondary market in, and the market value of, such Notes as the change of interest basis may result in a
lower interest return for Noteholders. Where the Notes convert from a fixed rate to a floating rate, the spread
on the Fixed/Floating Rate Notes may be less favourable than then prevailing spreads on comparable
Floating Rate Notes tied to the same reference rate. In addition, the new floating rate at any time may be
lower than the rates on other Notes. Where the Notes convert from a floating rate to a fixed rate, the fixed
rate may be lower than then prevailing rates on those Notes and could affect the market value of an
investment in the relevant Notes.

The regulation and reform of “benchmarks” may adversely affect the value of Notes linked to or referencing
such “benchmarks”

Interest rates and indices which are deemed to be “benchmarks” (such as, in the case of Floating Rate Notes,
a Reference Rate, or, in the case of Reset Notes, a Mid-Swap Floating Leg Benchmark Rate), are the subject
of recent national and international regulatory guidance and proposals for reform. Some of these reforms are
already effective whilst others are still to be implemented. These reforms may cause such benchmarks to
perform differently than in the past, to disappear entirely, or have other consequences which cannot be
predicted. Any such consequence could have a material adverse effect on any Notes linked to or referencing
such a “benchmark”. The Benchmarks Regulation was published in the Official Journal of the European
Union on 29 June 2016 and has applied since 1 January 2018. The Benchmarks Regulation applies to the
provision of benchmarks, the contribution of input data to a benchmark and the use of a benchmark within
the EU. It, among other things, (i) requires benchmark administrators to be authorised or registered (or, if
non-EU based, to be subject to an equivalent regime or otherwise recognised or endorsed) and (ii) prevents
certain uses by EU supervised entities of “benchmarks” of administrators that are not authorised or registered
(or, if non-EU based, not deemed equivalent or recognised or endorsed).

The Benchmarks Regulation could have a material impact on any Notes linked to or referencing a
“benchmark”, in particular, if the methodology or other terms of the “benchmark” are changed in order to
comply with the requirements of the Benchmarks Regulation. Such changes could, among other things, have
the effect of reducing, increasing or otherwise affecting the volatility of the published rate or level of the
“benchmark”.

More broadly, any of the national or international reforms, or the general increased regulatory scrutiny of
“benchmarks”, could increase the costs and risks of administering or otherwise participating in the setting of
a “benchmark” and complying with any such regulations or requirements. Such factors may have the
following effects on certain “benchmarks”: (i) discourage market participants from continuing to administer
or contribute to the “benchmark”; (ii) trigger changes in the rules or methodologies used in the “benchmark”
or (iii) lead to the disappearance of the “benchmark”. Any of the above changes or any other consequential
changes as a result of national or international reforms or other initiatives or investigations, could have a
material adverse effect on the value of and return on any Notes linked to or referencing a “benchmark”.

Investors should consult their own independent advisers and make their own assessment about the potential
risks imposed by the Benchmarks Regulation reforms in making any investment decision with respect to any
Notes linked to or referencing a “benchmark”.

Future discontinuance of certain benchmark rates (for example, LIBOR or EURIBOR) may adversely affect
the value of Floating Rate Notes and/or Reset Notes which are linked to or which reference any such
benchmark rate

On 27 July 2017, the Chief Executive of the United Kingdom Financial Conduct Authority, which regulates
LIBOR, announced that it does not intend to continue to persuade, or use its powers to compel, panel banks
to submit rates for the calculation of LIBOR to the administrator of LIBOR after 2021, and that the market
should begin planning a transition to alternative reference rates that are based on actual transactions (such as
the Sterling Over Night Index Average (SONIA)). The announcement indicates that the continuation of
LIBOR on the current basis is not guaranteed after 2021. It is not possible to predict whether, and to what
extent, panel banks will continue to provide LIBOR submissions to the administrator of LIBOR going
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forwards, or whether LIBOR will be administered and compiled in the same manner as present. This may
cause LIBOR to perform differently than it did in the past and may have other consequences that cannot be
predicted.

Investors should be aware that, if a benchmark rate were discontinued or otherwise unavailable, the rate of
interest on Reset Notes and Floating Rate Notes which are linked to or which reference such benchmark rate
will be determined for the relevant period by the fallback provisions applicable to such Notes. The Terms
and Conditions of the Notes provide for certain fallback arrangements in the event that a published
benchmark, such as LIBOR, (including any page on which such benchmark may be published (or any
successor service)) becomes unavailable.

If the circumstances described in the preceding paragraph occur and (i) in the case of Floating Notes,
Reference Rate Replacement is specified in the applicable Final Terms or (in the case of Exempt Notes)
Pricing Supplement as being applicable and Screen Rate Determination is specified in the applicable Final
Terms or (in the case of Exempt Notes) Pricing Supplement as the manner in which the rate of interest is to
be determined or (ii) in the case of Reset Notes, Mid-Swap Floating Leg Benchmark Rate Replacement is
specified in the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement as being
applicable (any such Notes, Relevant Notes), such fallback arrangements will include the possibility that:

Q) the relevant rate of interest (or, as applicable, component thereof) could be set or, as the case may be,
determined by reference to a successor rate or an alternative rate (as applicable) determined by an
Independent Advisor; and

(i) such successor rate or alternative rate (as applicable) may be adjusted (if required) by the relevant
Independent Adviser (in the case of Relevant Notes which are Floating Rate Notes) in order to
reduce or eliminate, to the extent reasonably practicable in the circumstances, any economic
prejudice or benefit (as applicable) to investors arising out of the replacement of the relevant
benchmark or (in the case of Relevant Notes which are Reset Notes) in order to take account of any
adjustment factor to make such rates comparable to rates quoted on the basis of the relevant Mid-
Swap Floating Leg Benchmark Rate,

in any such case, acting in good faith and in a commercially reasonable manner as described more fully in
the Terms and Conditions of the Relevant Notes.

In addition, in the case of Relevant Notes which are Floating Rate Notes, the relevant Independent Adviser
may also determine (acting in good faith and in a commercially reasonable manner) that other amendments
to the Terms and Conditions of the Notes are necessary in order to follow market practice in relation to the
relevant successor rate or alternative rate (as applicable) and to ensure the proper operation of the relevant
successor rate or alternative rate (as applicable).

No consent of the Noteholders shall be required in connection with effecting any relevant successor rate or
alternative rate (as applicable) or any other related adjustments and/or amendments described above.

If the Independent Adviser appointed by the Issuer fails to make the necessary determination, the ultimate
fallback of interest for a particular Interest Period or Reset Period (as applicable) may result in the rate of
interest for the last preceding Interest Period or Reset Period (as applicable) being used. This may result in
the effective application of a fixed rate for Floating Rate Notes or Reset Notes (as applicable) based on the
rate which was last observed on the Relevant Screen Page. In addition, due to the uncertainty concerning the
availability of successor rates and alternative rates and the involvement of an Independent Adviser, the
relevant fallback provisions may not operate as intended at the relevant time.

Any such consequences could have a material adverse effect on the value of and return on any such Notes.
Moreover, any of the above matters or any other significant change to the setting or existence of any relevant
rate could affect the ability of the Issuer to meet its obligations under the Floating Rate Notes or Reset Notes
or could have a material adverse effect on the value or liquidity of, and the amount payable under, the
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Floating Rate Notes or Reset Notes. Investors should note that, in the case of Relevant Notes, the relevant
Independent Adviser will have discretion to adjust the relevant successor rate or alternative rate (as
applicable) in the circumstances described above. Any such adjustment could have unexpected commercial
consequences and there can be no assurance that, due to the particular circumstances of each Noteholder, any
such adjustment will be favourable to each Noteholder.

Investors should consider all of these matters when making their investment decision with respect to the
relevant Floating Rate Notes or Reset Notes.

Notes which are issued at a substantial discount or premium may experience price volatility in response to
changes in market interest rates

The market values of securities issued at a substantial discount (such as Zero Coupon Notes) or premium to
their principal amount tend to fluctuate more in relation to general changes in interest rates compared to
prices for more conventional interest-bearing securities. Generally, the longer the remaining term of such
securities, the greater the price volatility compared to more conventional interest-bearing securities with
comparable maturities.

The Issuer’s obligations under Subordinated Notes are subordinated. An investor in Subordinated Notes
assumes an enhanced risk of loss in the event of the Issuer’s insolvency

The Issuer’s obligations under Subordinated Notes will be unsecured and subordinated.

On a liguidation, dissolution or winding-up of, or analogous proceedings over the Issuer by way of exercise
of public authority (referred to herein as a winding-up of the Issuer), all claims in respect of the
Subordinated Notes will rank pari passu without any preference among themselves, at least pari passu with
present or future claims in respect of Parity Securities (as defined in Condition 3.2), in priority to any present
or future claims in respect of Junior Securities (as defined in Condition 3.2) and junior to any present or
future claims in respect of Senior Creditors (as defined in Condition 3.2). If, on a winding-up of the Issuer,
the assets of the Issuer are insufficient to enable the Issuer to repay the claims of the Senior Creditors in full,
the Noteholders will lose their entire investment in the Subordinated Notes. If there are sufficient assets to
enable the Issuer to pay the claims of Senior Creditors in full but insufficient assets to enable it to pay claims
in respect of its obligations in respect of the Subordinated Notes and all other claims of Parity Securities,
Noteholders will lose some (which may be substantially all) of their investment in the Subordinated Notes.

There is no restriction on the amount of securities or other liabilities that the Issuer may issue, incur or
guarantee and which rank senior to, or pari passu with, the Subordinated Notes. The issue or guaranteeing of
any such securities or the incurrence of any such other liabilities may reduce the amount (if any) recoverable
by Noteholders during a winding-up of the Issuer and may limit the Issuer’s ability to meet its obligations
under the Subordinated Notes.

Although Subordinated Notes may pay a higher rate of interest than comparable Notes which are not

subordinated, there is a significant risk that an investor in such Notes will lose all or some of his or her

investment should a winding-up of the Issuer occur.

There are limited enforcement events in relation to Subordinated Notes

Each Series of Subordinated Notes will contain limited enforcement events relating to:

@ non-payment by the Issuer of any amounts due under the relevant Series of Subordinated Notes. In
such circumstances, as described in more detail in Condition 10.2 (Enforcement Events), a

Noteholder may institute proceedings in Iceland in order to recover the amounts due from the Issuer
to such Noteholder; and
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(b) the liquidation or bankruptcy of the Issuer. In such circumstances, as described in more detail in
Condition 10.2, the relevant Series of Subordinated Notes will become due and payable at their
outstanding principal amount, together with accrued interest thereon.

A Noteholder may not itself file for the liquidation or bankruptcy of the Issuer. As such, the remedies
available to holders of Subordinated Notes are more limited than those typically available to holders of
senior ranking securities (such as the Unsubordinated Notes), which may make it more difficult for
Subordinated Noteholders to take enforcement action against the Issuer.

Subordinated Notes: Call options are subject to the prior consent of the FME

Subordinated Notes may also contain provisions allowing the Issuer to call them after a minimum period of,
for example, five years. To exercise such a call option, the Issuer must obtain prior written consent of the
Financial Supervisory Authority of Iceland (Fjarmélaeftirlitid) (the FME).

Holders of Subordinated Notes have no rights to call for the redemption of Subordinated Notes and should
not invest in such Notes in the expectation that such a call will be exercised by the Issuer. The FME must
agree to permit such a call, based upon its evaluation of the regulatory capital position of the Issuer and
certain other facts at the relevant time. There can be no assurance that the FME will permit such a call.
Holders of Subordinated Notes should be aware that they may be required to bear the financial risks of an
investment in Subordinated Notes for a period of time in excess of the minimum period. See also “If the
Issuer has the right to redeem any Notes at its option, this may limit the market value of the Notes concerned
and an investor may not be able to reinvest the redemption proceeds in a manner which achieves a similar
effective return” above.

In certain circumstances, the Issuer can substitute or vary the terms of Subordinated Notes

Where the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement specify that
Condition 7.10 applies, if at any time a Capital Event or a Tax Event occurs, the Issuer may, subject to
obtaining the prior written consent of the FME, either substitute all, but not some only, of the relevant
Subordinated Notes for, or vary the terms of the relevant Subordinated Notes, as the case may be, so that
they remain or, as appropriate, become, Qualifying Securities (as defined in Condition 7.10) as further
provided in Condition 7.10. The terms and conditions of such substituted or varied Subordinated Notes may
have terms and conditions that contain one or more provisions that are substantially different from the terms
and conditions of the original Subordinated Notes, provided that the relevant Subordinated Notes remain or,
as appropriate, become, Qualifying Securities in accordance with the Terms and Conditions of the Notes.
While the Issuer cannot make changes to the terms of Subordinated Notes that, in its reasonable opinion, are
materially less favourable to the holders of the relevant Subordinated Notes as a class, no assurance can be
given as to whether any of these changes will negatively affect any particular holder. In addition, the tax and
stamp duty consequences of holding such substituted or varied Subordinated Notes could be different for
some categories of Noteholders from the tax and stamp duty consequences for them of holding the
Subordinated Notes prior to such substitution or variation.

Risks related to the Notes generally
Set out below is a brief description of certain risks relating to the Notes generally:

The Terms and Conditions of the Notes contain provisions which may permit their modification without the
consent of all investors

The Terms and Conditions of the Notes contain provisions for calling meetings of Noteholders to consider
matters affecting their interests generally. These provisions permit defined majorities to bind all Noteholders
including Noteholders who did not attend and vote at the relevant meeting and Noteholders who voted in a
manner contrary to the majority.
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In the case of Notes other than VPS Notes, the Principal Paying Agent and the Issuer may agree, without the
consent of any of the Noteholders or Couponholders, to any modification of the Notes, the Coupons, the
Deed of Covenant, the Deed Poll or the Agency Agreement (as defined under “Terms and Conditions of the
Notes”) which, in the opinion of the Issuer, is of a formal, minor or technical nature or is made to correct a
manifest error to comply with mandatory provisions of the law.

In the case of VPS Notes, the VPS Account Manager, the Principal Paying Agent (insofar as the relevant
modification relates to the Agency Agreement) and the Issuer may agree, without the consent of any of the
Noteholders, to any modification of the VPS Notes, the VPS Account Manager Agreement (as defined under
“Terms and Conditions of the Notes”) or the Agency Agreement (insofar as the relevant modification to the
Agency Agreement relates to the VPS Notes) on the same basis.

The Notes may be subject to withholding taxes in circumstances where the Issuer is not obligated to make
gross up payments. This would result in holders receiving less interest or principal than expected and could
significantly adversely affect their return on the Notes

Tax exemptions from withholding may not be available if definitive Notes are required to be issued

The Icelandic statutory exemption from withholding only applies to Notes held through a securities
depositary in an OECD state, EU state, an EFTA state or the Faroe Islands. If Notes in definitive form are
issued, holders should be aware that the tax exemption may not be available. However, the Issuer will be
required to pay the necessary additional amounts under Condition 8 in such circumstances to cover any
resulting amounts deducted.

The value of the Notes could be adversely affected by a change in English law or administrative practice or,
as the case may be, Norwegian law or administrative practice

Except for (i) the provisions of Condition 3.2 and Condition 3.3; and (ii) the provisions relating to
registration of the VPS Notes in VPS and Condition 15.2, the Terms and Conditions of the Notes are based
on English law in effect as at the date of issue of the relevant Notes. Condition 3.2 and Condition 3.3 shall,
in each case, be governed by, and construed in accordance with, Icelandic law. The registration of VPS
Notes in VPS and Condition 15.2 shall be governed by, and construed in accordance with, Norwegian law.
No assurance can be given as to the impact of any possible judicial decision or change to English, Icelandic
or Norwegian law or administrative practice, as the case may be, after the date of issue of the relevant Notes.
No assurance can be given as to the impact of any possible judicial decision or change to English, Icelandic
or Norwegian law, as the case may be, or administrative practice after the date of issue of the relevant Notes
and any such change could materially adversely impact the value of any Notes affected by it.

There are circumstances in which a court may apply Icelandic laws (or the laws of other jurisdictions)
notwithstanding the choice of English law, Norwegian law or Icelandic law, as the case may be, to govern
the Terms and Conditions of the Notes (or part thereof)

Whilst the choice of English law, Norwegian law or Icelandic law, as the case may be, as the governing law
of parts of the Terms and Conditions of the Notes described above will generally be upheld as a valid choice
by many courts, there will be circumstances in which the relevant choice may not be upheld or may, at least
partially, be displaced. There may, therefore, be circumstances in which Icelandic laws (for example capital
or exchange control laws) or indeed the laws of another jurisdiction may be applied by a court
notwithstanding the choice of English law or, as the case may be, Norwegian law to govern parts of the
Terms and Conditions of the Notes.

In particular (a) the English courts may give effect to the “overriding mandatory provisions” of the law of the
country where the obligations arising out of the Terms and Conditions of the Notes have to be or have been
performed, “insofar as those overriding mandatory provisions render the performance of the contract
unlawful” (Article 9(3) of Regulation (EC) No. 593/2008 of the European Parliament and of the Council of
17 June 2008 (Rome 1)); and (b) there are circumstances in which reorganisation measures adopted by
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certain states in respect of credit institutions must be given effect to in other states pursuant to Directive
2001/24/EC of the European Parliament and of the Council of 4 April 2001 on the reorganisation and
winding up of credit institutions (this directive is incorporated into English law by the Credit Institutions
(Reorganisation and Winding Up) Regulations 2004).

As a result, there are circumstances in which a law other than English law, Norwegian law or Icelandic law,
as the case may be, may determine whether certain Terms and Conditions of the Notes are enforceable
against the Issuer. It should be noted in this context that there may be circumstances in which proceedings
arising out of or in connection with the Terms and Conditions of the Notes may be brought in courts other
than the English courts and/or in which the English courts may refuse to hear proceedings brought before
them.

There may be circumstances in which courts may give judgments in ISK and/or in which a judgment of
courts other than the Icelandic courts may not be enforceable in Iceland (or, if it is enforceable in Iceland,
which may result in the judgment creditor receiving ISK)

There may be circumstances in which a court hearing a dispute arising out of or in connection with the
Terms and Conditions of the Notes may give judgment in ISK. Further, judgments given by courts other
than the Icelandic courts may not necessarily be enforceable against the Issuer in Iceland. For example, a
judgment given in the English courts may not be enforceable in Iceland if recognition of the judgment is
manifestly contrary to Icelandic public policy. Even if a judgment is enforceable in Iceland, the enforcement
process may result in the judgment creditor receiving ISK.

Investors who hold less than the minimum Specified Denomination may be unable to sell their Notes and
may be adversely affected if definitive Notes are subsequently required to be issued

In relation to any issue of Bearer Notes which have denominations consisting of a minimum Specified
Denomination plus one or more higher integral multiples of another smaller amount, it is possible that such
Notes may be traded in amounts that are not integral multiples of such minimum Specified Denomination.
In such a case, a holder who, as a result of trading such amounts, holds an amount which is less than the
minimum Specified Denomination in his account with the relevant clearing system would not be able to sell
the remainder of such holding without first purchasing a principal amount of Notes at or in excess of the
minimum Specified Denomination such that its holding amounts to a Specified Denomination. Further, a
holder who, as a result of trading such amounts, holds an amount which is less than the minimum Specified
Denomination in his account with the relevant clearing system at the relevant time may not receive a
definitive Bearer Note in respect of such holding (should such Notes be printed) or issued and would need to
purchase a principal amount of Notes at or in excess of the minimum Specified Denomination such that its
holding amounts to a Specified Denomination.

If definitive Bearer Notes are issued, holders should be aware that definitive Bearer Notes which have a
denomination that is not an integral multiple of the minimum Specified Denomination may be illiquid and
difficult to trade.

Reliance on DTC, Euroclear and Clearstream, Luxembourg procedures

Save in the case of VPS Notes, Notes issued under the Programme will be represented on issue by one or
more Global Notes that may be delivered to a common depositary or common safekeeper for Euroclear and
Clearstream, Luxembourg or may be deposited with a nominee for DTC (each as defined under “Form of the
Notes”). Except in the circumstances described in each Global Note, investors will not be entitled to receive
Notes in definitive form. Each of DTC, Euroclear and Clearstream, Luxembourg and their respective direct
and indirect participants will maintain records of the beneficial interests in each Global Note held through it.
While the Notes are represented by a Global Note, investors will be able to trade their beneficial interests
only through the relevant clearing systems and their respective participants.
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While the Notes are represented by Global Notes, the Issuer will discharge its payment obligation under the
Notes by making payments through the relevant clearing systems. A holder of a beneficial interest in a
Global Note must rely on the procedures of the relevant clearing system and its participants to receive
payments under the Notes. The Issuer has no responsibility or liability for the records relating to, or
payments made in respect of, beneficial interests in any Global Note.

Holders of beneficial interests in a Global Note will not have a direct right to vote in respect of the Notes so
represented. Instead, such holders will be permitted to act only to the extent that they are enabled by the
relevant clearing system and its participants to appoint appropriate proxies.

The Notes are unsecured and do not have the benefit of a negative pledge provision

The Notes will be unsecured and do not have the benefit of a negative pledge provision. If the Issuer defaults
on the Notes, or in the event of a bankruptcy, liquidation, reorganisation or winding-up, then, to the extent
that the Issuer has granted security over its assets, the assets that secure those obligations will be used to
satisfy the obligations thereunder before the Issuer could sell or otherwise dispose of those assets in order to
make payment on the Notes. As a result of the granting of such security, there may only be limited assets
available to make payments on the Notes in the event of an acceleration of the Notes. In addition, the Issuer
is able to issue other similar securities which do have the benefit of security which may impact on the market
price of its securities, such as the Notes, which are unsecured.

Risks related to the market generally

Set out below is a brief description of the principal market risks, including liquidity risk, exchange rate risk,
interest rate risk and credit risk:

An active secondary market in respect of the Notes may never be established or may be illiquid and this
would adversely affect the value at which an investor could sell its Notes

The Notes may have no established trading market when issued, and one may never develop. If a market
does develop, it may not be very liquid. Therefore, investors may not be able to sell their Notes easily or at
prices that will provide them with a yield comparable to similar investments that have a developed secondary
market. This is particularly the case for Notes that are especially sensitive to interest rate, currency or
market risks, are designed for specific investment objectives or strategies or have been structured to meet the
investment requirements of limited categories of investors. These types of Notes generally would have a
more limited secondary market and more price volatility than conventional debt securities. llliquidity may
have a severely adverse effect on the market value of Notes.

If an investor holds Notes which are not denominated in the investor's home currency, the investor will be
exposed to movements in exchange rates adversely affecting the value of its holding. In addition, the
imposition of exchange controls in relation to any Notes could result in the investor not receiving payments
on those Notes

The Issuer will pay principal and interest on the Notes in the Specified Currency. This presents certain risks
relating to currency conversions if an investor’s financial activities are denominated principally in a currency
or currency unit (the Investor’s Currency) other than the Specified Currency. These include the risk that
exchange rates may significantly change (including changes due to devaluation of the Specified Currency or
revaluation of the Investor’s Currency) and the risk that authorities with jurisdiction over the Investor’s
Currency may impose or modify exchange controls. An appreciation in the value of the Investor’s Currency
relative to the Specified Currency would decrease (i) the Investor’s Currency equivalent yield on the Notes,
(i1) the Investor’s Currency equivalent value of the principal payable on the Notes and (iii) the Investor’s
Currency equivalent market value of the Notes.

Government and monetary authorities may impose (as some have done in the past) exchange controls that
could adversely affect an applicable exchange rate or the ability of the Issuer to make payments in respect of
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the Notes. As a result, investors may receive less interest or principal than expected, or no interest or
principal.

The value of Fixed Rate Notes or Reset Notes may be adversely affected by movements in market interest
rates

Investment in Fixed Rate Notes or Reset Notes involves the risk that subsequent increases in market interest
rates above the rate paid on the relevant Fixed Rate Notes or Reset Notes will adversely affect the value of
the Fixed Rate Notes or Reset Notes.

In addition, a holder of Reset Notes is also exposed to the risk of fluctuating interest rate levels and uncertain
interest income.

Credit ratings assigned to the Issuer or any Notes may not reflect all the risks associated with an investment
in those Notes

One or more independent credit rating agencies may assign credit ratings to the Issuer or the Notes. The
ratings may not reflect the potential impact of all risks related to structure, market, additional factors
discussed above, and other factors that may affect the value of the Notes. A credit rating is not a
recommendation to buy, sell or hold securities and may be revised, suspended or withdrawn by the rating
agency at any time.

In addition, rating agencies may assign unsolicited ratings to the Notes. In such circumstances there can be
no assurance that the unsolicited rating(s) will not be lower than the comparable solicited ratings assigned to
the Notes, which could adversely affect the market value and liquidity of the Notes.

In general, European regulated investors are restricted under the CRA Regulation from using credit ratings
for regulatory purposes, unless such ratings are issued by a credit rating agency established in the EU and
registered under the CRA Regulation (and such registration has not been withdrawn or suspended), subject to
transitional provisions that apply in certain circumstances whilst the registration application is pending. Such
general restriction will also apply in the case of credit ratings issued by non-EU credit rating agencies, unless
the relevant credit ratings are endorsed by an EU-registered credit rating agency or the relevant non-EU
rating agency is certified in accordance with the CRA Regulation (and such endorsement action or
certification, as the case may be, has not been withdrawn or suspended). The list of registered and certified
rating agencies published by ESMA on its website (at http://www.esma.europa.eu/page/List-registered-and-
certified-CRAS) in accordance with the CRA Regulation is not conclusive evidence of the status of the
relevant rating agency included in such list, as there may be delays between certain supervisory measures
being taken against a relevant rating agency and the publication of the updated ESMA list. Certain
information with respect to the credit rating agencies and ratings is set out on the cover of this Base
Prospectus.
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DOCUMENTS INCORPORATED BY REFERENCE

The following documents which have previously been published or are published simultaneously with this
Base Prospectus and have been filed with the Central Bank of Ireland shall be incorporated in, and form part
of, this Base Prospectus:

Q) the audited consolidated financial statements of the Issuer for the financial year ended 31 December
2015 (including the auditors’ report thereon) (the 2015 Financial Statements) which can be viewed
online at
https://www.islandsbanki.is/library/Skrar/IR/Afkoma/ISB_Annual_Consolidated_Financial_Stateme

nts_2015.pdf ;

(i) the audited consolidated financial statements of the Issuer for the financial year ended 31 December
2016 (including the auditors’ report thereon) (the 2016 Financial Statements) which can be viewed

online at
https://www.islandsbanki.is/library/Skrar/IR/Afkoma/ISB Consolidated Financial Statements 2016
-pdf;

(iii)  the audited consolidated financial statements of the Issuer for the financial year ended 31 December
2017 (including the auditors’ report thereon) (the 2017 Financial Statements) which can be viewed
online at https://www.islandsbanki.is/library/Skrar/IR/arsskyrsla-
2017/islandsbanki%20hf.%20Consolidated%20Financial%20Statements%202017.pdf;

(iv) section 6 “Liquidity Risk” of the Issuer’s Pillar 3 Report: Risk and Capital Management 2017 which
can be viewed online at https://www.islandsbanki.is/library/Skrar/IR/arsskyrsla-
2017/IslandsbankiPillar3Report2017.pdf ;

(V) the section “Terms and Conditions of the Notes” (pages 55 to 90 inclusive) set out in the base
prospectus dated 8 May 2015 relating to the Programme (available on the website of Euronext
Dublin  at  http://www.ise.ie/debt documents/Base%20Prospectus_579626f1-1386-4f77-8778-
89510fda0b57.PDF);

(vi) the section “Terms and Conditions of the Notes” (pages 56 to 91 inclusive) set out in the base
prospectus dated 13 May 2016 relating to the Programme (available on the website of Euronext
Dublin at  http://www.ise.ie/debt_documents/Base%20Prospectus 320b10b6-8245-4355-931d-
59054508a626.PDF); and

(vii)  the section “Terms and Conditions of the Notes” (pages 61 to 104 inclusive) set out in the base
prospectus dated 21 April 2017 relating to the Programme (available on the website of Euronext
Dublin  at http://www.ise.ie/debt_documents/F%20Prospectus_eb98ea21-f651-4a5¢-8553-
35249aad2e75.PDF).

Following the publication of this Base Prospectus, a supplement may be prepared by the Issuer and approved
by the Central Bank of Ireland in accordance with Article 16 of the Prospectus Directive. Statements
contained in any such supplement (or contained in any document incorporated by reference therein) shall, to
the extent applicable (whether expressly, by implication or otherwise), be deemed to modify or supersede
statements contained in this Base Prospectus. Any statement so modified or superseded shall not, except as
so modified or superseded, constitute a part of this Base Prospectus.

Copies of documents incorporated by reference in this Base Prospectus can also be obtained from the
registered office of the Issuer and from the specified office of the Principal Paying Agent in London.

Any documents themselves incorporated by reference in the documents incorporated by reference in this
Base Prospectus shall not form part of this Base Prospectus.
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Any non-incorporated parts of a document referred to herein are either deemed not relevant for an investor or
are otherwise covered elsewhere in this Base Prospectus.

The Issuer will, in the event of any significant new factor, material mistake or inaccuracy relating to
information included in this Base Prospectus which is capable of affecting the assessment of any Notes,

prepare a supplement to this Base Prospectus or publish a new base prospectus for use in connection with
any subsequent issue of Notes.
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OVERVIEW OF THE PROGRAMME

The following overview does not purport to be complete and is taken from, and is qualified in its entirety
by, the remainder of this Base Prospectus and, in relation to the Terms and Conditions of any particular
Tranche of Notes, the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement. The
Issuer and any relevant Dealer may agree that Notes shall be issued in a form other than that
contemplated in the Terms and Conditions of the Notes, in which event, in the case of listed Notes only
and if appropriate, a new prospectus or a supplement to this Base Prospectus will be made available
which will describe the effect of the agreement reached in relation to such Notes.

This Overview of the Programme constitutes a general description of the Programme for the purposes of
Acrticle 22.5(3) of Commission Regulation (EC) No. 809/2004 (as amended) implementing the Prospectus
Directive.

Words and expressions defined in “Form of the Notes” and “Terms and Conditions of the Notes” shall have
the same meanings in this Overview.

Issuer: Islandsbanki hf.

Issuer Legal Entity Identifier ~ 549300PZMFIQR79Q0T97
(LEI):

Description: Global Medium Term Note Programme
Arranger: Merrill Lynch International

Dealers: Barclays Bank PLC
Citigroup Global Markets Limited
Deutsche Bank AG, London Branch
Goldman Sachs International
J.P. Morgan Securities plc
Merrill Lynch International
Morgan Stanley & Co. International plc
Nomura International plc
UBS Limited

and any other Dealers appointed in accordance with the Programme
Agreement.

Programme Size: Up to U.S.$2,500,000,000 (or its equivalent in other currencies calculated
as described in the Programme Agreement) outstanding at any time. The
Issuer may increase the amount of the Programme in accordance with the
terms of the Programme Agreement.

Certain Restrictions: Each issue of Notes denominated in a currency in respect of which
particular laws, guidelines, regulations, restrictions or reporting
requirements apply will only be issued in circumstances which comply
with such laws, guidelines, regulations, restrictions or reporting
requirements from time to time (see “Subscription and Sale and Transfer
and Selling Restrictions”) including the following restrictions applicable
at the date of this Base Prospectus.

Notes having a maturity of less than one year

31



Issuing and Principal Paying
Agent:

VPS Account Manager:

Currencies:

Maturities:

Issue Price:

Form of Notes:

Fixed Rate Notes:

Floating Rate Notes:

Notes having a maturity of less than one year will, if the proceeds of the
issue are accepted in the United Kingdom, constitute deposits for the
purposes of the prohibition on accepting deposits contained in section 19
of the Financial Services and Markets Act 2000 (the FSMA) unless they
are issued to a limited class of professional investors and have a
denomination of at least £100,000 or its equivalent, see “Subscription and
Sale and Transfer and Selling Restrictions”.

Citibank, N.A., London Branch

DNB Bank ASA

Notes may be denominated in any currency agreed between the Issuer and
the relevant Dealer.

The Notes will have such maturities as may be agreed between the Issuer
and the relevant Dealer, subject to such minimum or maximum maturities
as may be allowed or required from time to time by the relevant central
bank (or equivalent body) or any laws or regulations applicable to the
Issuer or the relevant Specified Currency.

Notes having a maturity of less than one year may be subject to
restrictions on their denomination and distribution, see “Certain
Restrictions - Notes having a maturity of less than one year” above.

Notes may be issued at an issue price which is at par or at a discount to,
or premium over, par.

The Notes will be issued in (i) bearer form, (ii) registered form or (iii)
uncertificated and dematerialised book entry form (VPS Notes), with the
legal title thereto being evidenced by book entries in the records of VPS,
in each case as described in “Form of the Notes”. Registered Notes will
not be exchangeable for Bearer Notes or VPS Notes. Bearer Notes will
not be exchangeable for Registered Notes or VPS Notes. VPS Notes will
not be exchangeable for Bearer Notes or Registered Notes.

Fixed interest will be payable on such date or dates as may be agreed
between the Issuer and the relevant Dealer and, on redemption, will be
calculated on the basis of such Day Count Fraction as may be agreed
between the Issuer and the relevant Dealer.

Floating Rate Notes will bear interest at a rate determined:

€)] on the same basis as the floating rate under a notional interest
rate swap transaction in the relevant Specified Currency governed
by an agreement incorporating the 2006 ISDA Definitions (as
published by the International Swaps and Derivatives
Association, Inc., and as amended and updated as at the Issue
Date of the first Tranche of the Notes of the relevant Series); or

(b) subject to the successor or alternative reference rate provisions in

Condition 5.2(g), on the basis of a reference rate appearing on the
agreed screen page of a commercial quotation service.
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Reset Notes:

Zero Coupon Notes:

Change of Interest Basis:

Redemption:

The margin (if any) relating to such floating rate will be agreed between
the Issuer and the relevant Dealer for each Series of Floating Rate Notes.

Floating Rate Notes may also have a maximum interest rate, a minimum
interest rate or both.

Interest on Floating Rate Notes in respect of each Interest Period, as
agreed prior to issue by the Issuer and the relevant Dealer, will be payable
on such Interest Payment Dates, and will be calculated on the basis of
such Day Count Fraction, as may be agreed between the Issuer and the
relevant Dealer.

Reset Notes have reset provisions pursuant to which the relevant Reset
Notes will, in respect of an initial period, bear interest at an initial fixed
rate of interest specified in the applicable Final Terms or (in the case of
Exempt Notes) Pricing Supplement. Thereafter, the fixed rate of interest
will be reset on one or more date(s) by reference to a mid-market swap
rate for the relevant Specified Currency, and for a period equal to the
Reset Period, in each case as may be specified in the applicable Final
Terms or (in the case of Exempt Notes) Pricing Supplement.

The margin (if any) in relation to Reset Notes will be agreed between the
Issuer and the relevant Dealer for each Series of Reset Notes and will be
specified in the applicable Final Terms or (in the case of Exempt Notes)
Pricing Supplement.

Interest on Reset Notes in respect of each Interest Period as agreed prior
to issue by the Issuer and the relevant Dealer, will be payable on such
Interest Payment Dates, and will be calculated on the basis of such Day
Count Fraction, as may be agreed between the Issuer and the relevant
Dealer.

Zero Coupon Notes will be offered and sold at a discount to their nominal
amount and will not bear interest.

Notes may be converted from one Interest Basis to another if so provided
in the applicable Final Terms or (in the case of Exempt Notes) Pricing
Supplement.

Subject to any purchase and cancellation or early redemption, the Notes
will be redeemed at their Final Redemption Amount on the Maturity
Date.

The applicable Final Terms or (in the case of Exempt Notes) Pricing
Supplement will indicate either that the relevant Notes cannot be
redeemed prior to their stated maturity (other than for taxation reasons or
(in the case of Unsubordinated Notes) following an Event of Default) or
that such Notes will be redeemable at the option of the Issuer (including,
in the case of Subordinated Notes, upon the occurrence of a Capital
Event) and/or the Noteholders upon giving notice to the Noteholders or
the Issuer, as the case may be, on a date or dates specified prior to such
stated maturity and at a price or prices and on (in the case of Exempt
Notes only) such other terms as may in each case be agreed between the
Issuer and the relevant Dealer. The terms of any such redemption,
including notice periods, any relevant conditions to be satisfied and the
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Denomination of Notes:

Taxation:

Negative Pledge:

Events of Default and
Enforcement Events:

relevant redemption dates and prices will be indicated in the applicable
Final Terms or (in the case of Exempt Notes) Pricing Supplement.

No early redemption of Subordinated Notes may take place without the
prior written consent of the FME (if and to the extent such consent is
required).

The Notes will be issued in such denominations as may be agreed
between the Issuer and the relevant Dealer save that the minimum
denomination of each Note will be such amount as may be allowed or
required from time to time by the relevant central bank (or equivalent
body) or any laws or regulations applicable to the relevant Specified
Currency, see “Certain Restrictions - Notes having a maturity of less than
one year” above, and save that the minimum denomination of each Note
admitted to trading on a regulated market within the European Economic
Area or offered to the public in a Member State of the European
Economic Area in circumstances which require the publication of a
prospectus under the Prospectus Directive will be €100,000 (or, if the
Notes are denominated in a currency other than euro, the equivalent
amount in such currency).

Unless otherwise stated in the applicable Final Terms or (in the case of
Exempt Notes) Pricing Supplement, the minimum denomination of each
Definitive 1Al Registered Note will be U.S.$500,000 or its approximate
equivalent in other Specified Currencies.

All payments in respect of the Notes will be made without deduction for
or on account of withholding taxes imposed by any Tax Jurisdiction,
except as required by law, as provided in Condition 8. In the event that
any such deduction is made, the Issuer will, save in certain limited
circumstances provided in Condition 8, be required to pay additional
amounts to cover the amounts so deducted.

The terms of the Notes will not contain a negative pledge provision.

The terms of the Unsubordinated Notes will contain, amongst others, the
following events of default:

€)] default in payment of any principal or interest due in respect of
the Notes, continuing for a specified period of time

(b) non-performance or non-observance by the Issuer of any of its
other obligations under the Terms and Conditions continuing for
a specified period of time;

© (i) any Financial Indebtedness of the Issuer or any of its Principal
Subsidiaries becomes due and repayable prematurely by reason of
an event of default (however described); (ii) the Issuer or any of
its Principal Subsidiaries fails to make any payment in respect of
any Financial Indebtedness on the due date for payment; (iii) any
security given by the Issuer or any of its Principal Subsidiaries for
any Financial Indebtedness becomes enforceable; or (iv) default
is made by the Issuer or any of its Principal Subsidiaries in
making any payment due under any guarantee and/or indemnity
given by it in relation to any Financial Indebtedness of any other
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Status of the Unsubordinated
Notes:

Status of the Subordinated
Notes:

Subordinated Notes —
Substitution or Variation:

person, which events either alone or together with any of the
other events specified in (i) to (iv) above amount to at least
U.S.$10,000,000; and

(d) events relating to the insolvency or winding up of the Issuer and
its Principal Subsidiaries.

The terms of the Subordinated Notes will contain enforcement events
relating only to non-payment (allowing a Noteholder to institute
proceedings in Iceland in order to recover the amounts due from the
Issuer to such Noteholder) and the liquidation or bankruptcy of the Issuer,
provided that a Noteholder may not itself file for the liquidation or
bankruptcy of the Issuer.

The Notes will constitute direct, unconditional, unsubordinated and
unsecured obligations of the Issuer and will rank pari passu among
themselves and (save for certain obligations required to be preferred by
law) equally with all other unsecured obligations (other than obligations
which are expressed to rank junior to the Notes, if any) of the Issuer, from
time to time outstanding.

In relation to obligations required to be preferred by law, current
Icelandic law provides that, in the event that the Issuer enters into
winding-up proceedings pursuant to Article 101 of the Act on Financial
Undertakings, the claims of the holders of the Notes and any relative
Coupons will be subordinated to the claims of the Issuer’s depositors.

The Subordinated Notes will constitute subordinated and unsecured
obligations of the Issuer and will at all times rank pari passu without any
preference among themselves.

In the event of a liquidation, dissolution or winding-up of, or analogous
proceedings over the Issuer by way of exercise of public authority, claims
of the Noteholders against the Issuer in respect of, or arising under, the
Notes (including any amounts attributable to the Notes and any damages
awarded for breach of any obligations thereunder) shall rank:

(1) pari passu without preference among themselves;

(i) pari passu with present or future claims in respect of Parity
Securities;

(iii) in priority to any present or future claims in respect of Junior
Securities; and

(iv) junior to any present or future claims in respect of Senior
Creditors.

Where the applicable Final Terms or (in the case of Exempt Notes)
Pricing Supplement specify that Condition 7.10 applies, if at any time a
Tax Event or a Capital Event occurs, the Issuer may, subject to the
provisions of 7.11 (if, and to the extent so required), either substitute all,
but not some only, of the Subordinated Notes for, or vary their terms so
that they remain or, as appropriate, become, Qualifying Securities (as
defined in Condition 7.10), as further provided in Condition 7.10.
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Use of Proceeds:

Listing and Admission to
Trading:

Governing Law:

Selling Restrictions:

United States Selling
Restrictions:

Exempt Notes:

The net proceeds from each issue of Notes will be applied by the Issuer
for its general corporate purposes.

Application has been made to Euronext Dublin for Notes issued under the
Programme to be admitted to the Official List and to trading on the Main
Securities Market.

Notes may be listed or admitted to trading, as the case may be, on other or
further stock exchanges or markets agreed between the Issuer and the
relevant Dealer in relation to the relevant Series. Notes which are neither
listed nor admitted to trading on any market may also be issued.

The applicable Final Terms or (in the case of Exempt Notes) Pricing
Supplement will state whether or not the relevant Notes are to be listed
and/or admitted to trading and, if so, on which stock exchanges and/or
markets.

The Notes and any non-contractual obligations arising out of or in
connection with the Notes will be governed by, and construed in
accordance with, English law, except for (i) the provisions of Condition
3.2 and Condition 3.3 which shall, in each case, be governed by, and
construed in accordance with, Icelandic law and (ii) the registration of
VPS Notes in VPS and Condition 15.2, which shall, in each case, be
governed by, and construed in accordance with, Norwegian law. VPS
Notes must comply with the regulations of VPS, and the holders of VPS
Notes will be entitled to the rights and are subject to the obligations and
liabilities which arise under the Norwegian regulations and legislation.

There are restrictions on the offer, sale and transfer of the Notes in the
United States, the European Economic Area (including the United
Kingdom, Iceland and Norway), the People’s Republic of China, Hong
Kong, Singapore, Switzerland and Japan and such other restrictions as
may be required in connection with the offering and sale of a particular
Tranche of Notes, see “Subscription and Sale and Transfer and Selling
Restrictions”.

Regulation S, Category 2, Rule 144A and Section 4(a)(2) and TEFRA C
or D/TEFRA not applicable, as specified in the applicable Final Terms or
(in the case of Exempt Notes) Pricing Supplement.

The Issuer may agree with any Dealer that Exempt Notes may be issued
in a form not contemplated by the Terms and Conditions of the Notes
herein, in which event the relevant provisions will be included in the
relevant Pricing Supplement (as defined herein).
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FORM OF THE NOTES

The Notes of each Series will be in (i) bearer form, with or without interest coupons attached, (ii) registered
form, without interest coupons attached or (iii) uncertificated and dematerialised form and cleared through
the VPS. Bearer Notes and VPS Notes will be issued outside the United States in reliance on Regulation S
under the Securities Act (Regulation S) and Registered Notes will be issued both outside the United States
in reliance on the exemption from registration provided by Regulation S and within the United States in
reliance on Rule 144A or otherwise in private transactions that are exempt from the registration requirements
of the Securities Act.

Bearer Notes

Each Tranche of Bearer Notes will be initially issued in the form of a temporary global note (a Temporary
Bearer Global Note) or, if so specified in the applicable Final Terms or (in the case of Exempt Notes)
Pricing Supplement, a permanent global note (a Permanent Bearer Global Note and, together with a
Temporary Bearer Global Note, each a Bearer Global Note) which, in either case, will:

@) if the Global Notes are intended to be issued in new global note (NGN) form, as stated in the
applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement, be delivered on or
prior to the original issue date of the Tranche to a common safekeeper (the Common Safekeeper)
for Euroclear Bank SA/NV (Euroclear) and Clearstream Banking SA (Clearstream, Luxembourg
and, together with Euroclear, the International Central Securities Depositories or ICSDs); or

(b) if the Global Notes are not intended to be issued in NGN form, be delivered on or prior to the
original issue date of the Tranche to a common depositary (the Common Depositary) for Euroclear
and Clearstream, Luxembourg.

Where the Bearer Global Notes issued in respect of any Tranche are in NGN form, the applicable Final
Terms or (in the case of Exempt Notes) Pricing Supplement will also indicate whether such Bearer Global
Notes are intended to be held in a manner which would allow Eurosystem eligibility. Any indication that the
Bearer Global Notes are to be so held does not necessarily mean that the Notes of the relevant Tranche will
be recognised as eligible collateral for Eurosystem monetary policy and intra-day credit operations by the
Eurosystem either upon issue or at any times during their life as such recognition depends upon satisfaction
of the Eurosystem eligibility criteria. The Common Safekeeper for NGNs will either be Euroclear or
Clearstream, Luxembourg or another entity approved by Euroclear and Clearstream, Luxembourg.

Whilst any Bearer Note is represented by a Temporary Bearer Global Note, payments of principal, interest
(if any) and any other amount payable in respect of the Notes due prior to the Exchange Date (as defined
below) will be made (against presentation of the Temporary Bearer Global Note, if the Temporary Bearer
Global Note is not intended to be issued in NGN form) only to the extent that certification (in a form to be
provided) to the effect that the beneficial owners of interests in the Temporary Bearer Global Note are not
U.S. persons or persons who have purchased for resale to any U.S. person, as required by U.S. Treasury
Department regulations, has been received by Euroclear and/or Clearstream, Luxembourg and Euroclear
and/or Clearstream, Luxembourg, as applicable, has given a like certification (based on the certifications it
has received) to the Principal Paying Agent.

On or after the date (the Exchange Date) which is 40 days after a Temporary Bearer Global Note is issued,
interests in such Temporary Bearer Global Note will be exchangeable (free of charge) upon a request as
described therein either for (i) interests in a Permanent Bearer Global Note of the same Series or (ii) for
definitive Bearer Notes of the same Series with, where applicable, interest coupons and talons attached (as
indicated in the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement and subject, in
the case of definitive Bearer Notes, to such notice period as is specified in the applicable Final Terms or (in
the case of Exempt Notes) Pricing Supplement), in each case against certification of beneficial ownership as
described above unless such certification has already been given, provided that purchasers in the United
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States and certain U.S. persons will not be able to receive definitive Bearer Notes. The holder of a
Temporary Bearer Global Note will not be entitled to collect any payment of interest, principal or other
amount due on or after the Exchange Date unless, upon due certification, exchange of the Temporary Bearer
Global Note for an interest in a Permanent Bearer Global Note or for definitive Bearer Notes is improperly
withheld or refused.

Payments of principal, interest (if any) or any other amounts on a Permanent Bearer Global Note will be
made through Euroclear and/or Clearstream, Luxembourg (against presentation or surrender (as the case may
be) of the Permanent Bearer Global Note, if the Permanent Bearer Global Note is not intended to be issued in
NGN form) without any requirement for certification.

The applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement will specify that a
Permanent Bearer Global Note will be exchangeable (free of charge), in whole but not in part, for definitive
Bearer Notes with, where applicable, interest coupons and talons attached only upon the occurrence of an
Exchange Event. For these purposes, Exchange Event means that (i) in the case of Unsubordinated Notes,
an Event of Default (as defined in Condition 10.1) has occurred and is continuing and, in the case of
Subordinated Notes, an Enforcement Event (as defined in Condition 10.2) has occurred and is continuing,
(ii) the Issuer has been notified that both Euroclear and Clearstream, Luxembourg have been closed for
business for a continuous period of 14 days (other than by reason of holiday, statutory or otherwise) or have
announced an intention permanently to cease business or have in fact done so and no successor clearing
system is available, or (iii) the Issuer determines that it has or will become subject to adverse tax
consequences which would not be suffered were the Bearer Notes represented by the Permanent Bearer
Global Note in definitive form. The Issuer will promptly give notice to Noteholders in accordance with
Condition 14 if an Exchange Event occurs. In the event of the occurrence of an Exchange Event, Euroclear
and/or Clearstream, Luxembourg or the common depositary or the common safekeeper for Euroclear and
Clearstream, Luxembourg, as the case may be, on their behalf (acting on the instructions of any holder of an
interest in such Permanent Bearer Global Note) may give notice to the Principal Paying Agent requesting
exchange and, in the event of the occurrence of an Exchange Event as described in (iii) above, the Issuer
may also give notice to the Principal Paying Agent requesting exchange. Any such exchange shall occur not
later than 45 days after the date of receipt of the first relevant notice by the Principal Paying Agent.

The following legend will appear on all Bearer Notes which have an original maturity of more than one year
and on all interest coupons relating to such Notes:

“ANY UNITED STATES PERSON WHO HOLDS THIS OBLIGATION WILL BE SUBJECT TO
LIMITATIONS UNDER THE UNITED STATES INCOME TAX LAWS, INCLUDING THE
LIMITATIONS PROVIDED IN SECTIONS 165(j) AND 1287(a) OF THE INTERNAL REVENUE CODE
OF 1986, AS AMENDED.”

The sections referred to provide that United States holders, with certain exceptions, will not be entitled to
deduct any loss on Bearer Notes or interest coupons and will not be entitled to capital gains treatment in
respect of any gain on any sale, disposition, redemption or payment of principal in respect of such Notes or
interest coupons.

Notes which are represented by a Bearer Global Note will only be transferable in accordance with the rules
and procedures for the time being of Euroclear or Clearstream, Luxembourg, as the case may be.

Registered Notes

The Registered Notes of each Tranche offered and sold in reliance on Regulation S, which will be sold to
non-U.S. persons outside the United States, will initially be represented by a global note in registered form (a
Regulation S Global Note). Prior to expiry of the distribution compliance period (as defined in Regulation
S) applicable to each Tranche of Notes, beneficial interests in a Regulation S Global Note may not be offered
or sold to, or for the account or benefit of, a U.S. person save as otherwise provided in Condition 2 and may
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not be held otherwise than through Euroclear or Clearstream, Luxembourg and such Regulation S Global
Note will bear a legend regarding such restrictions on transfer.

The Registered Notes of each Tranche offered and sold in the United States or to U.S. persons may only be
offered and sold in private transactions (i) to “qualified institutional buyers” within the meaning of Rule
144A under the Securities Act (QIBSs) or (ii) to “accredited investors” (as defined in Rule 501(a)(1), (2), (3)
or (7) under the Securities Act) that are institutions (Institutional Accredited Investors) and who execute
and deliver an TATI Investment Letter (as defined under “Terms and Conditions of the Notes”) in which they
agree to purchase the Notes for their own account and not with a view to the distribution thereof. The
Registered Notes of each Tranche sold to QIBs will be represented by a global note in registered form (a
Rule 144A Global Note and, together with a Regulation S Global Note, each a Registered Global Note).

Registered Global Notes will either (i) be deposited with a custodian for, and registered in the name of a
nominee of, The Depository Trust Company (DTC) or (ii) be deposited with a common depositary or
common safekeeper, as the case may be, for Euroclear and Clearstream, Luxembourg, and registered in the
name of a common nominee of, Euroclear and Clearstream, Luxembourg or in the name of a nominee of the
common safekeeper, as specified in the applicable Final Terms or (in the case of Exempt Notes) Pricing
Supplement. Persons holding beneficial interests in Registered Global Notes will be entitled or required, as
the case may be, under the circumstances described below, to receive physical delivery of definitive Notes in
fully registered form.

The applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement will specify whether or not
such Registered Global Notes are intended to be held in a manner which would allow Eurosystem eligibility
and therefore whether such Registered Global Notes are intended to be held under the New Safekeeping
Structure (the NSS). Any indication that the Registered Global Notes are to be so held does not necessarily
mean that the Notes of the relevant Tranche will be recognised as eligible collateral for Eurosystem
monetary policy and intra-day credit operations by the Eurosystem either upon issue or at any times during
their life as such recognition depends upon satisfaction of the Eurosystem eligibility criteria. Notes intended
to be held under the NSS will be deposited with, and registered in the name of a common nominee of, one of
the 1ICSDs acting as common safekeeper. The common safekeeper for Notes held under the NSS will either
be Euroclear or Clearstream, Luxembourg or another entity approved by Euroclear and Clearstream,
Luxembourg.

The Registered Notes of each Tranche sold to Institutional Accredited Investors will be in definitive form,
registered in the name of the holder thereof (Definitive IAl Registered Notes). Unless otherwise set forth in
the applicable Final Terms or (in the case of Exempt Notes) Pricing Supplement, Definitive 1Al Registered
Notes will be issued only in minimum denominations of U.S.$500,000 and integral multiples of U.S.$1,000
in excess thereof (or the approximate equivalents in the applicable Specified Currency). Definitive 1Al
Registered Notes will be subject to the restrictions on transfer set forth therein and will bear the restrictive
legend described under “Subscription and Sale and Transfer and Selling Restrictions”. Institutional
Accredited Investors that hold Definitive IAl Registered Notes may not elect to hold such Notes through
DTC, Euroclear or Clearstream, Luxembourg, but transferees acquiring such Notes in transactions exempt
from Securities Act registration pursuant to Regulation S or Rule 144A under the Securities Act (if available)
may do so upon satisfaction of the requirements applicable to such transfer as described under “Subscription
and Sale and Transfer and Selling Restrictions”. The Registered Global Notes and the Definitive 1Al
Registered Notes will be subject to certain restrictions on transfer set forth therein and will bear a legend
regarding such restrictions.

Payments of principal, interest and any other amount in respect of the Registered Global Notes will, in the
absence of provision to the contrary, be made to the person show