Landsbankinn hf.
(incorporated in Iceland as a limited liability company)
ISK 200,000,000,000

Covered Bond Programme

Under this ISK200,000,000,00CoveredBond Programmettje“Programme” ) , L a n d s tha‘lsduern)n nmafy. , (
from time to time issu€overed Bondslje“CoveredBond§ ) i n accordance with the Icel a
No. 11/2008the“Acton CoveredBonds ) , any r el e v algestoravaldsakuardoanyand appurdenants  (
regulations as may be supplemented, amendedfigtbdr varied from time to time (as well as any judicial decisions

and administrative pronouncements, all of which are subject to change, including with retroactive effect), {(tegether
“Covered Bonds Legislatioh ) denomi nat ed i ninedhythetssuerr ency as determ

The Covered Bonds may Bdarer CoveresdBends )i ,n rbeqir sRegsterdiCoveéd' m (
Bonds’ ) , uncertificated bookNaslay€Centsal Sécarities Depdsieory icelahd fthén r o ugh t
“NCSD" ) amry ot her clearing sys V& BystamsCowdredcBontde)d. bTyh et hmea xlisnsuun
aggregate nominal amount of all Covered Bonds from time to time outstanding under the Programme will not exceed

ISK 170,000,000,00(or its equivalence in other aencies calculated as described herein). The Covered Bonds may

be issued on a continuing basis. The Financial Supervisory Authority, Icét@iF¢ME” ) gr anted the | ssue
dated 29 April 2013 to issue Covered Bondisy increase of the Programngesubject to the FME approvaht the

date of this Base Prospectus the Programme shall not exceed a li&kt Hf0,000,000,000

This Base Prospectwated 3 April 2019 (the “Base Prospectus has been approved by the FME in its capacity as
competent authority under the Act on Securities Transactions, No. 108t2@0A¢t on Securities Transactions )

as a base prospectus for the purposes of Article 5(4) of Directive 2003/ &KB@endefthe “ Prospectus Directivé )

and Article 45 of the Act on Securities Transactions for the purpose of giving information with regard to the issue of
Covered Bonds under the Programme.

Applications may be made for new series of Covered Bonds issued undeoghenime to be admitted to trading on

a regulated market for the purposes of Directive 2004/39BC'MIFID” ) whi ch has been i mpl eme
through the Act on Securities Transactions and Act on Stock Exchanges No. 110/2007 within 12 monttet@fothe

this Base Prospectus.

Notice of the aggregate nominal amount of Covered Bonds, interest (if any) payable in respect of Covered Bonds, the
issue price of Covered Bonds and any other terms and conditions not contained herein which are app&etle to

Tranche (as defined ierms and Conditions of the Covered BgmufsCovered Bonds will be set out in the Final

Terms, which, with respect to Covered Bonds admitted to
website www.landsbankinn.ighttps://www.landsbankinn.is/sertryggttuldabref/)

Prospective investors should have regard to the factors described in the section Ristitl€dctorsin the Base
Prospectus for a discussion of thosedegto be considered in connection with an investment in the Covered Bonds.

The Covered Bonds have not been and will not be registered under the U.S. Securities Act of 1933, as tamended (

“US SecuritiesAct ) and are subj ect tSobjettioSertairt eaceptidng the GowerggdiBomde me nt s
may not be offered, sold or delivered within the United States or to a U.S. eeeSelling Restrictions Interests in

aTemporary Bearer Glob&overedBond will be exchangeable, in whole or in péot,interests in a Permanent Bearer

Global CoveredBond onor after the Exchange Date (as defined in the sed@®@ms and Conditions of the Covered

Bondg, upon certification as to ned.S. beneficialbwnership. Until the expiration of 40 days after thtet of the
commencement of the offering of Registered Bonds and the issue date thereof, beneficial interests in a Global Certificate

may be held only throughEuroclear Bank S.A/N.V “Eurocleard) or Clearstream Banking“Clearstream,

Luxembourgo).

The Issuer may decide that Covered Bonds may be issued in a form not contemplated by the Terms and Conditions of
the Covered Bonds described herein, in which event, a supplement to the Base Prospectus conforming with Article 46
of the Act on Securities Tnsactions, will be made available which will describe the effect of the agreement reached in
relation to suclCoveredBonds.

Landsbankinn hf.
The date of the Base Prospectus &April 2019.


http://www.landsbankinn.is/

This Base Prospectus, dateépril 2019, constitutes a baseqgspectus for the purposes of Article 5 of Directive
2003/71/EC of the European Parliament and of the Council of 4 Novemberadamended t HPeospéctus
Directive” ) and Article 45 of the Act on Securities Transa

This Base Prospectus and copies of Final Terms relating to the Covered Bonds which are admitted to trading on

a regulated market will be available on the website of the Issuer, www.landsbankinn.is
(https://www.landsbankinn.is//sertryggttuldabref). Investors can request printed copies of the Base Prospectus

free of charge at the I ssuer’s registered office at A

This Base Prospectus has been prepared to provide clear and thorough information on the Issoes.drevest
encouraged to acquaint themselves thoroughly with this Base Prospectus. They are advised to pay particular
attention to the chapter on Risk Factors. This Base Prospectus should by no means be viewed or construed as a
promise by the Issuer or othearties of future success either in operations or return on investments. Investors are
reminded that investing in securities entails risk, as the decision to invest is based on expectations and not
promises. Investors must rely primarily on their own judgent r egarding any decision t
securities, bearing in minthter alia, the business environment in which it operateanticipated profits, external

conditions and the risk inherent in the investment itself. Prospective invastadvised to contact experts, such

as licensed financial institutions, to assist them in their assessment of the securities issued by the Issuer as an
investment option. Investors are advised to consider their legal status, including taxation issuayg toaicern

the purchase or sale of the Issuer’s securities and s

Neither this Base Prospectus nor any other information supplied in connection with the Programme or any
Covered Bonds (i) is intended poovide the basis of any credit or other evaluation or (ii) should be considered as

a recommendation by the Issuer that any recipient of this Base Prospectus or any other information supplied in
connection with the Programme or any Covered Bonds shoukthgme any Covered Bonds. Each investor
contemplating purchasing any Covered Bonds should make its own independent investigation of the financial
condition and affairs, and its own appraisal of the creditworthiness of the Issuer. Neither the Base Pruspectus
any other information supplied in connection with the Programme or the issue of any Covered Bonds constitutes
an offer or invitation by or on behalf of the Issuer to any person to subscribe for or to purchase any Covered
Bonds.

This Base Prospectalwes not constitute an offer to sell or the solicitation of an offer to buy any Covered Bonds

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 dffler or sale of Covered Bonds may be restricted by law in certain
jurisdictions. The Issuer does not represent that this Base Prospectus may be lawfully distributed, or that any
Covered Bonds may be lawfully offered, in compliance with any applicablgtratipn 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 which would
permit a public offering of any Covered Bonds or distribution of this Base Prospectus in any jurisdiction where
action for that purpose is required. Accordingly, no Covered Bonds may be offered or sold, directly or indirectly,
and neither this Base Prospexhor 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 Prospeahys@overed Bonds may come must inform
themselves about, and observe any such restrictions on the distribution of this Base Prospectus and the offering
and sale of Covered Bonds. The Issuer accepts no liability to any person in relation to the distftihis Base
Prospectus in any jurisdiction. In particular, there are restrictions on the distribution of this Base Prospectus and
the offer or sale of Covered Bonds in the United StatesEther o p ean Ec o n oBBA’c)Untedea (t he
Kingdom, Singapa, Hong Kongand JapanSee chapter Selling Restrictions.

The Covered Bonds have not been and will not be registered und8edtstiesAct or with anysecurities
regulatory authority of any state or other jurisdiction of thrited States and the CovetdBonds may include
Bearer CoveredBonds that are subject to U.S. tax law requirements. Subject to certain excepticbsydned
Bonds may not be offered or sold or, in the casBeafrer CoveredBonds, delivered within the United States or



to, or for the account ofbenefit of, U.S.persons(as defined in Regulations S under the Securities Act
( Regulations ) ) .

The Coveed Bonds are being offered and sold outside the United States tolN®Bnpersons in reliance on
Regulations S. For a description tielse and certain further restrictions on offers, sales and transfers of bonds
and distribution of thiBaseProspectus see chapt€elling Restrictions.

The Covered Bonds have not been approved or disapproved by the U.S. SecurifirshamgieCommission,
any state securities commission in theitebhStates or any other U.8egulatoryauthority, nor has any of the
foregoing authorities passed upon or endorsed the merits of the offering of CBeardsior the accuracy or the
adequacy of thiBase Prospectus. Any representation to the contrary is a criminal offence idrthed States.

This Base Prospectus may be passported in accordance with the provisions of the Prospectus Directive into other
jurisdictions within the EA.

No person is or haselen authorised by the Issuer to give any information or to make any representation of
information not contained in or not consistent with this Base Prospectus or any other information supplied in
connection with the Programme or the Covered Bonds aniyeifi @r made, such information or representation
must not be relied upon as having been authorised by the Issuer.

Neither the delivery of this Base Prospectus nor the offering, sale or delivery of any Covered Bonds shall in any
circumstances imply that tteformation 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 documerdinorg the same.

The language of this Base Prospectus is English. Certain legislative references and technical terms have been cited
in their original language in order that the correct technical meaning may be ascribed to them under the applicable
law. Caitalised terms used in this Base Prospectus have been defirtbed ifierms and Conditionsl.(
Definitiong, in the chapterimportant Information(Abbreviations and definitiofisor throughout this Base
Prospectus.

The Covered Bonds may not be a suitable @stment for all investors

Each potential investor in the Covered Bonds must determine the suitability of that investment in light of its own
circumstances. In particular, each potential investor should:

1 Have sufficient knowledge and experience to makeammgful evaluation of the Covered Bonds, the merits
and risks of investing in the Covered Bonds and the information contained or incorporated by reference in this
Base Prospectus or any applicable supplement;

1 have access to, and knowledge of, approp@ai@ytical tools to evaluate, in the context of its particular
financial situation, an investment in the Covered Bonds and the impact the Covered Bonds will have on its
overall investment portfolio;

91 have sufficient financial resources and liquidity tortebof the risks of an investment in the Covered Bonds,
including Covered Bonds with principal or interest payable in one or more currencies, or where the currency
for principal or interest payments is different fr

1 understand thoroughly the terms of the Covered Bonds and be familiar with the behaviour of any relevant
indices and financial markets; and

1 be able to evaluate (either alone or with the help of a financial adviser) possible scenarios for legislative,
economig interest rate and other factors that may affect its investment and its ability to bear the applicable
risks.

The Covered Bonds are complex financial instruments. Institutional investors generally do not purchase complex
financial instruments as staiadbne investments. They purchase complex financial instruments as a way to reduce
risk or enhance yield with an understood, measured, appropriate addition of risk to their overall portfolios. A



potential investor should not invest in Covered Bonds which@mglex financial instruments unless it has the

expertise (either alone or with a financial adviser) to evaluate how the Covered Bonds will perform under changing
conditions, the resulting effects on the value of the Covered Bonds and the impact thisenvegtl have on

the potenti al investor’'s overall investment portfolioc
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OVERVIEW OF THE PROGRAMME

The following is a brief overvieW t tDeerview” and it should be read oonjunction with the rest of this Base
Prospectus, including any information incorporated by reference, and read together with the Final Terms. This
Overview constitutes a general description of the Programme for the purposes of Article 22.5(3) of Gommissi
Regulation (EC) No. 809/2004 implementing the Prospectus Directive.

Words and expressions defined tire Terms and Conditiond. Definitiond and in the chaptedmportant
Information (Abbreviations and definitionsof this Base Prospectus shall have ttame meanings in this
Overview.

Eligible Third party counterpartyttfe Cover Pool
Swaps Swap Provider, the Currency Swap
Landsbankinn hf. (the Issuer) Provider, the Indexed Currency Swap
Provider and/or Interest Rate Swap
Prowvider)
Covered Covered
Bond Bond
Proceeds onas
Covered Bondholders
Description: ISK 200,000,000,00@overed Bond Programner its equivalence in other

currencies calculated as described herein) established by thevsscier
shall not exceed a limit of ISK70,000,000,000Any increases of the
Programme shall be subject to the FME approval

THE PARTIES:

Issuer: Landsbankinn hfReg. No. 471008280, registered office at Austurstreeti ]
155 Reykjavik, Iceland

The Issuer operates pursuant to the provisions of the AcFioancial
Undertakings, No. 161/2002, the Act on Public Limited Companies,
2/1995 and the Act on the Authority for Treasury Disbursements dt
Unusual Financial Market Circumstances etc., No. 125/2008.

The Issuer is a leading Icelandic financial institution with total assd&kof
1,326 billion at the end of 208. The Issuer offers a full range of financi
services and is the market leader in the Icelandic financial service sectc
the largest brash network, countin@7 branches and outlets.

Legal Entity Identifier 549300TLZPT6JELDWM92
(ALEI 0) :

Independent Inspector: The issuer shall appoint an Independent Inspector to supervise the issui
covered bonds licensed by the FME and the FME mpptoae his/her
appointment in accordance with the Act on Covered Bonds.



Cover Pool Swap Provider:

Currency Swap Provider:

Indexed Currency Swap
Providers:

Interest Rate Swap Providers:

Fiscal and Transfer Agent

KEY FEATURES:

FME Licensing:

The Independent Inspector shall ensure that the Register is pr¢
maintained and updated and shall therefore verify that bonds and deri
agreements are correctly registeredilyoeligible assets and substitu
collateral are included in the cover pool; the value of the assets registe
the cover pool and the valuation thereof is in accordance with the A
Covered Bonds and the Rules Covered Bondghat LTV calculatios are
correctly updated upon significant decrease in the market value of mort;
assets; and that the matching rules are complied with.

The Independent Inspector shall once a year provide the FME with a w
report regarding his/her surveillance. fertmore, the Independent Inspec
shall as soon as possible notify the FME should he/she become aware
matters which could affect the
general.

An Independent Inspector to supervise the issuance of ther&@bBonds ha:
been appointed and approved by the FME pursuant to an agreemepavwaitt

The Issuer may enter into Cover Pool Swap Agreements with third

counterparties in their respective capacitiesCaser Pool Swap Provider
under a Cover Pool Swap Agreement. A Cover Pool Swap enables the
to convert ISK interest payments (less a client margin) received by the |
in respect of assets (other than Swaps) registered to the Cover Po
floating or fixed paymets (as the case may be) payments linked to the int
rate payable on the Covered Bonds.

The Issuer may enter into Currency Swap Agreements with third |
counterparties in their respective capacitie€asencySwap Provider under
a Currency Swap Agreement.@urrencySwap enables the Issuer to hed
currency risks arising from (a) Covered Bonds which are issued in curre
other than ISK and (b) assets (other than Mortgage Bonds) whicl
registered to the Cover Blland are denominated in currencies other than |

The Issuer may enter into Indexed Currency Swap Agreements with
party counterparties in their respective capacitiesidexedCurrencySwap
Provider under an Inded Currency Swap Agreement. Indexed Curre
Swaps enable the Issuer to hedge currency and inflation risks arising fr
Covered Bonds which are issued in currencies other than ISK and not in
linked and (ii) assets which are registered to the €d¥eol and are
denominated in ISK and index linked.

The Issuer may enter into Interest Rate Swap Agreements with third
counterparties in their respective capacitiedrasrestRate Swap Provider
under an Interest RaBwap Agreement. Interest Rate Swaps enable the I
to hedge interest rate risk in ISK and/or other currencies to the extent tha
have not already been hedged by the Cover Pool Swap or a Currency S

Landsbankinn hf. oany successor agent appointed as such.

FME granted the Issuer a licence dated 29 April 2013 to issue Covered E
Any increass of the Programmshall besubject to thé&-ME approval.On 22



Status of the Covered Bonds:

Issuer Covenants:

The Register:

March 2019 FME authorised the Issuer to increase the size limit to
170,000,000,000

The Covered Bonds constitute direct, unconditional, unsubordinatec
secured obligations of the Issuer issued in accordance with the Act ore@¢
Bonds and appurtenant regulations and rank pari passu among themsel
with all other obligations of the Issuer that have been provided the

priority as debt instruments issued pursuant to the Act on Covered Bonds
for certain obligations agquired to be preferred by law) (other th
subordinated obligations, if any), from time to time outstanding. Senior

(if any) ranks thereafter. To the extent that claims in relation to the Coy
Bonds, related derivative contracts and Senior D&bhgi) are not met out o
the assets of the Cover Pool or the proceeds arising from it, the residual
will rank pari passuwith the claims of all other unsubordinated creditors
the Issuer (other than those preferred by law) in all other respects.

Negative Pledge

In accordance with the Act on Covered Bonds, the Issuer undertakes, s
as any of the Covered Bonds, Receipts or Coupons remain outstanding.
will not, and that it will procure that none of its Relevant Subsidiaries
create or have outstaing any mortgage, charge, pledge, lien or other seci
interest over the assets in the Cover Pool, other than any lien arisi
operation of law (if any).

Mai ntenance of the | ssuerdés Cove

For so long as the Covered Bonds are outstanding, the gathe Cover Poo
will not at any time be less than the total aggregate outstanding prir
amount of all Covered Bonds issued under the Programme plu
Overcollateralization of 20 per cent.

For the avoidance of doubt, the Issuer shall not at ang teduce the
Overcollateralization which applies to the Programme if to do so would r
in any credit rating then applying to the Covered Bonds by any rating a¢
appointed by the Issuer in respect of the Covered Bonds being rec
removed, suspeied or placed on credit watch.

Composition of the | ssuerdéds Cove

For so long as any of the Covered Bonds are outstanding the Issuer shall
that the Cover Pool maintained or to be maintained by the Issuer shall
times comply with the requements of the Act on Covered Bonds.

Interest Cover

The amounts of interest received by the Issuer in respect of the Cove
and under the related derivative contracts entered into by the Issuer sha
least equal to or exceed the amounts payabtadyssuer under the Cover
Bonds and the related derivative contracts entered into by the Issuer.

The issuer of covered bonds must maintaiegister of the issued covere
bonds, and the cover pool, together with related derivative mgrds in
accordance with the Act on Covered Bonds. Tégister must, among othe
things include the following information; (1) the nominal value, interest te
and final maturity of the covered bonds; (2) the types of assets in the



Composition of the Cover
Pool:

Currencies:

Form of the Covered Bonds:

Terms of the Covered Bonds:

Redenomination:

Maturities:

Extendable obligations under
the Covered Bonds:

pool; and (3)m respect of each mortgage bond in the cover pool, the nar
the underlying borrower, their ID./Reg. No., the nominal value of the |
date of issue, maturity, terms of instalments and interest. Furthermor
register shall show the appraisal of twlateral security in the cover poc
when the appraisal was carried out and the premises used. Bonds in ¢
pool must be endorsed showing they are part of a cover pool and hav
entered into theegister as provided for in Chapter VI of the Act Covered
Bonds. The endorsement shall also indicate that the debt instrumen
secure priority rights of a specific class of covered bonds.

In the event of bankruptcy of an issuer of covered bonds, covered bondh
and derivative agreement countarties are entitled to rights of priority to tt
assets in the cover pool that are registered imdgister, as well as over tr
funds that originate from those assets.

Requirements for assets that make upcthesrpool are set out in the Act o
Covered Bonds. A cover pool will consist of assets, which include b
secured by various types of mortgages, on other registered &sesmment
Bonds, receivables in the form of certain derivative agreements and geb
collateral. Assets in the cover pool are to be kept separate from other bt
operations of the issuer.

The Covered Bonds may be issued in any currency as determined |
Issuer.

The Covered Bonds will bessued in bearer form (Bearer Covered Bont
registered form (Registered Covered Bonds), or, in the case of VS S
Covered Bonds, uncertificated book entry form, as specified in the appli
Final Terms and, in the case of definitive Covered Bondgllyenumbered,
in the Specified Currency and the Specified Denomination(s). The Co
Bonds will be in the Specified Currency and the Specified Denominatic
Covered Bonds of one Specified Denomination may not be exchange
Covered Bonds of anath Specified Denomination.

The Covered Bonds may take the form of an Inflation Linked Ann
Covered Bond, an Inflation Linked Equal Principal Payment Covered Bo
Fixed Rate Covered Bond, a Floating Rate Covered Bond, a Zero C«
Covered Bond or aombination of any of the foregoing, depending upon
Interest Basis and Redemption/Payment Basis shown in the applicable
Terms.

The terms of the Covered Bonds will be set out in the Terms and Cond
of the Coveredonds, as completed by the applicable Final Terms.

Where redenomination is specified in the applicable Final Terms as
applicable, the Issuer may redenominate certain Covered Bonds in e
other Specified Currency. The relevant provisions applicable to
redenomination areontained inCondition5 of the Terms and Conditions

The Maturity Date of the Covered Bonds is specified in the applicable
Terms.

Following the failure by the Issuer to pay the Final Redemption Amount
Seiies of Covered Bonds on their Maturity Date, payment of such amc
shall be automatically deferred. This will occur if the Final Terms fc
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Issue Price:

Interest:

relevant Series of Covered Bonds provides that such Covered Bont
subject to an extended maturity date onalhthe payment of all or (a
applicable) part of the Final Redemption Amount payable on the Mat
Date will be deferred in the event that the Final Redemption Amount i
paid in full on the Maturity Date.

To the extent that the Issuer has sufficiemids available to pay in part tr
relevant Final Redemption Amount in respect of the relevant Serie
Covered Bonds, the Issuer shall make partial payment of the relevant
Redemption Amount agescribed in Condition 8.18. Payment of all unpaic
amounts shall be deferred automatically until the applicable Extel
Maturity Date, provided that any amount representing the Final Redenr
Amount due and remaining unpaid on the Maturity Date may be paid b
Issuer on any Interest Payment Date thffez up to (and including) th
relevant Extended Maturity Date.

The Issuer is not required to notify the Covered Bondholders of such autc
deferral. The Extended Maturity Date and the applicRaite of hterest will
be specified in the relevant Fingerms. Interest will continue to accrue «
any unpaid amount and be payable on each Interest Payment Date fallir
the Maturity Date up to (and including) the Extended Maturity Date. In t|
circumstances, failure by the Issuer to make paymentsipers of the Final
Redemption Amount on the Maturity Date shall not constitute a defat
payment by the Issuer. However, failure by the Issuer to pay the

Redemption Amount or the balance thereof on the Extended Final Ma
Date and/or interesin such amount on any Interest Payment Date falling
the Maturity Date up to (and including) the Extended Maturity Date ¢
constitute a default in payment by the Issuer.

Furthermore, in relation to all amounts constituting accrued interest du
payable on each Interest Payment Date falling after the Maturity Date
(and including) the Extended Maturity Date, as provided in the applic
Final Terms, the Issuer may pay such interest pursuant to the Floating R
out in the applicable Fihd& erms notwithstanding that the relevant Cove
Bond was a Fixed Rate Covered Bond as at its relevant Issue Date.

In addition, following deferral of the Maturity Date, the Interest Payn
Dates and Interest Periods may change as set out in the apgpkoadTerms.

The IssuePrice is set out in the applicable Final Terms and is gene
expressed as a percentage of the nominal amount of the Covered Bo
which a Tranche of Covered Bonds will be issued.

The Covered Bondsnay take the form of an Inflation Linked Annuil
Covered Bond, an Inflation Linked Equal Principal Payment Covered Bo
Fixed Rate Covered Bond, a Floating Rate Covered Bond, a Zero C«
Covered Bond or a combination of any of the foregoing, depengiing the
Interest Basis and Redemption/Payment Basis shown in the applicable
Terms.

InterestPeriods,Rates ofinterest and the terms of and/or amounts payabl
redemption may differ depending on the Covered Bonds being issued an
terms willbe specified in the applicable Final Terms.
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Inflation Linked Annuity
Covered Bonds:

Inflation Linked Equal
Principal Payment Covered
Bonds including Covered
Bonds with one Payment of
Principal on Maturity Date:

Fixed Rate Covered Bonds:

Floating Rate Covered Bonds:

Zero Coupon Covered Bonds:

Redemption:

Denomination of Covered
Bonds:

Taxation:

Inflation Linked Annuity Covered Bonds pay an Annuity Amount on s
date or dates as decided by the Issuer and set out in the Final 7
Calculation of Principal Paym#s) Interest Payments and Index Ratio are
set out in th&erms and Conditions

Inflation Linked Equal Principal Payment Coedr Bonds pay an Equ
Payment Amount on such date or dates as decided by the Issuer and s¢
the Final Terms. Calculation of Principal Payments, Interest Paym
Principal Amount Outstanding and Index Ratio are as set out etimes and
Conditiors.

Fixed Rate Covered Bonds pay a fixedte ofInterest on such date or dat
as may be agreed between the Issuer and the relevant Dealer as spes
the applicable Final Terms and on redemption calculated on the basthc
Day Count Fraction as may be agreed between the Issuer and the rt
Dealer.

Floating Rate Covered Bonds bear interest at a rate determined:

(i) on the same basis as the floating rate under a notional interes
swaptransaction in the relevant Specified Currency governed b
agreement incorporating the ISDA Definitions; or

(i) onthe basis of ReferenceRate appearing on the agreed screen g
of a commercial quotation service; or

(iii) on such other basis as may be agreenvéen the Issuer and tt
relevant Dealer, or as set out in the applicable Final Terms.

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

Unless preiously redeemed or purchased and cancelled, each Inflation Li
Annuity Covered Bond and each Inflation Linked Equal Payment Cov
Bond, including Covered Bonds with one payment of Principal on Mati
Date, will, subject toCondition 7.1(a) or (b)as applicablepf the Terms anc
Conditions be redeemed in one or more amounts, calculated in accori
with the formula specified i€ondition 7.1(a) or (R)in the relevant Specifie
Currency on the relevant Interest Payment Dates.

If an Issuer Call omvestor Put is specified in the applicable Final Terms,
Issuer or Covered Bondholder may redeem all or some only of the Co
Bonds then outstanding on any Optional Redemption Date as set forth
Terms and Conditions and applicable Final Teofrhe Covered Bonds.

If the Covered Bonds become illegal and/or invalid, the Covered Bonds
Series may be redeemed at the option of the Issuer in whole, but notin |
any time as set forth in the Terms and Conditions of the Covered Bonds

In respect of a Series of Covered Bonds, the denomination or denomin
of such Covered Bonds are at the minimum amount of EUR 10Q¢00ts
equivalent in any other currencg3 specified in the applicable Final Term:

All payments of principal and interest in respect of the Covered Bond:
Coupons by the Issuer will be made without, or deduction for or on act
of, any present or future taxes, duties assessments or governmental ch¢
whatever naturemiposed or levied by or on behalf of Iceland or any politi
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Insolvency of the Issuer:

Use of Proceeds:

Rating:

Clearing Systems:

Listing:

subdivision or any authority or agency thereof or therein having power t
unless such withholding or deduction is required by law. In such even
Issuer will pay such additional amountsi®ll be necessary in order that t
net amounts received by the holders of the Covered Bonds and Coupor
such withholding or deduction shall equal the respective amounts of prir
and interest which would otherwise have been receivable in tespére
Covered Bonds or Coupons, as the case may be, in the absence ¢
withholding or deduction, except that no such additional amounts sh
payable with respect to any Covered Bond or Coupon:

a) In respect of any demand made for payment in Iceland

b) in respect of any demand made for payment by or on behal
holder who is liable for such taxes, duties, assessmen
governmental charges in respect of such Covered Bon
Coupon by reason of it having some connection Widx
Jurisdictionothe than the mere holding of such Covered Bc
or Coupon; or

c) in respect of any demand made for payment more than t
days after the Relevant Date except to the extent that the h
thereof would have been entitled to an additional amoun
making sucldemand for payment on or before the expiry of si
period of thirty days; or

d) where such withholding or deduction is required to be m
based on provisions of the Act on Withholding of Public Lev
at Source No. 45/1987, as amended, the Act on Withholafir
Tax on Financial Income No. 94/1996, as amended, and Al
3 of thelTA, and any other legislation, laws or regulatio
replacing or supplementing the same.

In the event of insolvency of the Issuer, the Covered Bondsmertstanding
in accordance with the Terms and Conditions of the Covered Bonds.

In the event of bankruptcy of an issuer of covered bonds, covered bondh
and derivative agreement counterparties are entitled to rights of priority
assets in theover pool that are registered in the Register, as well as ove
funds that originate from those assets.

The net proceeds for each issue of Covered Bonds issued undi
Programme will be for general funding purposes of the Issugher if stated
in the Final Terms.

Covered Bonds issued under the Programme may or may not have a ra
a rating agency as stated in the applicable Final Terms.

Covered Bonds issued under the Programme will be clearedgthrie
NCSD, Euroclear, Clearstream, Luxembourg and/or any other clearing s\
as specified in the relevant Final Terms.

Covered Bonds may be admitted to trading on a regulated market as sp
in the applicable Finalerms.The FME has approved this Base Prospec
and applications may be made for new series of Covered Bonds issued
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Governing law:

Risk Factors:

Certain Restrictions:

the Programme to be admitted to tradomg a regulated marketithin 12
months of the date of this Base Prospectus.

The Covered Borsl (except for theNCSD System Covered Bonds), tt
Receipts, the Coupons are governed by, and shall be construed in accc
with, English law except for Conditiond the Terms and Conditiong/hich
will be governed by, and construed in accordance wétandic law.

The Issuer irrevocably agrees that any dispute arising out of the Progre
the Covered Bonds, the Coupons, the Receipts shall be subject to the ex
jurisdiction of the Courts of England.

The NCSD System Covered Bonds will be governegl and construed it
accordance with Icelandic law.

There are certain risk factors that may affect the Issuer and its ability to
its obligations under Covered Bonds issued under the Programme si
general economic and businessditions in Iceland and globally, credit ris
market risk, liquidity risk, operational risk and legal risk.

There are certain risk factors that are material for the purpose of assess
risk of the Covered Bonds issued under the Programme, subl &t that
the Covered Bonds may not be a suitable investment for all investors,
risk, risks relating to the structure of the Covered Bonds, the Cover Poc
certain market risks.

The offer or sale othe Covered Bondsnay be restricted by law in certa
jurisdictions.There are restrictions on the distribution of this Base Prospt
and the offer or sale @overed Bond# the United States, the EEAnited
Kingdom, Hong Kong, SingapoendJapanSeeSelling Restritons.Persons
into whose possession this Base Prospectus orCawered Bondamust
inform themselves about, and observe any such restrictions on the distri
of this Base Prospectus and the offeramgl sale of the Covered Bonds

The Issuer does noepresent that this Base Prospectus may be law
distributed, or that an@overed Bondmay be lawfully offered, in complianc
with any applicable registration or other requirements in any such jurisdic

The Covered Bonds in bearer form are subjedt.S. tax law requirement
and may not be offered, sold or delivered within the United States ¢
possessions or to a United States person, except in certain transi
permitted by U.S. Treasury regulations. Terms used in this paragraph he
meanings given to them by the U.S. Internal Revenue Code of, 188
amendedand U.S. Treasury regulations promulgated thereunder. °
applicable Final Terms will identify whether TEFRA C rules or TEFRA
rules apply or whether TEFRA is not applicable

The Cntral Bank of Icelandpublished the Rules on Special resel
requirements for new foreign currency inflows in accordance with
Temporary Provision of the Foreign Exchange Act, no. 87/1982 main
purposeof this instrumenta capital flow managemembeasureis to temper
inflows of foreign currency and to affect the compositibsuch inflowsThe
Rules contain provisions on the implementation of special res
requirements for new foreign currency inflows, including the special res
base, holdig period, special reserve ratio, settlement currency, and int
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rates on deposit institutions C
Iceland. The special reserve base is defined as new inflows of foreign cul
in connection with specified pes of capital, particularly to include ne
investment in electronically registered bonds and bills, and deposits
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RISK FACTORS

The following factors may affect the ability of Landsbankinn hf., Reg. No. 470088, Austurstraeti 11, 155
Reykjavik, Ie | a n dlss@er’ h ea l,dddsbankinn” ) t o f ul f i | its obligations wun
under the Programme. Most of these factors are contingencies which may or may not occur and the Issuer is not

in a position to express a view on the likelihamfdany such contingency occurringactors which are material

for the purpose of assessing the market risks associated with Covered Bonds issued under the Progiismme are
described below.

The Issuer believes that the factors described below représgmincipal risks inherent in investing in Covered

Bonds issued under the Programme, but the inability of the Issuer to pay interest, principal or other amounts on
or in connection with any Covered Bonds may occur for other reasons which may not berednsighificant

risks by the Issuer based on information currently available to it or which it may not currently toezaibieipate.
Prospective investors should also read the detailed information set out elsewhere in this Base Prospectus and draw
their own conclusions prior to making any investment decision.

RISKS RELATING TO TH E ISSUER, INCLUDING ITS BUSINESS AND THE ABILITY OF
THE ISSUER TO FULFIL ITS OBLIGATIONS UNDE R THE COVERED BOND
PROGRAMME

As a result of its business activities, the Issu@xjzosed to a variety of risks, the most significant of which are
credit risk, market risk, liquidity risk and operational risk. Failure to control these risks could result in material
adverse effects on the | ssuesdfaperdiansi nes s, financi al C

The I ssuero6s financial results are signi fnditioasit | 'y af f e
Iceland and globally

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 markespecific events, such as shifts in consumer confidence and consumer spending, the rate of

unemployment, industrial outpugbour or social unrest and political uncertainty.

Thelssuet s business activities are dependent on the | evel
its customers. In particular, levels of borrowing depend on customer confidence, emploemds) state of the

economy and market interest rates at each time. Alssghiercurrently conducts most of its business in Iceland,

its performance is influenced by the level and cyclical nature of business activity in Iceland, which is in turn
affeced by both domestic and international economic and political events. There can be no assurance that a
weakening in the Icelandic economy will not have a material effectdssher s f ut ur e financi al |

In addition, market perceptions and repoggarding the Icelandic economy or its performance may influence
general economic and business conditions in Iceland due to the small size of the Icelandic economy. These
perceptions and reports may have an adverse effect desiiet s b u s i n e cosdition firid neautiscof a |
operations.

Thelssuet s r et ai | bamnkingbusiness pay beaaffeeted during recessionary conditions, as there may

be less demand for loan products or certain customers may face financial problemdsmettinay expeience

higher loan defaults. The impact of the economy and business climate on the credit quality of borrowers and
counterparties can affect the recoverability of loans and amounts due from counterparties. Interest rate increases
may also impact the demaffimk mortgages and other loan products and credit qualitylSsuet s i nvest ment
banking securities trading, asset management and private banking services, as well as its investments in, and sales

of products linked to, financial assets, will be affedigdseveral factors, such as the liquidity of global financial

markets, the level and volatility of equity prices and interest rates, investor sentiment, inflation and the availability

and cost of credit, which are related to the economic cycle. Thesicoesanay have an adverse effect on the

Issueir s business, financi al condition and results of op
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The Issueroperates in a competitive market and increased competition by Icelandic or fasigs could

increase downward pressure on interett naargins. Théssueroperates in a market which has changed rapidly

in recent years, with increased competition. The main competitorf\rdma Bank hf. ( Arion Bank” )

islandsbanki hf( islandsbanki’ ) , Kvi k(@Kvikma8ank” )h fand t h e sing&ieahcinglundc Hou

(t HEF") . There is always a risk of new entrants to the
to merge and increase their strength. Such competition could develop in individual market sectors, or in the market

as awhole(see furthefi De s ¢ r i p tissuernC oonfp ett hi Ehedlssurridas a high market share, which it

intends to maintain. Théssuermakes every effort to ensure that its product range, service and prices are
competitive, and must constantly monitsrcompetitors and their offerings. However, there is always a risk that
thelssuercould lose its competitive edge and that new products could fail to meet the demands of the market or

compete with competitors’ pr othalsstess Ahtomé ¢ghbeenrmrdbtoiver
have an adverse effectontssuet s business, financi al condition and r «
In addition |l cel and’s economy poltioahandecsonomio éxtereal fackots suchthe ot her

withdrawal of the United Kingdom from the E&hd instability or deterioration of the international financial

markets. These factors could have a material adverse effdtte Icelandi@conomy. Although the financial

sector in Iceland is still to some ext subject to capital controls aredmostly funded by domestic deposits, a

gl obal recession is |ikely to affect demand and the p
and aluminium exports.

The Icelandic State Treasury is the laggt shareholder of the Issuer. This may affect the Issuer and its business

As at the date of this Base Pr ospecl8Al's), nahnea glecse |aa n9dsi.c
cent. shareholding and the corresponding voting rights on behtlé dargest shareholder, the Icelandic State
Treasury. The Icelandic Parliament has authorised the Minister of Finance and Economic Affairs to sell all of the

|l cel andic St at e [Ssuewhishane iy exsesssoh7@ peecent. ofigmud’ ke t ot al s hare c
subject to any proposals that may be put forward by the ISFI. Any such sale or disposal, and any conditions
attaching to it, could affecttiesuet s busi ness, financial .condition and r

In certain areas, Icatdlic legislationmposesspecial rule®nthelssuersincethe Icelandic State Treasunplds

the majority shareholding in thesuer These rules do not apply to thesuer s mai n ovbemeptheit i t or s
majority of shares are not ownbgt the Icelandic te Treasury, except for islandsbanki which became wholly

owned by the Icelandic State Treasury in January 2016. These rules may impose a heavier regulatory burden on
thelssuercompared to its competitors and may thus have a negative impactisaube s compet i.ti ve po
Thelssuef s busi ness, financi al cauld diso the affectedbhase ruleseasdiy | t s o f
Article 4 of the Acton theAuditor General and th&uditing of Governmen#ccountsNo. 46/2016(the functions

of the Auditor General includauditing the annual accounts of limited liability coampes where the State owns

50 per centof the shares or morg; (ii) Article 2 of the Information Act No. 140/2012 (th&sueris subject to

provisiors of the Act, butit can obtain a temporary exemption from falling under the scofiesoict); and(iii)

Article 14 of the Act on Public Archives No. 77/2014 (tesueris subject to provisiaof this Act). Following

a settlement with the Icelandic Competition AuthorityldnMarch 2016 relating tthe changes in ownership of
islandsbankiand a motion approved ilyh e Annual GeAGMIP 3 | o IBseerhilécan g4 April

2016, the Board of Directord the Issueaddedprovisions on the competitive independence etsbuertowards

other stateowned commercidbanksto its rules of procedures.

Although economic growth has returned in recent years, the Issuer is vulnerable to a range of economic risks
that face the Icelandic banking system

Although economic growth Isabeen robust in the past four years and inflation has been low, the Issuer expects
economic growth at a sl ower rate as wel/l as higher i
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Economic Research departmempiredicts 2 per cent. averageoaomic growth over the next three years. This is
comparable to the average growth expected in developed economies in the coming years.

The inflation outlook has worsened since fBiiL8 and inflation is expected to remain slightly above the Central

B a n kinflagion target throughout 2021. The deterioration of the inflation outlook is due to sharp ISK
depreciation, rising import prices and increasing labour costs. There is increased uncertainty in the inflation
forecast due to the ISK exchange rate andpdide developments. There is also a considerable uncertainty
surrounding the outcome of collective bargaining talks which may have a considerable impact on the development
of inflation in the coming years. The average inflation forecasts are 3.7 peince@i9, 3.4 per cent. in 2020

and 2.9 per cenin 2021.

In early October 2008, the Icelandic economy experienced a serious banking crisis when the three large
commercial banks, Glitnir banki hfandsbanki islands hf. and Kaupthing Bank hf. (togethet @id Banks® ) ,

were taken into special resolution regimes on the basis of Act No. 125/2008, on the Authority for Treasury

Di sbursements due to Unusual F i Bmemendy Attt ) Maprakseste dCibryc utr
Icelandic Parliament. Since thethe Icelandic economy and the financial system have taken a number of steps
forward. Economic growth has been quite robust compared to other developed countries in recent years (See
further“Th e | c el an )l The ecenominupswingand improved ptévaector financial conditions are

reflected in the position of Icelandic banks, with good returns on equity and total @ssetbe past years
declininglevels of norperforming loans and high capital ratios. Banking system liquidity has remained strong

and capital ratios of the three largest Icelandic commercial banks are strong and well above the required minimum

of the Financial Supervisory AuthoritytfME” )T.he Cent r al B a @dntraloBank” )c e wmldi  H éhe
Financial Stability Report kannually.

In the October 2018 Financial Stability Report, the Central Bank concluded that risks in the financial system had
increased since the April 2018pt, but remained moderate. The three key risks highlighted were tourism,
commerci al real estate and residenti al real estate. T
largest single export sectone ani ng t hat lceremdi sgégomemy ans iom | cel
tourist destination. In the commercial real estate sdo@mm,losses couldoccur i f t he past few yea
were undertaken at overly optimistic pric€ommercial real estate prices in the gre®eykjavik area have

soared in recent years. In the view of the Central Bank, risk can accumulate when high commercial property prices

and growing corporate debt go hainéhand. At the time of the October 2018 report, the rise in house prices in
thegrer Reykjavi k had eased. However, househol ds’ mo r t
view of the Central Bank, these factors are likely to increase the systemic risk related to the housing market.

In the most recent International Monet&rys n d INMMR"h)ye Ar ti cl e |V Cons Ndveambdri on St &
2018 the IMF statedthat hey expect Il celand’s economy to continue
in exchange rate between 2014 and 2016 has dampened the rate of tourifmTgrsmhas lessened the demand
pressures and hel ped t o allayedoverhhating boacerssiTmeghreendownisiget . Thi
risksmentioned irthe report aréi) high jet fuel prices and fierce air transport competition, which are cigitig

the airline business and risking disruptions to touri@inr i si ng gl obal trade tensions,
aluminium industry, among other sectoasd (iii) the results of Brexit, which could dampen demand ftben
United Kingdomoneofl cel and’ s most i mportant export mar ket s.

In June 2015, the Icelandic Government announced a comprehensive strategy for capital account liberalisation,
which entailed a threefold plan towards the removal of capital control. One of the main objectiaggaming
economic and financial stability in Icelantihe strategy for capital account liberalisation involves a number of
complex transactions which, therefore, leads to a number of risks. These risks include the risk of disorderly
unwinding of ISkdenaminated assets, legal disputes and a slower than envisaged path toward liberalisation. Such
risks related to the liberalisation of capital controls could bring negative consequences for the domestic economy

1 https://www.landsbankinn.com/Uploads/Documents/Frettir/200:8 1-Macroeconomidorecast.pdf
2 Source: theceland Article IV Staff Report published by the IMF on 14 November 2018
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and/or renewed financial volatility, and could@have a detrimental impact on investor confidence, which could

have a negative effect on thesuer ( Shelssueb s operating environment i s sti
capital controls even though the capital controls have mostly been lifted. Removal of the remaining capital
controls could have a material adverse effectorldkeed s b U si.ne s s

In June 2016the Central Bank published its Rules on Special Reserve Requirements for New Foreign Currency
Inflows, No. 490/2016, in accordance with Temporary Provision IIl of the Foreign Exchange Act, no. 87/1992,
as a me n dFockign Ekchamge A¢t). The ruleswere replaced in March 2019 with Rules on Special
Requirements for New Foreign Suecrieanlc yRe snefrl voewsR e g\Nuwi.r e2n
The main purpose ohé Temporary Provisionll of the Foreign Exchange Ads to provide the Centradank

with a policy instrument, generally referred to as a capital flow management measure, to temper inflows of foreign
currency and to affect the composition of such inflolt®e Special Reserve Requirement Ritaplement special

reserve requirements ielation to some investments using inflows of foreign currefbg. investments aréi)

new investment and reinvestment in bonds or bills electronically issued in ISK, or deposits of such reinvested
funds to ISK deposit accounts, bearing annual intere& per cent. or more; (ii) ISK deposits from listed
transactions; (iii) new investments and reinvestment of new investment in unit share certificates of fiajls that
invest in bonds or bills electronically issued in ISK or ISK deposits from such ineesthearing annual interest

of 3 per cent. or morand (b)constitute 10 per cent. or more of the flmdssets; (iv) new investments and
reinvestment of such new investment in the equity of a company that is established for the purpose of investing,
directly or indirectly, in bonds or bills electronically issued in domestic currency or that is established for the
purpose of investing, directly or indirectly, in ISK deposits, bearing annual interest of 3 per ceate; and (v)

loans granted to resideantities that are used for investments in ISK, for the benefit of the lender, in bonds or
bills electronically issued in ISK or ISK deposits from such investment, bearing annual interest of 3 per cent. or
more.

If an investment is subject to special regerequirement, the investor is obligeddeposit a specifiportion
(currently O per cent), in areserve account for a certain holding petioghich may range up to five years
according to Temporary Provision Il of the Foreign Exchange Bepositinstitutions are required to deposit
the special reserve amount that they hold in special reserve accounts to a capital flow accouatGettiréth
Bank of Iceland which bears 0 per cent. interest. The settlement currency for capital flow accoubts thleall
Icelandic krona S e e Taxatioh dneé Capital Inflow RestrictiondRues on Special &erveRequirements
for NewForeign Currency mflows Capital Inflow Restrictions ”

Although the conditions have developed that permit lowering the Special Reserve Requirements to 0 per cent.,
because the likelihood of substantial inflows leading to an overshooting of the exchange rate and to severe
disturbances in the monetary policyrtsaission mechanism has subsided, no assurance can be given that the
Central Bank would not rempose elements of the Special Reserve Requirements which have already been lifted.

The economic and financial environmgiaigether with theperating and fingcial conditions of borroweysnay

affect thelssuet s | e v epkrlormimdg bans,@etermination of loan values and the level of voffte Levels

of problem loans, determination of loan values and the levels of-effgewill depend on general ecaméc
developments and operating and financial conditions ofdlerantborrowers No assurance can be given that

the rate of problem loans will decrease in the future. The Icelandic banks could be adversely affected if other

developments in the Icelandiconomy or internationally resultinafurttke c | i ne i n | cel and’ s ec
particularly in countries that constitute Il celand’s
Kingdom.

3 The Tenporary Provision Ill of the Foreign Exchange Act states that the spe@aleastio may range up to 75 per cent.
The special reserve ratio was first set at 40 per cent.in June 2016. The ratio was reduced to 2ihpeéovember 2018 and
to O per ceh in March 2019.

4 The special reserve requirement can also be satisfied via repo transactions with Central Bank certificates of deposit.
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Shoul d | cel and’ s e c ohydomgsticoreexterrdfaetors whiethier e & rfesailtof amydof the

above factors or for other reasons, such as fluctuation in the value of the Icelandic krona, lack of foreign
investment, inflationglobal recessionr strikes due to unsuccessful collgetbargaining negotiationg could

adversely affect the ability of thesuet s cust omers to repay their | oans wl
adverse effectontigsuet s business, financi al conditionsandr esul t ¢
its ability to make payments in respect of @avered Bonds

The Icelandic banking system is relatively small and has been subject to restructuring, which could limit
opportunities and involve risks that could materially affect the Bank

TheBankj s| andsbanki and ANaewdBanksBlankr € t olyet hlere ¢ hlear gest
Iceland and were established after the banking crisis in. Zb@&otal assets of the New Banks, comprised around

72 per cent. of the total assetsatificelandic credit institutions (excluding the Central Bank and including the
failed banks’' Smedtitdendof 2018 napcardirig ¢osthe Central Bah&.Icelandic banking

system is small and the New Banks have had limited opportunities fathgrdohe New Banks have so far
primarily engaged in domestic |lending in krona. The
by customer¢seefi De s ¢ r i p Issuar-f u o ©d ). Fhg Belandic Government maintained a policy between
October2008 and September 201t€at deposits in banks domiciled in Icelameeded tde guaranteed by the

Il celandic Government . The basis of this guarantee wa:
October 2008 stating that deposits in domestiamercial and savings banks and their branches in Iceland would

be fully covered. In September 2Qt®weverthe Icelandic Government stated that it saw no reason to retain the
declaration guaranteeing deposits in effect and stated that previous statem#is topic no longer apply. It is

not known whether, and in what capacity, the Icelandic government would assist the banking sector during
difficult times in the futureE x t er n a l factors might also affedun the |I|s
term such as the increased availability of other investment opportunities for depositors who currently hold deposits

with the Issuer.

The I celandic Government’'s strategy for capital accol
threebld plan, involvel a number of complex transactions, including mitigating the risk of capital flight from
customers, who have not been able to transfer their deposits and/or offshore krona assets due to the capital
controls. In March 2017, the Icelandic @onment announced that the capital controls would to a large extent be
removed.For further informationsee” Thelcelandic EconomyThe recession in 2008 and the restructuring of

the financial secterThe Capital controls Thelssuerhas, to datenot experienog any significant withdrawal

of deposits by customers who were to some extent restricted from doing so, due to capital ddwetrelis no

assurance, howeveahat the Icelandic Central Bank will be able to prevent capital flytdthuswithdrawal of
deposits by the Issuérs cust omer s, in the event capital control s
a greater degree in the future.

The relatively small/l banking system, g iThedcrlandich e s mall
Economy )and the ongoing restructuring of the Icelandic banking sector have affected and continue to affect the
Icelandic banks. The reputation of the Icelandic banking sector has at times been negative due to the financial
crisis in 2008 andhe subsequent recession in Iceland. This negative reputation can be reflected in political and
legislative decisions which have had a material adverse effect ossther Various ideas have been discussed

on how to improve the banking sector in Icela@te being to initiate a sale process on either of the two state
owned banks, namely Landsbankinn and [IslandsTheanki . F
Icelandic State Treasury is the largest shareholder ofiskeer This may affecthe Issuerand its business.

Anotheris the introduction of a potential law requiring the separation of commercial banking activities from
investment banking activities, which could require thsuerto divest or otherwise restructure some of its
opemtions. No such requirements has been enactddt& but there can be no assurance that such law or similar

5 SourceCentral Bank of Iceland,andsbankinn, Arion Bank and islandsbanki annual reports
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or related measures will not be proposed and ultimately be enacted, which in turn could havialanegative
effectonthe lssuers busi ness.

The occurrence of any of the factors described abov
confidence in the banking system in Iceland and could have a material adverse effedsenethes b usi nes s,
financial condition and operating resultgats ability to make payments irgpect of any the Covered Bonds

The | ssuerbés operating environment egnthdudghlthe capital s o me
controls have mostly been lifteBemoval othe remaining capital controlscould havea material adverse effect
on the I ssuerds business

Work on removing capital controls in Iceland nearly complete according to the comprehensive strategy
implemented by the Icelandic Government in June 28186 &he fcelandic EconomyThe recession in 2008

and the restructuring of the financial secto€apital Controf Jut the date for full and complete liberalisation

of capital control is unknown. If the capital control regime is removed in a manner which fails to protect the
Icelandic economy froma negative impact of its removal, there will be negative consequences for the Icelandic
Government's fiscal position, the stability and reco\
as a whole. This could adverselyeaf the ability of the Issuks customers to repay their loans which in turn

could have a material adverse effect on the Issumrsiness, and its ability to make payments in respect of the

Covered Bonds

Capital controls have the purpose of limiting fi@wv of foreign currencies in Iceland and prohibiting certain
transactions with securities, which could adversely affect the ability of investors to invest in and trade with the
Covered Bondsssued by the Issuer. It is uncertain when and if the remaigBtgctions of the capital controls

will be lifted in full, and if economic circumstances in Iceland were to change, there can be no assurance that the
Central Banlof Iceland, would not rémpose elements of the capital controls which have alreadylifteein

Prospective investors i@overed Bondsssued under the Programme must consider thefikther changes to

the capital controls and the special reserve require
and an investment in tH@overed BondsProspective investors who are in any doubt as to their position should

consult their professional advisers

Increase in competition and changes in ownership of the New Banks may affect the Issuer and its business

As demand for new lending dother financial products increases, iggierexpects to face increased competition

from other large Icelandic banks, pension funds and smaller specialised institutiinD(eeg c r i p tssuern of t h
-Co mp e t)ilrtadditionpas the capital contrdlave mostly been eased and there is sufficient credit demand,

the Issuermay potentially face competition from foreign banks seeking to establish operations in Iceland. The
Issueris subject to considerable regulatory scrutiny that can hinder its coingratss. Due to the small economy

of lceland and théssuet s | ack of scale advantage and high regul at
financial institution in Iceland, foreign competitors may have more resources and financial means dwailable

them compared to thé&ssuer,allowing foreign competitors to offer banking products at a lower pricelsEuer

may have to comply with regulatory requirements that may not apply to such foreign competitors, creating an
unequal competitive environmen

In addition, it is likely that competition will intensify even further with the emerging competition from financial

t e c h noFineghy ) ( #ips @especially digital technology that is often referred to as FinTiedhg coming
yearstheRevi sed Payment ServicRSDD)rectliveokhe. i 20d5k23 €6t
increases competition between payment providers. The PSD2 requires the commercial banks to open up their
application pr oAPls’a)m ishadptalfahty etpatyment 3FIRPsV) ceaproivi det
access and use their client’'s account dat a. I n essen
their production, by allowing new entrants to provide almost any kind of bankimiyigsand services under

lighter regulation. When PSD2 comes into effect, the distribution of financial services will become open to non

banks and consequently, retail banking revenues could decrease. Competitive pressures caused by FinTech firms,
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and in prticular the emergence of open banking, may cause greater and faster disrupfioksto b usi nes s
models and revenues in Iceland. This could therefore have a negative effectssnehes busi ness.

To keep up with the rapid development in the finaniarket, thessuerreplaced its core deposit and payment
system, with Sopra banking system, which simplifies
Sopra banking system opens the way to increased integration of software solutiorimanttial system.

Thelssuerwill continue to offer the full range of specigdd financial products to individuals, corporate entities

and institutions and to work on product development to meet increased competition and keep up with the rapid
developmat in digital technology. If théssueris unable to provide attractive financial products and services at

more competitive prices, or to implement solutions to keep up with development in digital technology, it may lose
market share which could have a eral adverse effect on thesuet s b usi nes s, prospect s,
and its ability to make payments in respect ofGlosered Bonds

As at the date of this Base Prospectus, the Issuer and islandsbanki which are two of the four commercial banks i
Iceland, are partially or wholly owned by the Icelandic State Treasury. In February 2018, it was announced that
5.34 per cent. of issued shares in Arion Bank had been sold to domestic funds and existing internationa
shareholders, who owned 29 per camthe bank after a private placement in March 2017. In June 2018, further
sales of shares in Arion Bank through initial public offerings took place and the shares were listed on the Icelandic
and Swedish Stock marlsetAccording to the ISFI which managble shareholding and the corresponding voting
rights in the Issuer and islandsbanki, on behalf of the largest shareholder, the Icelandic State Treasury, it is likely
that the Icelandic State Treasury will want td palt of its shares in the Issuer andfoislandsbanki in the near

futur e. For further i nfTheloedandic State Treamiy is thédlargest sharéhdlden e nt |
ofthelssuér. Thi s may affect the | ssuer and Bankscarbaffeti nes s.
the competitive environment and the | ssuer’s business
Should one or more of the | ssuerdés counterparties fai

ef fects on t he nahcialsconditiodand rbsults of aperatisns f i

Granting of creditisthissuet s maj or source of Issuetesmenoasnd sdrgend ifti craing k
Credit risk is defined as the risk that a party to a financial instrument, be it a clistdmer or market
counterparty will cause a financial loss to thgeuerby failing to fulfil its obligations.

Adverse changes in the credit quality of tkeuet s cust omers and counterparties
Icelandic or global economic conditions, or arising from systematic risks in the financial systems, could affect the
recoverability and value oftiesuet s asset s and resgueli § epramvii ico e afser i mad |
debts and other provisions. Specific issues and events where credit risk could adversely affect rever@ies in 201

and subsequent years include but are not limited to:

1 Concentration of loan portfolio in certain secsacould adversely affect thesuer Thelssuer s | oan port f o
is relatively concentrated in key sectors. These are households, fisheries, construction and real estate
companies. See furthérDe s ¢ r i p tssuernL ocafn tPhoeDdwhtaris inohése sectors that would
influence customers’ ability to meet Issuélesi rb uosh Iniegsast,i
financial condition and results of operations.

1 Deterioration of economic conditions could increase the resglioan impairment for thissuer A higher
unemployment rate, reduced personal disposable income levels and increased personal and corporate
insolvency rates may reduce customers’ ability to r
coud have an impact on the adequacy ofldseer s | oss reserves and future i m

The Issuer is exposed to a range of market risks, the most significant being equity, interest rate, foreign
exchange and indexation risks

Market risk is the riskhat the fair value or future cash flows of financial instruments will fluctuate because of
changes in market prices. Market risk arises from open positions in currency, equity and interest rate products, all
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of which are exposed to general and specifickiet movements and changing volatility levels in market rates and
prices, for instance in interest rates, credit spreads, foreign exchange rates and equity prices.

Changes in interest rate levels, inflation, yield curves and spreads may affect thst naterenargin realised

between lending and borrowing costs. Changes in currency rates affect the value of assets and liabilities
denominated in foreign currencies and may affect income from foreign exchange dealing. The performance of
financial markets macause changes in the value oflbguet s i nvest ment and trading poc

1 Increased volatility in the equity markethelssuet s equi ty ri sk comes from both
trading. Elevated uncertainty in the financial markets could feancreased volatility in the equity markets.
This could lead to a devaluation of equities and investment funds held kgstlegand have an adverse
effectonthdssuet s business, financial condition and result

1 A major portion ofthéssueb s asset s and ldlated Thelssuei € si arer é sit er asé¢ |

from the impact of interest rate changes onlfseef s assets and Iliabilities, S i
Issuet s assets and -relatadmiorle mannee @ anathee Linitedtaecess te tapital markets
could have a negative effectontlsesuer s r evenues as it may be unable to

between assets and liabilities, based on the timing of interest rate reset orymaturégxample risks can
arise if there are fixed and variable interest rate items in the same maturity bracket; this may lead to open

interest rate positions on the assets or liabilities side. This could then afféssube s pr of i t abi | it
Issuermay also be limited in its ability to adjust interest rates applied to customers due to competitive
pressures.

1 Increased volatility in the foreign exchange markétselssuet s f or ei gn exchange ri sk @
to unanticipated changes in the eange rate between currencies. Increased volatility in the foreign exchange
markets could have an adverse effectoridkeet s busi ness, financi al condi tic

Thelssuerfollows Rules No. 950/2010 on Foreign Exchange Balansesgtsby the Centr&@ankof Iceland (the

“Rules on Foreign Exchange Balancés) . The Rules on Foreign Exchange Bal
foreign exchange balance (whether long or short) must always be within 15 per cent. of its capitaldaase,

currency and for all currencies combined.

Thelssuerhas taken various measures to decrease its overall currency risk and to bring expected future currency
risk levels within acceptable limits.

1 Imbalance in CPI indexed assets and liabilitiése Issuet s i ndexations risks arise
imbalance in its CPI indexed assets and liabilities. CPI indexation risk is the risk that the fair value or future
cash flows of CPI indexed financial instruments may fluctuate due to changes ireldmdic CPI. The
majority of thelssuet s mor t gage | oans and consumissuerndtiefore ar e i1
exposed to inflation risk. In the case of deflation in the CPI, there could be a corresponding impact on the
balance sheet andds to thdssuer

The Issuer is exposed to liquidity risk. The inability of the Issuer to anticipate and provide for unforeseen
decreases or changes in funding sources could have
obligations as and whethey fall due

Liquidity risk is the risk that thissuerwill encounter difficulty in meeting its obligations associated with financial

liabilities that are settled by delivering cash or another financial asset, or of having to do so at excessive cost. This

risk arises from earlier maturities of financial liitiiés than financial assets. Thesuet s | i qui di ty mana
policy is built on international standards on liquidity risk measurements developed by the Basel Committee on
Banki ng Sup Basel Cosnmitied )f¢r exareple the iquidity Coveragera i @CR(" ) amMdt t he
StableFundingrat iNBFR'9 and it al so applies measurements that
Issuer

23



Thessaemp!l i sl wst No. 266/ 2017, on Liquidi tRulReast ioons, e
Ligdity "R@aheosiquidity rules are based on the liquidi
framework, which was fully implement@hdei RulesglandLiqu
Rati os are based onBadel LCRmrdietvted ®@p e dll bfyaurelhieguodi t gga
is furthermMDaesrrcirp thliewnuRams kt Manage menlth eF rCaBmenakicasl & s et

Rul es No. Xuwmdrared @ ¢, loshsicueempt h e sT hwdo rhufluensdi ng r ati os ar
the NSFR.

The Issuer is exposed to refinancing risk. The inability of the Issuer to refinance its outstanding debt could
have a negative impact on the | ssuerds business

The Issueris predominantly funded by customer deposits, market funding and share capitdésiémdhas

diversified its funding profile by issuing bonds, aB@dvered Bondén the domestic and international markets.

The inability of thelssuerto refinance its outanding debt in the future, at the right time and at a favourable

interest rate could affect thesuet s busi ness. | nflgswuemat f andregardi hgrther
ADescr i ptssuer+F unfd i tnlged .

Operational risks are inherentin he | ssuer ds business activities and ar

Operational risk and losses can result from fraud, errors by employees, failure to document transactions properly
or to obtain proper internal authorisation, failure to comply wéhutatory requirements and business rules,
equipment failure, natural disasters or the failure or inadequacy of internal processes or systems or external
systems; for example, those oftlseuet s suppl i ers or counterparties.

Thelssuerhas in place and maintains necessary rules and working procedures and keeps them accessible to all
employeesonthissuet s i ntranet. I't is intended to ensure that
one place. However, there is no guararntet mistakes will not be made, which might have a material impact on
thelssuet s busi ness.

Both current and former employees of lksuercan damage thssuelif they infringe its rules either intentionally

or through negligence. While it is diffidub evaluate the damage in each instance, the loss can be financial and/or
detrimental tadhelssuet s r e p u tlsauercooldhsufferiatiogs as a result of criminal actions, suchssuar
robbery, fraud, money laundering or embezzlement. All es¢hrisk factors could cause tlssuerextensive
damage and affect its performance.

Thelssuerhas implemented controls designed to detect, monitor and mitigate operational risks. However, these
controls cannot completely eliminate such risks as somebeadiifficult to detect or recommendations and
suggestions of surveillance units of tlesuer(such as the compliance and internal audit functions) could be

ignored, misunderstood or misapplied and mitigation may fail to be effective. Failures in iotarrals could

subject thelssuerto regulatory scrutiny. Such events could harmldseiet s r eput ati on and hav
adverse effectontiesuer s busi ness, prospects, financi al position
make paymets in respect of th€overed Bonds

The Issuer is exposed to the risk of breach of securityauthorised disclosure of confidential information and
personal dataor functionality of its information systems that could have materially adverse effectshen t
| ssuer s business

Issues and their activities are increasingly I€Ependent
systems, including a significant shift away from physisalerbranches and towards greater reliance on internet

websites anthe development and use of new applications on smartphoneksstieé s | CT systems com
major operational risk, both with regard to their functioning and accessibilityysshef s | CT syst ems ar €

and in many instances depend upo+operding partners and they are vulnerable to a number of problems, such
as software or hardware malfunctions, interruptions in network availability, hacking, human error, physical
damage to vital ICT centres and computer viruses. Various kinds of exterclikatteuuses, denial ofervice
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attacks or other types of attacks onldmiet s comput er sy stlssusiss copd rdagsiersm u.ptTHhH
has in place specific disaster recovery and business continuity plans, including backup sites. Ittieelyot en
possible, however, to eliminate operational risk arising from unexpected events.

As part of its businesthelssueris responsible for safeguarding information such as personal customer, merchant
data and transaction data. ICT systems need regular @sgradneet the needs of changing business and
regulatory requirements and to keep up with developments in the raacked be able to rely on information and
communication technology more broadly. Thsuerbelieves it has in place sufficient policies and procedures to
comply with relevant data protection and privacy laws by its employees and anpaltydservice mviders.

The Issuerhas also taken necessary steps to implement and maintain appropriate security measures to protect
confidential information. However, tHesuemay not be able to implement necessary upgrades on a timely basis
and upgrades may fail tariiction as planned. In addition to costs that may be incurred as a result of any failure
of its ICT systems or technical issues associated with, as well as the general cost of, upgrading its ICT systems,
the Issuercould face fines from regulators if it€T systems fail to enable it to comply with applicable banking

or reporting regulations, including data protection regulations.

Thelssuemaintains backp systems for its operations, onglwbackup systemis located outside its premises.
However,under limited circumstance$or examplein the event of a major catastrophe resulting in the failure of
its ICT systems, thissuercould lose certain recently entered data with regfards operation located outside
premisesor asignificant portiorof data with regards to its international operations.

In the event of a breach of applicable ldue toloss of confidential informatigror as a result of unauthorised

third party accesshis could result in additional costs relating to compensatiorsfineputational damage, loss

of relationship with financial institutions, sanctions, legal proceedings, and adverse regulatory actions against the
Issuer,by the authorities, customers, merchants or other third pattresuthorised disclosure of confide
information could occur in a number of circumstances, includirgesult of software or hardware malfunctions,
interruption in network availability, hacking, human error, physical damage to vital ICT centres and computer
viruses, as well as physicecurity breaches due to unauthorised personnel gaining physical access to confidential
information.

In 2018 the European General Data Protection Regulation’' ##PR”) was implemented in Icelandnd other
jurisdictiors in which thelssueroperatesThe Issueris exposed to the enhanced data protection requirements
under the GDPR anits needetb make additional changes to its operations, which incurred additionglicost
order to comply witlthe GDPR. Failure to comply with the GDPR could subjeetissuerto substantial fines.

Although thelssuemmaintains customary insurance policies for its operations, such insurance policies may not be
adequate to compensate tissuerfor all losses that may occur as a result of any aforementioned damage,
interruption, failure or lack of capacity. A sustained failure oflsset s | CT systems centrall
branches would have a significant impact on its operations, reputaid the confidence of its customers in the

reliability and safety of its banking systems and could result in costly litigatkms.of the aforementioned

factors could have a material adverse effect odbeet s busi nes s, pr osgn@or resaults f i nan
of operations, and its ability to make payments in respect @@tlered Bonds

Cyberattacks

Cybersecurity risks are foremost related tolseier s i n t énguserd ancbireclnde potential unauthorised

access to privileged and s#ive customer information, including internet bantgkcredentials as well as account

and credit card informatiomhelssuet s acti vities have been, and are exp:¢

increasing risk of ICT crime in the form of Trojan akta and denial of service attacks, the nature of whieh
continually evolving. Théssuerbelieves it has in pladavestments to address threats from cyberattackshbut
Issuer cannot guarantee thaese investments will be successful in part oulihdr without significant additional
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expenditures. Thissuermay experience security breaches or unexpected disruptions to its systems and services
in the future, which could, in turn, result in liabilities or losses tdgheer its customers and/ohitd parties and

have an adverse effect on th&suet s b u prospeets, geputation, financial position andfesults of
operationsand its ability to make payments of tBevered Bonds

Thelssuer relies on thirdparty service providersvhich mayfail to perform their contractual obligation, which
could have materially adverse effects on the | ssuerds

Thelssuerrelies on the services, products and knowledge of-fiartly service providers in the operation of its
business. No assurance damgiven that the thirgarty service providers selected by thsuerwill be able to

provide the products and services for which they have been contracted, for example, as a result of failing to have
the relevant capabilities, products or services atglor due to changed regulatory requirements.

Thelssueralso faces the risk that thiqghrty service providers may become insolvent, enter into default or fail to

perform their contractual obligations in a timely manner (or at all) or fail to perfaimdbntractual obligations

at an adequate and acceptable level. Any such failure from anyptringservice provider, such &sT system

service providers, could lead to interruptions inlfseier s oper ati ons or r @Tsysttnts, i n vul
exposing thdssuerto operational failures, additional costs or cybt#tacks. Thdssuermay need to replace a

third-party service providepn short noticgto resolve any potential problenad the search for and payment to

a new thirdparty serice provideron short noticeor any other measures to remedy such potential problems may

be costly.

The Issuer[generally includes confidentiality obligationgn its agreements with third party partness service
providers who may have access to digential information Although the obligationsestrict such third parties

from using or disclosing any such confidential information, these contractual measures braglett@revent

the unauthorised use, modification, destruction or disclosurenditiential informationFurther thelssuemight

not be ablego seek reimbursement from such third party in case of a breach of confidentiality or data security

obligations

Any failure by a thirdparty service provider to deliver the contracted prodants services in a timely manner

(or at all) or to deliver products and services in compliance with applicable laws and regubaitrsd an
adequate and acceptable level could result in reputational daatdjgonal costs relating to customers and/or
merchant compensations or other chargi&sms, losses and damages and have a material adverse effect on the
Issuer its business, prospects, financial position and/or results of operations, and its ability to make payments in
respect of th€overed Bonds

Failure to manage compliance risk could adversely aff

Compliance risk can be defined as the risk of legal or regulatory sanctions, financial loss or damdgsuetthe
reputation as a result of failure to comply with applledaws, regulations, codes of conduct and standards of
good practice, which could have an adverse effect on thes upeospecss and ability to make payments in

respect of theCovered BondsThelssuet s Compl i ance Of flssoedis maoahietsornosn tskeatu
trading and insider dealing are followed, and thatldseet s oper ati ons comply with t
Transactions, the Act on Actions to Combat Astomey Laur

Actions to Combat Money Laundering and Terrorist Financing” ,) and other relevant legislation and
regulations

The Issueris subject to rules and regulations regarding -bribery, antimoney laundering, anterrorist
financing and economic sanctions. In geneta risk that banks will be subjected to or used for bribery or money
laundering has increased worldwide. Monitoring compliance with-raatiey laundering and asrrorism
financing rules can put a significant financial burden on banks and other &hiaistitutions and pose significant
technical problems.
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The Issuerbelieves that its current policies and procedures are sufficient to comply with applicable rules and
regulations. There jfiowever alwaysarisk that its antimoney laundering and aftgrrorism financing policies

and proceduremight fail toprevent instances of money laundering or terrorism financing, oitshahployes

might fail to complywith such policies. Any violation of anthoney laundering or antérrorism financing rules,

or suggestion of violations, may have severe legal and reputational consequences$oethad could have a
material adverse effect on tigsuerfinancial conditiols and results of operations. Thesuercannot guarantee

that further changes to suglicies could completely prevent situations of money laundering or bribery, for
which thelssuermight be held responsible

Regulatory changes or enforcement initiatives could increase complianceseost adversely affect Issuer’s
business, if the Issuebecomes subject to increasingly complex requirements

Thelssueris subject to banking and financial services laws and government regulations. Regulatory changes such

as the adoption in Iceland of Directive (2014/65/EC) on Markets in Financial Instrufé4D Il ” ) , whi c h
updates the existing MiFID directive, and NER") ati on
could affect the way in which the Issuer and its principal subsidiarie$i (Be o Jucpndlucts its business. See

f u r tDeeriptior of thelssuer- Organisational Structure .

The adoption in Iceland of MiFID Il and MiFIR will replace, extend and improve the functioning of the existing
European rules on markets in financial instruments and strengthen investor protedindmdoying additional
organisational and conduct requirements and increase in transparency. The adoption of MiFID Il and MiFIR will
give more comprehensive powers to regulators and introduce the possibility of imposing higtar finascial
institutions subject to MiFID lin the event of infringement tsuchfinancial institutions of the requirements of

such regulation®As MiFID Il and MiFIR will significantly extend not only the scope but also the detail of existing
regulationsthe Group will have¢o review existing activities and make adjustments where necessary to make sure
it remains compliant with MiFID Il and MiIFIR. The Group will have to provide more information to their
customers, such as the cost and charges involved in providing invesengioes and, as a result, could face
significantly higher compliance costs and become subject to increasingly complex requirements and additional
|l egal risk, which could in turn have a mat eositianl adver
and/or results of operations, and ability to make payments in respect@fikeed Bonds

The |l ssuerb6s future success depends, in part, on it
experienced banking and management personnel

Thelssuet s remuneration policy is determined by the Boar

Thel s s perforimance is, to a large extetependent othe performance adfs senior managemeand highly

skilled employeesThe departure of key memisesf its senior managementamployeesnay significantly delay

theattainment ofhelssuet s busi ness objectives and could have a ma:
condition and results of operations.

In addition, competition for persarl with relevant expertise is significant, due to the relatively small number of
available qualified individuals. Failure to attract, recruit and retain senior management and key employees could
have a material adverse effectonidsier s busi ness.

Damage t o t he anhdreputaionéosld adweraely affect its operation

The image and reputation of financial enterprises are among their most valuable assets. The risk of damage to the

Issuet s i mage or reputati on ctddispussois Bamage tolitssmagevoereputation i st |
could promptthdéssuet s customers to direct their business el sew
Issuet s business. Such damage <could resulns of lavoaer i nst al

regulations, errors of judgement and poor service or products offered.
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Environment al di saster s, natur al catastrophes and ac:
revenues and oigoing operation

Although natural catastrophes@d envi ronment al di sasters could threat
operations, attempts are made to limit this risk by ensuring the security of critical equipment, its location and
distribution between risk areas. The Issuer also has in ppemifis disaster recovery and business continuity

plans.

The I ssuerd6s financial statements are based in part
lead to future losses

The preparation of financial statements requiresishaetr s  meanerd tp make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual results may differ from these estimates. Estimates and underlying assuenption
reviewed on an ogoing basis. Revisions to accounting estimates are recognised in the period in which the
estimates are revised and in any future periods affected. Estimates and assumptions involve a substantial risk
which could result in materiabipustments to the carrying amounts of assets and liabilities during the next financial
year.

The Bank may be impacted by changes in accounting policies or accounting standards and the interpretation of

such policies and standardsrom time to time the istr nat i onal Account i PABB” $t andar
changes the financi al accounting and reporting stand
statements. In some cases the Group may be required to apply a new or revised standartheoagiiecation

of an existing standard, retroactively, rendering a restatement of prior period financial statements necessary.

The I ssuerb6s insurance coverage may not adequately co

Thelssuerhas taken a conscious decision to insurefiesghinst specific risks. Thasuerholds all mandatory
insurance coverage, including fire insurance and mandatory vehicle insurance, plus comprehensive vehicle
insurance. Thessueralso holds insurance policies provided for in collective bargaining agreements with the
Confederation of Icelanditssuerand Finance Employees, such as life and accident insurance, and insurance
stipulated by other wage contracts as applicable. In addithelssuerhas taken out liability insurance against
third-party claims, insurance on moveable property and professional liability insurance for its auditors and
directors’ and officlesuess Hiabtct bty anhdhdsemlsoearriesmanabe m
insurance againstomprehensiverime and professional indemnity covera@@mprehensive crime insurance
provides cover for fraud by employees and third parties. It covers financial loss sustainedssydhend its
subsidisy companies, including those sustained in customer accounts, which are first discovered during the period
of the policy, regardless of when the fraudulent acts were comniittaddition, money transportation is insured

in accordance with the interests stake in each instancBecently, the Issuer has taken out a cyber liability
insurance which covers for damages and claim expeeseling from cyber breachess well as possible privacy
regulatory actiondt should be borne in mind, however, thasplige the insurance policies carried by ksguer

there is no guarantee that tlssuerwill be fully compensated should tiesuemeed to lodge claims. If tHesuer

did submit claims under its policies, the premiums it pays could be expected teénorédze future. Thissuet s
insurance policies are subject to the terms and conditions of the applicable policies.

The Issuer may be exposed to risks that are either not identified or inadequately appraised by present risk
management methods

The Issuerhas developed and implemented principles, procedures and rating methods for the monitoring and
identification of risks. Nevertheless, even with these monitoring systems in place it is not possible to completely
eradicate théssuet s e x p 0 s u raeoud kinds wiich kay nai e identified or anticipated. Unanticipated

or incorrectly quantified risk exposures could have a material adverse effecissugte s oper ati on. | nf ¢
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regarding thdssuet s r i sk management Dasaptioh ofrthelbsaeeri RislkeManagembneé d i n
Framewor ko

Legal risk

Thelssuet s business operations are governed by | aws and |
The Issueris regulated by the FME. Thesuet s operating | icence is subject
regulations governing thissuerand its operations, and any breach of those laws or regulations may result in

severe fines, liability for damages and/or the revocationaosthetr s | i cence.

Thelssueris subject to a number of laws, regulations, administrative actions and policies governing the provision

of financial services in Iceland. Any changes to current legislation might affetdshetr s oper ati ons at
results of operations. Althugh thelssuemworks closely with regulators and continually monitors its legal position,

future changes in regulations, fiscal or other policies can be unpredictable and are belgsweéthe cont r ol

Thelssuerwill at any time be involved in a numbef court proceedings, which is considered normal due to the
nature of the business undertaken. Should any proceedings be determined adverskdguertties could have

a material adverse effect on its results. For further information on litigatiohDseseription of thelssueri
Litigationbo

Changes to the Capital Requirements Directive coul d =&

The international regulatory framework fbanks Basel Ill, has been developed and includes requirements
regarding regularry capital, liquidity, leverage ratio and counterparty credit risk measurements. In December

2010, the Basel Committee issued the first version of the Basel Ill framework and a revised version was issued in
June 2012. On 26 June 2013, the European Pantiiand Council adopted a legislative package (known as
“CRDIV") comprising Directive (2013/36/EU) and Regul ati
t he Basel I Il frameworEK )i,n darmd tEarotpreeamg tUme ro nt { & hree gu

The transposition of the CRD IV into Icelandic law is set to take place in separate amendments. The first
amendment was introduced on 9 July 2015 by Act No. 57/2015, which amended the Finadertdkings Act.

This amendment includes CRD I1V's provisions on capit
provisions of the CRR and related technical standards. The second amendment, which was introduced on 1
September 2016, by Act No. 96 2® , and further amended the Financi al
provisions on operating licences, initial capital, information obligations, leverage ratios, supervisory review and
evaluation process. The third amendment, which was introducedMvtay 2017 by Act No. 23/2017, further

amended the Financial Undertakings Act, includes the CRD IV provision on whlistling. The f our t h
amendwkeinth was introduced in 2018, by Act No. 54/ 2018
Act , d epogidions on supervision anconsolidated basis, prudential requirements on consolidated basis,
supervisory collaboration among competent authorities in EU Member Statasefiéh respect ofarge risk

exposure. Furthermore, th&ct No. 54/2018updates the legal basis for implementing Regulation (EU) No.
575/2013, on prudential requirements for credit institutions and investment firms, which was to a large extent
implemented into Icelandic law in March 2017 with Regulation No. 233/2I}1& bill was passed as law in June

2018In February 2019 a further amendment to the Financial Undertakings Act was approved by the Icelandic
Parliament, further implementing CRD IV into Icelandic law, cf. Act No. 8/2019, amending the Financial
Undertakings Act. Théct No. 8/2019 relates to the number of directorships which may be held simultaneously,

as well as further enhancing the duties of auditors under the Financial Undertakings Act. The timeframe for
implementation of the remaining aspects of CRD IV has aetlpublished

6 The act changes the definition of large risk exposures and prdhesinisterwith an authorisation to issue a regulation
with further rules on large risk exposures
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The introduction of new rules in Iceland reflecting
reqguirement sl s supodusl edd roens utlhte i n existing tier 1 and tie

| ssuugmud at ory capital, either Bobrthbhestmegbemglraasahs
need to raise additional capital in the future. Such
additional eeq uai vtayi, | anmbalye noont abtAtnrya cftaiivlidusteimbbnysnatihoet aiamh at
increased regulatory capital requirements or to compl
result in interventionfbganegubasprwhbchtmayi mpoesi i
t hhes sarefri nanci al condition and results ¢ésapraanoinal :

performance and Coonv etrheedq pRra@ncdisnwgi tof drvhewtt boubyt heguhat
i mposition of sancti orCso.veRreas pBeogntdisveomn swvletstohesei i nowi e
consequences of the implementation of CRD IV in lcela

The Council of the European Union has adopted the BRRDigthprovides for a range of actions to be taken
in relation to credit institutions and investment firms considered to be at risk of failing. The implementation of
the BRRD in Iceland and its impact on the Issuer is currently unclear but the taking of actyoa under the
BRRD following completion ofits implementation could materially affect the value of a@pvered Bonds

On 2 July 2014, Directive 2014/59/Brkhich providesan EUwide framework for the recovery and resolution of
credit i nstituti on sBark RetoverynanceResolotiemDirectivé r BBRRDY ) hent er ed
into force. Iceland, Liechtenstein, Norway and Switzerland are members of the EFTA and, ltmjather with
Liechtenstei n EBAMEFTANSGtesvay (sheal S0 a party to the EEA |
EFTA States participate in the internal market of the EU. The BRRD was applied by EU member states from 1
January 2015 and the genelall-in tool (see below) was applied from 1 January 2016. In November 2016, the
European Commission published a proposal to amend and supplement certain provisions of the BRRD.

The BRRD was i ncor pomeattoreSdebruary 2018 witheleciBiMoA21/2048 of the EEA

Joint Committee. The BRRD is designed to provide authorities with a credible set of tools to intervene sufficiently

early and quickly in an unsound or failing institution so as to ensure the continuity of the institution's critica
financi al and economic functions, while minimising t
financial system.

The BRRD contains four resolution tools and powers which may be used alone or in combination where an
institution is considereds failing or likely to fail: (i) sale of business which enables resolution authorities to direct

the sale of the firm or the whole or part of its business on commercial terms; (ii) bridge institution which enables
resolution authorities to transferalo part of the business of the firm to
for this purpose that is wholly or partially in public control); (iii) asset separation which enables resolution
authorities to transfer assets to a bridge institution or on@oee asset management vehicles to allow them to be
managed with a view to maximising their value through eventual sale or orderlydeind and (iv) batin

which gives resolution authorities the power to write down the claims of unsecured credittatiing institution

(write-down may result in the reductiam valueof such claims to zero) and to convert unsecured debt claims to
equity or other i ns gaeneraieailitns tofol  wWndrsaulbijpcit e “cert ai
liabilities would be eligible for the general bailtool), which equity or other instruments could also be subject

to any future cancellation, transfer or dilution.

An institution will be considered as failing or likely to fail when: (i) it is, or is likelyhie hear future to be, in
breach of its requirements for continuing authorisation; (ii) when its assets are, or are likely in the near future to
be, less than its liabilities; (iii) when it is, or is likely in the near future to be, unable to pay itadehéy fall

due; or (iv) when it requires extraordinary public financial support (except in limited circumstances).

In addition to the general bail tool, the BRRDallows for resolution authorities to have the further power to
permanently writedlown orconvert into equity capital instruments or other inseats of ownership such as the
subordinatednotes, issued byt he | ssuer under its Eur o EMBH)Amyn Ter m
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instruments issued to holderssobordinatechotesupon any such conversion into equity may also be subject to
any future cancellation, transfer or dilution.

Any application of the general bail tool under the BRRD shafbllow the hierarchy of claims in normal
insolvency proceedings. Accordingly, tiegact of such application on holders of Mateswill depend on their
ranking in accordance with such hierarchy, including any priority given to other creditors such as depositors.

Under the BRRD, resolution authorities must set a minimum level of owdsfand other eligible liabilities

( MREL” ) f olgsuegaadéohgroup) based on criteria including systemic importance. Eligible liabilities may

be senior or subordinated provided they have a remaining maturity of at least one year and must be able to b
written-down or converted into equity upon application of gle@eral baiin tool.

On 10 FebyravacroymnZGtltde e was a¢pmafitnt eidrgptiod mermdgirenrge tehe BF
|l celand. The Ministry of Fi namlclea bamrda tEcoonn owriitch AtfHe i ¢ «
BRRD should be implemented into Il celandic | aws with
i mpl ementation of the pBaRRIEd ntso Alcdel aNmodi c5 4l/a2vW 1vBas n J
onnBihnci al Un denrdt a kmipnhge memtnitreq t of recovery -gprloaunp, ear
financi al support. The aforementi onfkEeME alctt i io$1samtrieciap d
another bill willclellerdd whb Riatrtle ca meantt deur i ng this | egi sl
BRRD into IlAsellacnedliacnd alwas not yet i mpl eumecnlteecadr thhoew BsRIR
reqguirements may be iapxdIluiteeshegtno tlhcet hfauntpubreee.b s n&sr rent | y
the BARRO in certain circumstances, i mpact ftuhd riinglot s
| cel anflalwd airnc od fl at er al i sed bonds mawhbehs diog dihses lmepd | by
of t he giemmoewhailc hbamaly result in such holders |l osing so

Eventhough h e “ibna'i Ipower are not intended to apply to sec
Bondholders in rggect ofthe Cover Pool)here remains significant uncertainty regarding the ultimate nature and
scope of these powers and how they would affect the Issuer and the Covered Bondholders. Hence, it is not yet
possible to assess the full impact of the BRRD on theetssd on Covered Bondholders. Notwithstanding the
foregoing, no assurance can be given as to whether and when the BRRD will in full be implemented into Icelandic
law. Furthermore, there can be no assurance that, its implementation or the taking oficarsy cactently
contemplated in it would not adversely affect the rights ofGbeeredBondholders, the price or value of their
investment in the Covered Bonds and/or the ability of the Issuer to satisfy its obligations under the Covered Bonds.
The exercie of any batin power or any suggestions of such exercise could therefore, adversely affect the value
of the Covered Bonds. Relevant claims for the purpose of théndaibl would include the claims of holders in
respect of any Covered Bonds issued urtle Programme if and ontp the extent that the Covered Bonds
liability exceeds the value of the Cover pool against which it is secured

Changes in tax |l aws or in their interpretation could
The | ssuer’ s r amddibke hasmedby changes indak liaves rarsd tax treaties or the interpretation
thereof,( i ncl udi ng without l'imitation in relation to the

changes in corporate tax rates and the refusal of tax authoritgssiéoor extend advanced tax rulings.

In December 2010, the Icelandic Parliament pagbedAct on Special Tax on Financial Institutiondp.

155/2010Q under which certain types of financial institution, including the Issuer, are required to pay ah annua
levy of the carrying amount of their liabilities as determined for tax purposes. This levy was originally 0.041 per
cent. but in December 20,14 transitional provision was introduced under which financial institutions had to pay

an additional 0.0875 peent. of their tax base as assessed for the years 2012 andr2@033 the levy was
increased and set at 0.376 per cent. of the total debt ¢dgherexcluding tax liabilities in excess of ISK 50

billion at the end of the year. This levy has remainedhangedince theyear2014.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 ¢ésher
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INJune 2009, the Ilcelandic Parliament adoptdA”an amen
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 boadwho are not Icelandaretaxable in Iceland and can be subject to withholding

tax at the rate 012.0 percent. This withholding is applicable unless the foreign creditor can demonstrate and
obtain approval from the Icelandic Inland Revenue that amptien 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 Issu#spasabject to exemption.

The exemption, subject to certain other requirements, applies to bonds that are held through a clearing system,
such asthe NCSD, Euroclearand Clearstreanhuxembourg within a member state of th@rganization for
EconomicCo-operation and DevelopmetOECD” ,)the EEA, a founding member state of EFTA or the Faroe
Islands.

In December 2011, the Icelandic Parliament patisedct on Tax on Financial Activities\o. 165/2011under

which certain types of financial institutisnincluding 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 amendgde\r1 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 ActNo. 165/2011, which includes the Issuer. The levy is setGapé& cent. on incomever ISK 1

billion, disregardingoint taxation and transferable losses.

Abnormal pricing as a consequence of céadicontrols

Since 2008, the Icelandic economy has been subject to capital controls, as more partdestaibed in the

section entitled The Icelandic EconomyThe recession in 2008 and the restructuring of the financial sector
Capital Control These capital controls were set up to resutivimers of domestic assets, primarily investors,

not being allowed, with certain exemptions,rantsfer their funds and investments outsitihe Icelandic market,

and consequent/yo confine them to focus their investments on Iceland, which entails various risks, including a
risk for abnormal pricing and financial bubbles occurring within sevaretors of the Icelandic market. This
applies both to investments in shares of listed and unlisted companies, investment funds, various other financial
instruments and reastate (primarily commercial) and may have a negative impact dsstief s bsg.s i n e

Thesecapital controlsvere to a large extentifted in 2017 and as of 14 March 2017, restrictions on foreign

exchange transactions and cross bordevement of domestic and foreign currency were removed. However,

there are still restrictions on (erivatives trading for purposes other than hedging; (ii) foreign exchange
transactions carried out between residents andegidents without the intermediation of a financial undertaking;

(iii) in certain instances, lending by residents to -nesidens; (iv) crossborder movement of domestic
currency/financial instruments in domestic currency in certain instances: (v); settlement in foreign currency for
transactions with financial instruments issued in domestic currency in certain instances; aheénvéstrictions

in relation to special reserve requirements due to new inflows of foreign currency in specific cases. It is not yet
known what impact the removal of the capital controls inwill have on thelssuet s busi ness or pr |
investmenin shares in listed and unlisted companies, investifuenlts, and various other financial instruments.

l celanddés national i mpl ementation of EEA rules may be

Iceland is a member state of the EEA and is therefore obligated to implement certain EU instruments with EEA
relevance, including legislation relating to financial markets. Where implementation of such instruments into
Icelandic law is inadequate, (for erple,wherelceland has failed to adapt national law to conform to EEA rules)

citizens may be unable to rely on these instruments and the Icelandic courts may be barred from applying them,
unless Icelandic legislation may be interpreted in accordancehgitBEA rules. As a result, holders@bvered

Bondsissued or to be issued by ttesuer( t CeverédBondholders’ ) i n some circumstances
different legal protections than they would expect as holders of securities issued by banks in iy stetes

where EU instruments are directly applicable or have been adequately implemented into national legislation.
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FACTORS THAT ARE MAT ERIAL FOR THE PURPOSE OF ASSESSING THE RSKS
ASSOCIATED WITH COVE RED BONDS ISSUED UNCER THE PROGRAMME

Risks related © the structure of a particular issue of Covered Bonds

A wide range of Covered Bonds may be issued under the Programme. A number of these Covered Bonds may
have features which contain particular risks for potential investors. Set out below is a desefifft®most
common such features

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

If the optional redemption feature of the Covered Bonds is applicable in the Final Terms, it is likely to limit their
market value. During any period when the Issuer may elect to redeem Covered Bonds, the marketheelee of
Covered Bonds generally will not rise substantially above the price at which they can be redeemed. This may also
be true prior to any redemption period.

The Issuer may be expected to redeem Covered Bonds when its cost of borrowing is lower thiaretfigate

on the Covered Bonds. 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 Covered Bonds being redeemed and may only be able
to do so at asignificantly lower rate. Potential investors should consider reinvestment risk in light of other
investments available at that time.

If the Issuer has the right to convert the interest rate from a fixed rate to a floating rate or vice versa, this may
affect the secondary market and the market vaafe¢he Covered Bonds concerned

Fixed/Floating Rate Covered Bonds 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. Where the Issuer haggheto effect such a conversion, this will affect the
secondary market and the market value of the Covered Bonds since the Issuer may be expected to convert the rate
when it is likely to produce a lower overall cost of borrowing. If the Issuer corfremsa fixed rate to a floating

rate in such circumstances, the spread on the Fixed/Floating Rate Covered Bonds may be less favourable than the
prevailing spreads on comparalileatingrate Covered Bonds tied to the saReferenceRate. In addition, the

new floatingrate at any time may be lower than the rates on other Covered Bonds. If the Issuer converts from a
floatingrate to a fixed rate in such circumstances, the fixed rate may be lower than then prevailing rates on its
Covered Bonds.

Payments and tl principal of the Covered Bondsndler the programme can in some cades determined by
referenceto an index which could adversely affect the value of the index linked Covered Bonds

Subject to any applicable legal or regulatory restrictions being lifitedissuer may issue Covered Bonds with

principal or interest determined by reference to an index or formula, to changes in the prices of securities or
commodities, to movements i n cur rRelevantFaeto’c)h.a nigne ardadtietsi
the Issuer may issue Covered Bonds with principal or interest payable in one or more currencies which may be
different from the currency in which the Covered Bonds are denominated. Potential investor should be aware that:

€)) The markeprice for such Covered Bonds may be volatile;

(b) they may receive no interest;

(c) payment of principal or interest may occur at a different time or in a different currency than expected,;
(d) they may lose all or a substantial portion of their principal;

(e) a Relevant Factor may be subject to significant fluctuations that may not correlate with changes in interest

rates, currencies or other indices;
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® if a Relevant Factor is applied too@red Bonds in conjunction with a multiplier greater than one or
contains some other leverage factor, the effect of changes in the Relevant Factor on principal or interest
payable likely will be magnified; and

(9) the timing of changes in a Relevant Faatmay affect the actual yield to investors, even if the average
level is consistent with their expectations. In general, the earlier the change in the Relevant Factor, the
greater the possible effect on yield.

The historical experience of an index or atRelevant Factor should not be viewed as an indication of the future
performance of such Relevant Factor during the term of any Covered Bonds. Accordingly, each potential investor
should consult its own financial and legal advisers about the risk ertigillinvestment in any Covered Bonds
linked to a Relevant Factor and the suitability of such Covered Bonds in light of its particular circumstances

Covered Bonds which are issued with variable interest ratew/ich are structured to include multiplier or
other leverage factqrare likely tobe morevolatile thanstandard securities

Covered Bonds with variable interest rates can be volatile investments. If they are structured to include multipliers
or other leverage factors, or caps or floors, or anghination of those features or other similar related features,

their market values may be even more volatile than those for securities that do not include those features and, as
a consequence, could drop further in value.

Covered Bondswhich are issued & a substantial discount or premiunmay experience price volatility in
response to changes in market interest rates

The market values of securities issued at a substantial discount or premium from their principal amount tend to
fluctuate more in relatiorotgeneral changes in interest rates than do prices for conventional ibeaesy
securities. Generally, the longer the remaining tersuchsecurities, the greater the price volatility as compared

to conventional interegdiearing securities with corapable maturities.

The Covered Bonds may be subject itemdable obligationghat may change the Maturity Date, Interest
Payment Dates and Interest Perioftsr the Covered Bonds concerned

Following the failure by the Issuer to pay the Final Redemptionunof a Series of Covered Bonds on their
Maturity Date, payment of such amounts shall be automatically deferred. This will occur if the Final Terms for a
relevant Series of Covered Bonds provides that such Covered Bonds are subjéstéma@edV aturity Date on

which the payment of all or (as applicable) part of the Final Redemption Amount payable on the Maturity Date
will be deferred in the event that the Final Redemption Amount is not paid in full on the Maturity Date.

To the extent that the Issuer fasgficient funds available to pay in part the relevant Final Redemption Amount

in respect of the relevant Series of Covered Bonds, the Issuer shall make partial payment of the relevant Final
Redemption Amount as describéa Condition 8.12f). Payment ofall unpaid amounts shall be deferred
automatically until the applicable Extended Maturity Date, provided that any amount representing the Final
Redemption Amount due and remaining unpaid on the Maturity Date may be paid by the Issuer on any Interest
Paymem Date thereafter up to (and including) the relevant Extended Maturity Date.

The Issuer is not required to notify the Covered Bondholders of such automatic deferral. The Extended Maturity
Date and the applicable interest rate will be specified in theaneidsinal Terms. Interest will continue to accrue

on any unpaid amount and be payable on each Interest Payment Date falling after the Maturity Date up to (and
including) the Extended Maturity Date. In these circumstances, failure by the Issuer to makatgaymspect

of the Final Redemption Amount on the Maturity Date shall not constitute a default in payment by the Issuer.
However, failure by the Issuer to pay the Final Redemption Amount or the balance thereof on the Extended Final
Maturity Date and/omterest on such amount on any Interest Payment Date falling after the Maturity Date up to
(and including) the Extended Maturity Date shall constitute a default in payment by the Issuer.

Furthermore, in relation to all amounts constituting accrued intduestand payable on each Interest Payment
Date falling after the Maturity Date up to (and including) the Extended Maturity Date, as provided in the applicable
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Final Terms, the Issuer may pay such interest pursuant to the Floating Rate set out in thiel@piitial Terms
notwithstanding that the relevant Covered Bond was a Fixed Rate Covered Bond as at its relevant Issue Date.

In addition, following deferral of the Maturity Date, the Interest Payment Dates and Interest Periods may change
as set out in thapplicable Final Terms.

Risks relating to the Covered Bondsssued by the Issuer

Changesto the current legislation orcovered bonds might affect the value of the Covered Bonds issued by the
Issuer

The Covered Bonds are governed by law and regulationsAdtten Covered Bonds provides that the FME may

issue rules providing for the types of assets in a cover pool, methods for appraisal of collateral of bonds, terms

and conditions for derivative agreements and conditions for the calculation of risk aedtipeyments. FME

has i ssued such rules, i.e. RRulessCoNeoedBobd2§/ 20@8, comc@o
among other things, the conditions for being granted a licence to issue Covered Bonds, appraisal and revaluation

of the assetsiithe cover pool, matching rules, derivative agreements, the covered bonds register and the eligibility

and reporting of the cover pool monitor. Any changes to the Act on Covered Bonds and/or trenRidesred

Bondsas well as other current legislatioright affect the legal and regulatory risks relating to the Covered Bonds.

The Act on Covered Bonds entered into force20rMarch 2008. To date only a few licenses to issue covered
bonds have been granted under thedkcCovered Bondand there arémited precedents on how its provisions
will be interpreted or applied by Icelandic courts or administrative authofftiespreparatory works to the Act
on Covered Bonds give limited guidance and the systecovaredbonds secured by thtever pool lacks ag
clear analogues in Icelandic law that would allow for clear conclusions in respect of the Botrered Bonds

the coveredbonds or thecover pool.

A decline in the price of real estate and thte housir
obligations under the Covered Bosd

The Cover Pool which will secure the Covered Bonds is comprised of mortgage loans secured on residential
property which, at the date of this Base Prospectus, are located in Iceland. These residential mortgagg loans

be loans originally made to a borrower for the purpose of buying, constructing, altering or refinancing a residential
property in which that borrower subsequently resides or may be mortgage loans made to a borrower for the
purchase of that residentjoperty for investment, rental or other purposes.

A borrower under a residential loan may default on its obligation under that residential loan. The credit risk
relating to the Cover Pool is partly driven by the performance of the real estate and haauiagin Iceland.

There can be no assurance on the future development of the value of assets in the Cover Pool. Several
circumstances may affect the level of credit loss such as changes in the economic climate, both nationally and
internationally, changein market rates, increases in taxation, inflation and chaimgpslitical policies etc.
Borrowers may default and their financial standing may deteriorate as a result of, for example, changes in their
own personal circumstances such as unemploymerh,dé@ess or relationship status. Defaults in respect of the

|l ssuer’s assets in the Cover Pool under residenti al
payment in full or on a timely basis on the Covered Bonds. If a substantiaif phet assets in the Cover Pool

were to default, there is no guarantee that the required level of assets in the Cover Pool could be maintained or
that the Issuer would be able to replace the defaulting assets wittefaniting assets. Any such failuresuld
adversely affect the I ssuer’s results of operation,
perform its obligations under the Covered Bonds.

The Covered Bonds may be subject to withholding taxes in circumstances where this rssi@liged to make
grossup payments and this would result in holders receiving less interest than expected and could significantly
adversely affect their return on the Covered Bonds.
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No events of default

The Terms and Conditions of the Covered Booaistain no contractual events of default or right to accelerate

the Covered Bonds on a failure to pay, insolvency of the Issuer or otherwise. If the Issuer fails to make a payment
when due or becomes insolvent, then the Covered Bonds remain outstaraticgrolance with the Terms and
Conditions of the Covered Bondehe Act on Covered Bonds does not stipulate to what extent it is necessary to
register a security in respect of other assets in a cover pool

Maintenance of the Register

The Issuer must maintaiare g i st eRegistert hei 1 respect of the Covered Bor
derivative agreements. If the Register or the value of the Cover Pool is not maintained in accordance with the Act
onCoveredBonds t he FME may licengedkissue CthverediBandsulsgets is a cover pool must

be endorsed showing they are part of a cover pool and have been entered in a register as provided for in the Act

on Covered Bonds. The endorsement must also indicate that the debt instrumeetigeagriority rights of a

specific class of covered bonds.

I f the I ssuer fails to enter the ass €dverPdoliRevenote) Cover
in the Register, the Covered Bondholders and Swap Providers will not haveymiairits to the Cover Pool and
the Cover Pool Revenue and wil/ r aewvektthensstehis suldjeettol s suer

winding-up proceedings
Conflicting interests of other creditors

The rights of the Covered Bondholders rank gurtio counterparties to derivative agreements included in the
Cover Pool, though they have preferential right with respect to other creditors against the Cover Pool. Further, in
the event of the windingp of the Issuer, they will rank junior to costs irred in connection with the operation,
management, collection and realisation of the Cover Pool, as well as the claims due to derivative agreements
concluded in accordance with the provisions of the Act on Covered Bonds, which will be covered before the
claims of the Covered Bondholders.

To the extent that Covered Bondholders are not fully paid from the proceeds of the liquidation of the assets
comprising the Cover Pool, they will be able to apply for the balance of their claims as unsecured cred#ors of th
Issuer and will be entitled to receive payment from the proceeds of the liquidation of the other assets of the Issuer
not comprising the Cover Pool. The Covered Bondholders would in such casearapassuwith the other
unsecured, unsubordinated cteds of the Issuer and, as a result, may not receive all amounts owed by the Issuer
to such Covered Bondholders. Please note that as a result of the enactthenEmwiergencyct, should the

Issuer enter into windingp proceedings, such claims of CoveBmhdholders would be subordinated to claims

of the | ssuer’s depositors.

Restriction on ability to petition for bankruptcy

If distributions on realisation of the assets in the Cover Pool are insufficient to make payments on the Covered
Bonds, none of th€overed Bondholders, any Swap Provider, any Paying Agent shall be entitled at any time to
file against the Issuer, or join in afijing against the Issuer of any windiog, bankruptcy, reorganisation,
arrangement, insolvency or liquidation proceeding®tber proceedings under any applicable bankruptcy or
similar law in connection with any obligations of the Issuer relating to the issuance of the Covered Bonds, save
for lodging a claim in the liquidation of the Issuer which is initiated by another patgking proceedings to

obtain a declaration or judgment as to the obligations of the Issuer in relation thereto.

Liquidity
If the Issuer is wound up, neither the Issuer nor its estate would be authorised to issue further Covered Bonds. It
would thereforenot be possible for a windingp committee taaise financen the markety the issuance of

further Covered Bonds following the windiup of the Issuer. Further, neither the Act on Covered Bonds nor the
Ruleson Covered Bondstipulate that the windngp commi ttee or the |1 ssuer

S [
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obligations of any kind in order to service timely payment under the terms of the Covered Bonds. There is no
legislation in effect which states that the winding c ommi tt ee man agcamrgse bbdngor | ssuer
enter into any such agreements in order to service the timely payment of interest and principal on the Covered
Bonds. Article 17(1) of the Act on Covered Bonds states that the windinpg c o mmi t t ee s hal | ful
commitments uder covered bonds and derivative agreements using the mortgage bonds and other assets in the
cover pool and payments received on such assets, provided that the assets are listed in the register. However,
neither the Act on Covered Bonds nor the Role€overed Bondgrovide any guidelines as to whether liquidity

can be raised by selling theortgagebonds and other assets registered tactverpool in the market.

The lIssuer is subject to liquidity requirements in its capacity as a commercial bankisstgénv the FME,

including a statutory requirement to maintain sufficient liquidity to enable it to discharge its obligations as they

fall due. The Issuer ialsosubject taheCe nt r al B a n2B62®&17, dd Wiqualisy Ratios. The FME has

issued gudelines on liquidity, which are not binding on the Issuer. However, any serious or systematic deviations
from such guidelines may | ead to the FME determining
soundness requirement for commercial Isaaikd result in the FME imposing sanctions against the Issuer.

Risk related to the Cover Pool
Non-compliance with matching rules

The Act on Covered Bonds contains matching rules whintlr alia, require that the total current value of the
assets registered to theverpool as collateral for a specific classaofveredbonds must always exceed the total
current value of the principal of treeveredbonds of that same class. The Act on CovereddBalso requires
that the instalments and other payment flows accruing on assetsavéngool and from derivative agreements
are in such a manner that all commitments towardsdkieredbondholders and derivative agreements can be
met.

A breach of he matching requirements prior to the winding of the Issuer in the circumstances where no
additional assets are available to the Issuer or the Issuer lacks the ability to acquire additional assets could cause
the FME t o r evoke stelCeverédBend3he sarse applies in thesegenttthat the Issuer does

not comply with other requirements prescribed in the Act on Covered Bonds

If the matching requirements are breached following the windm@f the Issuer, the windingp committee
would not be permitted to add more assets to the Cover Pool. The Act on Covered Bonds does not provide any
further guidance as to the consequences of a breach of the matching rules following the wgrafittge Issuer.

To the extent that the Covered Bondlesklare not fully paid from the proceeds of the liquidation of the assets
comprising the Cover Pool, the Covered Bondholders will not be alfile tagainst the Issuer, or join in any

filing against the Issuer of any windhugp proceedings, bankruptcyorganisation, arrangement, insolvency or
liquidation proceedingssee above'Restrictions on ability to petition for bankruptcy The explanatory
memorandum for the Act on Covered Bonds provides that assets can be removed from the cover pool and replaced
with same kind of assets without limitations. If assets are replaced with substitute collateral there are limitations
in the Act on Covered Bonds as to how much can be replaced with such collateral. Neither the Act on Covered
Bonds nor the Rulesn Covered Bndsprovide clear guidance in this respect. This can, however, be subject to
contract.

Overcollateralisation

The Act on Covered Bonds requires the value of the assetsdaviigoool at all times to exceed the value of the
claims against theoverpool. However, the Act on Covered Bonds does not require that the value of such assets
exceeds the value of such claims by any specific amount. Failure to maintain sufficient assets in the Cover Pool
could result in the Issuer being unable to issue furtheef@ovBonds or refinance existing Covered Bonds.
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The Issuer intends to oveollateralise th&€Cover Pool at all times by at least 120 per cent. The licence from FME

to issue the Covered Bonds is in addition subject to a 30 per cent. maximuoobetralzation, se¢he sections
CoverPoolAsseendT he | ssuer ds | i c e nictkechapteBunsnmany @ Icalandicdegistation Bo n d s
in consideration of Covered Bonds

The Cover Pool consists of limited asset

The Cover Pool consists of loans white secured on interests in residential property, claims which the Issuer

holds, or may acquire, against Covered Bond Swap Providers and certain substitute assets. All assets in the Cover
Pool must comply with the Act on Covered Bonds and the Rulé3owered BondsSeethe section€over Pool
AssetsandThe | ssuer 6s | i cenciethe chapteiSummaey ofGaelandic legislatiBne md s
consideration of Covered Bonétsr a description of the assets that can constitute the Cover Pool. At ¢hefdat

this Base Prospectus, all of the properties over which mortgages are created are located in Iceland. The value of

the Cover Pool may therefore decline in the event of a general downturn in the value of property in Iceland, which

could adversely affedt he | ssuer’' s operating results, financi al C
perform its obligations under the Covered Bonds.

Limited description of the Cover Pool

Save as stipulated in each applicable Final Terms, Covered Bondholtamstweceive detailed statistics or
information in relation to the assets contained or to
constitution of the Cover Pool may change from time to time due, for example, to the purchégieatioor of

further residential mortgages by the Issuer from time to time. Although an independent inspector appointed under
the Act on Covered Bonds will monitor the |l ssuer’'s ¢
Covered Bondgthe “Independent Inspectof ) t he I ndependent Il nspector’s rep
regular report on the Cover Pool will however be publisitddasiguarterly, no later than 30 days from the end

of each quarter , htodwwviaedsbarkisnusésertrygegkuldaboe i t e,

Geographicconcentrationrisksiocation of the properties in the Cover Pool

Certain geographic regions of Iceland may from time to time experience weglanal economic conditions
and housing markets or be directly or indirectly affected by natural disasters or civil disturbances. Mortgage loans
in such areas will experience higher rates of loss and delinquency than mortgage loans in general.

The ability of borrowers to make payments on mortgage loans may also be affected by factors which do not
necessarily affect property values, such as adverse economic conditions generally, in particular geographic areas
or industries, or affecting particular segmenfsthe borrowing community (such as borrowers relying on
commission income and seadfnployed borrowers). Such occurrences may accordingly affect the actual rate of
delinquency and loss with respect to the mortgage loans Daver Pool.

The mortgagdoans underlying certain series of Covered Bonds may be concentrated in certain regions. Such
concentration may present the risk considerations described above in addition to those generally present for similar
securities without such concentration.

The Caver Pool consists of mortgage loans which are secured in residential property. As at the date of the Base
Prospectus all of the properties over which the mortgages are created are located in Iceland. The residential
properties in the Cover Pool may, howeV concentrated in certain locations in Iceland. The value of the Cover

Pool may decline in the event of a general or locasisecific deterioration in prices of residential properties or

general deterioration or locatiepecific deterioration in ecomic conditions. This could adversely affect the

|l ssuer’s operating results, financial condition and b
under the Covered Bonds.

Appraisals

In accordance with the Act on Covered Bonds, appls or valuation of the properties securing the mortgage
loans may be undertaken by the Issuer, and take account of the following: (a) The selling price of a property on
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the day the transaction is made; or (b) an independent appraisal conducted mged liealtor; or (c) an
acquisition offer, signed on behalf of both the seller and the buyer; or (d) the rateable value of the property, made
by Registers Icelandde. Pjodskra islands Appraisals based on the selling price of a property shall be walid f

a period of 3 months from the day the transaction was made.

Such appraisal undertaken by the Issuer will be verified by the Independent Inspector as being based on an
accepted methodology.

No assurance can be given that values of the properties undetiyg mortgage loans have remained or will
remain at the levels which existed on the dates of appraisal (or, where applicable, on the dates of appraisal updates)
of the related mortgage loans.

The appraisal relates both to the land and to the structuiagti a significant portion of the appraised value of a
property may be attributable to the value of the land rather than to the residence. Because of the unique locations
and special features of certain properties, identifying comparable propertegriry tocations may be difficult.

The appraised values of such properties will be based to a greater extent on adjustments made by the appraisers
to the appraised values of reasonably similar properties rather than on objectively verifiable salesadatuli\s

such appraisals could be more likely to overvalue certain properties and therefore overstate the value of the
collateral underlying the Cover Pool.

Audit of the Cover Pooi no due diligence

Other than any reviewed interim finaatstatements aaudited annual financial statements the Issuer does not
publish any separate review or audits of the Cover.Réolvever the Issuer is subject to surveillance by an
Independent Inspector in accordance with the requiremantee Act on Covered Bonds ar€ME. This
Independent Inspector monitors that the register is maintained in a correct 8aptiez sectiorindependent
Inspectorin the chapteBummary of the Icelandic legislation in considerationaferedbondsfor a description

of the Independent spector.

The Issuer will not undertake any investigations, searches or other actions in respect of the assets in the Cover
Pool. The Covered Bondholders will not have the ability to investigate the Cover Pool but will instead rely on the
obligations of te Issuer under the Act on Covered Bonds and the supervision of the Independent Inspector.

Factors that may affect the realisable value of the Cover Pool

The Cover PooRevenue or the realisable value of Cover Pool, in the event of the wingingthe Isser, may
be reduced, which may affect the ability of the Issuer (or the wingiingommittee in the event of the winding
up of the Issuer) to make payments on the Covered Bonds as a result of:

Borrowers defaulting payments of amounts due on their morigags;
changes to the lending criteria of the Issuer;
no representations or warranties being given by the Issuer;

setoff risks in relation to some types of mortgage loans in the Cover Pool; and

=A =_ =4 =4 =4

possible regulatory changes by regulatory authorities laride

Each of these factors is considered in more detail below. Howesretild be noted that the matching rules under
the Act on Covered Bonds are intended to ensure that the value of the Cover Pool will be sufficient to enable the
Issuer to meet its digations under the Covered Bonds and any derivative agreements.

Default by borrowers in paying amounts due on their loan

Borrowers may default on their obligations under the mortgage loans in the Cover Pool. Defaults may occur for a
variety of reasons. hmortgage loans are affected by credit, liquidity and interest rate risks. Various factors
influence mortgage delinquency rates, prepayment rates, repossession frequency and the ultimate payment of
interest and principal, such as changes in the nationaternational economic climate, regional economic or
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housing conditions, changes in tax laws or other laws, interest rates, inflation, the availability of financing, yields

on alternative investments, political developments and government policies. Othert or s i n borro
individual, personal or financial circumstances may affect the ability of borrowers to repay the mortgage loans.

Loss of earnings, illness, divorce and other similar factors may lead to an increase in delinquencies by and
bankruptcis of borrowers, and could ultimately have an adverse impact on the ability of borrowers to repay the
mortgage loans. In addition, the ability of a borrower to sell a property pledged as security for a mortgage loan at

a price sufficient to repay the amosiotutstanding under that mortgage loan will depend upon a number of factors,
including the availability of buyers for that property, the value of that property and property values in general at

the time.

The Act on Covered Bonds provides that no mortgaga may be registered in the Cover Pool if payment on it
isin arrear90 days or more

Changes to the lending criteria of the Issuer

Each of the mortgage loans originated by the Issuer will have been granted in accordance with its lending criteria
atthet i me of origination. 1t is expected that the | ssue
term of loan, age of applicant, the lemv a | WBV" () “ r at i o, status of applicants
retains the right to rewésits lending criteria from time to time but would do so only to the extent that such a

change would be acceptable to a reasonable, prudent mortgage lender. If the lending criteria changes in a manner
that affects the creditworthiness of the mortgage lodwas may lead to increased defaults by borrowers and may

affect the Cover Pool revenue or the realisable value of the Cover Pool.

In accordance with the Act on Covered Bonds the Issuer may only include in the Cover Pool mortgage loans
issued against mayages secured by real property if the LTV ratio does not exceper8fentfor residential
property, 60per centfor industrial, office or commercial property, and @@r centfor agricultural property.
Moreover, as noted above, mortgage loans 90 days or more in arrears may not be registered in the Cover Pool.

Setoff risks in relation to some types of loans may adversely affect the value of the Cover Pool or any part
thereof

Registration of assets in the Cover Pool will not affect the rights of borrowers. Borrowers will therefore continue
to have independent seff rights against the Issuesuch as, forexample,setf f r i ght s associ ated
holding deposits witlthe Issuer.

The exercise of seiff rights by borrowers may adversely affect the realisable value of the Cover Pool and/or the

ability of the windngup commi ttee to meet in full the | ssuer’s ob
No representations or warnaties to be given by the Issuer if Cover Pool to be sold
In the event of the bankruptcy of the Issuer, the winding commi tt ee shal l fulfil the

the Covered Bonds and any Swap Agreements using the assets in the Cover PodCawnertReol Revenue. In

respect of any sale of assets in the Cover Pool to third parties, the Issuer may not be permitted to give
representations and warranties or indemnities in respect of the assets in the Cover Pool. Accordingly, there is a
risk that tle realisable value of the Cover Pool could be adversely affected by the lack of representations and
warranties or indemnities which in turn could adversely affect the ability of the administrator to meet in full all
the I ssuer’s obl edBartds. ons under the Cover

Reliance on Swap Providers

A brief description of certain risks relating to swaps is set out bdlbe/lssuer is howeveohpermitted to enter
into Currency Swaps under the |Issuer’s current | icenc
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Reliance on Currencyswaps

Subject to currency restrictions in place at each time, the Issuer may rely on the Currency Swap Providers under
the Currency Swaps to provide payments on Covered Bonds denominated in currencies other than ISK. If the
Issuer fails to make timely paents of amounts due or certain other events occur in relation to the Issuer under

a Currency Swap and any applicable grace period has expired, then the Issuer will have defaulted under that
Currency Swap. If the Issuer defaults under a Currency Swapoduoenpayment or otherwise, the relevant
Currency Swap Provider will not be obliged to make further payments under that Currency Swap and may
terminate that Currency Swap. If a Currency Swap Provider is not obliged to make payments, or if it exercises
any right of termination it may have under the relevant Currency Swap Agreement, or if it defaults in its
obligations to make payments under a Currency Swap, the Issuer will be exposed to changes in currency exchange
rates and in the associated interest ratethe currencies. Unless a replacement swap is entered into, the Issuer
may have insufficient funds to make payments due on the Covered Bonds.

Reliance on Interest Rate Swaps

Subject to currency restrictions in place at each time, inordertohedge theels ' s i nt er est rate ri
other currencies to the extent that these have not already been hedged by the Cover Pool Swap or a Currency
Swap, the Issuer may enter into Interest Rate Swaps. If the Issuer fails to make timely payments oflamounts

or certain other events occur in relation to the Issuer under an Interest Rate Swap and any applicable grace period
has expired, then the Issuer will have defaulted under that Interest Rate Swap. If the substitute assets available to
the Issuer on agyment date are insufficient to make the payment ordinarily required in full, the payment
obligations of both the Issuer and the swap counterparty on that payment date may be reduced accordingly and
may be deferred should the Issuer introduce deferrahpipnt mechanics into the interest rate swaps. If the
Issuer defaults under an Interest Rate Swap due tgagment or otherwise, the relevant Interest Rate Swap
Provider will not be obliged to make further payments under that Interest Rate Swap aretmmagté that

Interest Rate Swap. If an Interest Rate Swap Provider is not obliged to make payments, or if it exercises any right
of termination it may have under the relevant Interest Rate Swap Agreement, or if it defaults on its obligation to
make paymenunder an Interest Rate Swap, the Issuer will be exposed to changes in interest rates. Unless a
replacement swap is entered into, the Issuer may have insufficient funds to make payments due on the Covered
Bonds.

Reliance on Indexed Currency Swaps

Subjectto currency restrictions in place at each time, the Issuer may rely on the Indexed Currency Swap Providers
under the Currency Swaps to provide payments on Covered Bonds denominated in currencies other than ISK and
not pegged to an index. If the Issuerdad make timely payment of amounts due or certain other events occur in
relation to the Issuer under an Indexed Currency Swap and any applicable grace period has expired, then the Issuer
will have defaulted under that Currency Swap. If the Issuer defandisr an Index Currency Swap due to-on
payment or otherwise, the relevant Indexed Currency Swap Provider will not be obliged to make further payments
under that Indexed Currency Swap and may terminate that Indexed Currency Swap. If an Indexed Cuagency Sw
Provider is not obliged to make payments, or if it exercises any right of termination it may have under the relevant
Indexed Currency Swap Agreement, or if it defaults in its obligations to make payments under an Indexed
Currency Swap, the Issuer wilklexposed to changes in currency exchange rates, the associated interest rates on
the currencies and inflation. Unless a replacement swap is entered into, the Issuer may have insufficient funds to
make payments due on the Covered Bonds.

Reliance on Cover 8ol Swap

In order to hedge the possible variance between the rates of interest payable on the Covered Bonds and the various
rates of interest payable in respect of certain assets registered to the Cover Pool, the Issuer mayé&deeinto

Pool Swap. Ithe Issuer fails to make timely payments of amounts due or certain other events occur in relation to
the Issuer under the Cover Pool Swap and any applicable grace period has expired, then the Issuer will have
defaulted under that Cover Pool Swap. If theuler defaults under the Cover Pool Swap due tepagment or
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otherwise, the Cover Pool Swap Provider will not be obliged to make further payments under the Cover Pool
Swap and may terminate the Cover Pool Swap. If the Cover Pool Swap Provider isgeat ttbinake payments,

or if it exercises any right of termination it may have under the Cover Pool Swap Agreement, or if it defaults in
its obligation to make payment under the Cover Pool Swap, the Issuer will be exposed to changes in interest rates.
Unless a replacement swap is entered into, the Issuer may have insufficient funds to make payment due on the
Covered Bonds.

Termination payments for Swaps

If any of the Interest Rate Swaps, Currency Swaps or Cover Pool Swap is terminated, the Issuer nsajt as a re
be obliged to make a termination payment to the relevant Swap Provider. The amount of the termination payment
will be based on the cost of entering into a replacement Interest Rate Swap, Currency Swap or Cover Pool Swap,
as the case may be. Any termiiion payment to be made by the Issuer to a Swap Provider wilparnkassu

with payments due to the Covered Bondholders.

Potential amendments tewapagreements

If and when the Issuer enters into a swap agreement in the context of an issue of Condsedh terms of the

swap agreement will be negotiated with the relevant swap provider. As a result of such negotiations, the terms of

a swap agreement may contain terms that adversely af/
business prospects and its ability to perform its obligations under the Covered Bonds.

Risks relating to covered bonds generally
Set out below is a brief description of certain risks relating to covered bonds generally:
Covered Bonds issued under the Programme

Covered Bonds issued under the Programme (save in respect of the first issue of Covered Bonds) will either be
fungible with an existing Series of Covered Bonds or have different terms to an existing Series of Covered Bonds
(in which case they will constitet a new Series). All Covered Bonds issued from time to time willparikpassu

with each other in all respects and will rgmdei passuwith any other Covered Bonds which may be issued by

the Issuer in accordance with the Act on Covered Bonds.

Covered Bnds are obligations of the Issuer only

The Covered Bonds will constitute obligations of the Issuer only and have the benefit of a statutory preference
under the Act on Covered Bonds on the Cover Pool maintained by the Issuer. An investment in theBoodsred
involves a reliance on the creditworthiness of the Issuer. The Covered Bonds are not guaranteed by any other
natural or legaperson.

In addition, an investment in the Covered Bonds involves the risk that subsequent changes in the actual or
perceivel creditworthiness of the Issuer may adversely affect the market value of the relevant Covered Bonds.
There can be no assurance that the Cover Pool will be sufficient to pay in full the amounts payable under the
Covered Bondgrogramme

No grossup

Underthe Terms and Conditions of the Covered Bonds, all payments in respect of the Covered Bonds will be
made without deduction for or on account dcélandvi)t hhol di
or any political subdivision or any authorityereof or therein having power to tax unless such withholding or

deduction is required by law, in which case such deduction will be made by the Issuer.

In the event that any such withholding or deduction is required by law, the Terms and Conditionstiequire
Issuer to pay additional amounts in respect of such withholding or deduction subject to customary exesptions
Condition 9 If withholding or deduction arises as a result of one of the circumstances described in paragraphs (a)
to (d) of Condition 9 the Issuer will not be required to pay such additional amounts and affected investors will
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receive interest payments net of such withholdifydhowever, the Issuer is required to pay additional amounts,
it will have the option undeCondition 8.130 redeem the relevant Covered Bonds early.

The last paragrapbf Condition 9deals with Article 3 othe ITA, which statesthat any interest received from
Iceland (outbond payments), such as the interest payabtattholderdy any person or entity residirmgitside

of Iceland is taxable income in Iceland. According to Article 70 (8) of the ITA, the current tax rate on taxable
income under Article 3 (8) is (aRIper cent. for individuals (only applicable to interest income exceetimg t
annual amount of ISK80,000); and (b) 2 per cent. for legal entitiesunlessthe issue is exempt on the grounds

that the Covered Bonds are registered with a securities depository within the EEA or OECD and has been
registered as such. Furthetemptions are available to thedevant bondholders in their home countries or under

a double taxation treaty with Iceland.

In April 2013 the Icelandic Parliament adopted an amendment to Article 3(8) of the ITA exempting from taxation

the interest earned on income by rdwmestic enties, from certain debt instruments issued by financial
institutions. This exemption includes bonds registered with a securities depository within the EEA or OECD such

as those issued under this programme. The exception is subject to general registita¢igmagramme with the

Directorate of Internal Revenukc€. Rikisskattstjori)S e e f TaxatimeNron* | cel andi ¢ Tax Resi

U.S. Foreign Account Tax Compliance Withholding

Whilst the Covered Bonds are held within Eurocl€learstreano r N CISED” ()irf all but the most remote
circumstances, it i s not expected FAT@GA” )t hevi For aif g re c 4
amount of any payment received by tl&SDs However, FATCA may affect payments made to custodians or
intermediaries in the subsequent payment chain leading to the ultimate investor if any such custodian or
intermediary generally is unable to receive payments free of FATCA withholding. It also may affect payment to

any ultimate investor that is a financiakiitution that is not entitled to receive payments free of withholding

under FATCA, or an ultimate investor that fails to provide its broker (or other custodian or intermediary from

which it receives payment) with any information, forms, other documentaticonsents that may be necessary

for the payments to be made free of FATCA withholdiBgndholdersshould choose tlie custodians or
intermediaries with care (to ensure each is compliant with FATCA or other laws or agreements related to FATCA)

and prowde each custodian or intermediary with any information, forms, other documentation or consents that
may be necessary for such custodian or intermediary t
obligations under the Covered Bonds are disgld once it hanade payment to, as to the ordertb§ common

depositary othecommon safekeeper fthie ICSDsand the Issuer has therefore no responsibility for any amount
thereafter transmitted throughe ICSDsand custodians or intermediari€srther, foreign financial institutions

in a jurisdiction which has entered into an injaa v er nment al agr eemenlGA"Wi tahr et he
generally not expected to be required to withhold under FATCA or an IGA (or any law implementing an IGA)

from payments they make.

FATCA is particularly complex and its application is uncertain at this time. Prospective investors should consult
their tax advisers on how these rules may apply to the Issuer and to payments they may receive in connection with
the Coered Bonds. Prospective investors should refer to the sécliarationi FATCA wittho | di.n g 0)

The value of the Covered Bonds could be adversely affected by a change in law or administrative practice

The Covered Bondghe Receiptsandthe Coupongother thanNCSD System Covered Bondsind any non
contractual obligations arising out of or in connection with trem governed by and shall be construed in
accordance with English law excdpt Condition 3, whichis governed by, and construed in adzoce with

Icelandic law, in each case as in effect as at the date of thésBaspectus. TH¢CSD System Covered Bonds

are governed by, and construed in accordance with Icelandic law. No assurance can be given as to the impact of
any possible judicial ecision or change tlwelandic orEnglish law, or administrative practice after the date of

this Base Prospectuand any such change could materially adversely impact the value of any CBoail

affected by it.

43



Investors who purchase€Covered Bondsn denominationsthat are notintegral multiple of the Specified
Denomination may be adversely affectediéfinitive Covered Bondare subsequently required to be issued

In relation to any issue of Covered Bonds which have denominations consisting of a rmig@cified
denominaton as speci fied i n t heSpeaiffegh Denocnmdtiorie)plus ione @d moré e r ms
higher integral multiples of another smaller amount, it is possible that such Covered Bonds may be traded in
amountsin excess of the mimium Specified Denominatiotihat are not integral multiples of such minimum
Specified Denomination. In such a casdolder of such Covered Bondho, as a result of trading such amounts,

holds an amount which is less than the minimum Specified Denonminatits account with the relevant clearing
system at the relevant time may not recei@ogered Bond imefinitivef o r Befiitive Covered Bonds$ )in,

respect of such holding (should definitive Covered Bonds be printedijvanidl need to purchase a meipal

amount of Covered Bonds such that its holding amounts to a Specified Denomination.

If suchCovered Bond# definitive formare issuedponcholders should be aware th2efinitive Covered Bonds
which have a denomination that is not an integnaltiple of the minimum Specified Denomination may be
illiquid and difficult to trade.

Tax exemptions from withholding may not be availableDéfinitive Covered Bondsire required to be issued

The Icelandic statutory exemption from withholding only agplioCovered Bond$eld through a securities
depository in an OECD state, an EU state, an EFTA state or the Faroe Isl@efmitive Covered Bondform
are issuedyondholdershould be aware that the tax exemption may not be available. Howevessube will be
required to pay the necessary additional amounts uDaedition9 (Taxatior), in such circumstances to cover
any resulting amounts deducted.

Reliance on Euroclear and Clearstream, Luxembourg procedures

Covered Bonds (other than tNe&CSD Sysem Covered Bonds) issued under the Programangbe represented

on issue by one or more Global Covered Bonds that aediyered to acommon depositary or commaafe
keeperfor Euroclear and Clearstream, LuxembaouExcept in the circumstances describedeach Global
Covered Bond, investors will not be entitled to receive Covered Bonds in definitive form. Each of Euroclear and
Clearstream, Luxembourg and their respective direct and indirect participants will maintain records of the
beneficial interests inach Global Covered Bond held through it. While the Covered Bonds (other tiNG $ie
System Covered Bonds) are representegl®ipbal Covered Bonds, investors will be able to trade their beneficial
interests only through the relevant clearing systerdslagir respective participants.

While the Covered Bonds (other than tHRESD System Covered Bonds) are represented by Global Covered
Bonds, the Issuer will discharge its payment obligation under the Covered Bonds by making payments through
the relevant @aring systems. A holder of a beneficial interest in Global Covered Bonds must rely on the
procedures of the relevant clearing system and its participants to receive payments under the Covered Bonds. The
Issuer has no responsibility or liability for thecoeds relating to, or payments made in respect of, beneficial
interests in any Global Covered Bond.

Holders of beneficial interests in Global Covered Bonds will not have a direct right to vote in respect of the
Covered Bonds so represented. Instead, sodthers 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.

Risks related to the market generally

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

44

(



The secondary market generally

Covered Bonds may have no established trading market when issued, and one may never develop. If a market
does develop, it may not be very liquid. Additionally, the market places concerned may be closed, or temporary
restrictions may be imposed. Therefdreiestors may not be able to sell their Covered Bonds 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 Covered Bonds that are especialljisseits 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 Covered Bonds generally weuddrhare

limited secondary market and more price volatility than conventiGoaéred Bonds

The Covered Bondéave not been, and will not be, registered under the Securities Act or any other applicable
securities laws and they are subject to certainicésns on the resale and other transfer thereof, as set forth under
“Selling Restrictioris .

Lack of liquidity in the secondary market may adversely affect the market value of the Covered Bonds

There can be no assurance that a secondary market fdrtaeyCovered Bondwiill develop, even if th€overed
Bondswill be listed or admitted to trading on any market.

The Issuer could enter into a market making agreement with a third party with an obligation to submit bid and ask
offers in the relevantovered Bondn a daily basis. Such an agreement would always be subject to a maximum
amount relatively small in relation to the size of each Series @ dkhered Bonds

llliquidity may have a severely adverse effect on the market value Gfahered Bonds

Exchange rate risks and exchange controls

The Issuer will pay principal and interest on the Covered Bonds in the Specified Currency, subject to currency
restrictions in place at each time, if the Covered Bonds are issued in currencies other than 18kes€his
certain risks relating to currency conversions i f an
currency or clurwexntcor asnoth@nthdnittderBpeygified Currency. These include the risk

that exchange tas may significantly change (including changes due to devaluation of the Specified Currency or

revaluation of the I nvestor’'s Currency) and the risk
may impose or modify exchange controls.&p pr eci ati on i n the value of the |
Specified Currency would decreasg ( t he | n v e setuivalentsyieldCan the Eaveregl Bondis) the

Il nvest or -eguivdeatrvalue mfcthe principal payable on the CovdBedds and iii) the I nvestorl

Currencyequivalent market value of the Covered Bonds.

Government and monetary authorities may impose (as some have done in the past) exchange controls that could
adversely affect an applicable exchange rate. As a resuitstorg may receive less interest or principal than
expected, or no interest or principal.

Exchange rate risk is mitigated by the use of the Currency Swaps and by matching interest rate flow with the
maturity of loan and other assets of the Issuer.

Interestrate risks

Interest rate risks occur when fixed interest periods or interest basis for assets and liabilities do not coincide.
Investment in Fixed Rate Covered Bonds involves the risk that subsequent changes in market interest rates may
adversely affecthte value of the Fixed Rate Covered Bonds. Investments in Floating Rate Covered Bonds will
involve a risk of interest rate changes.

The Issuer may enter into Cover Pool Ssvapd Interest Rate Swaps to ensure that the risks do not exceed the
limit values ajproved by its Board of Directors and to ensure that matching is maintained in accordance with the
Act on Covered Bonds.
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Trading in the clearing systems

In relation to any issue of Covered Bonds which have a minimum denomination and are tradable inirilge clea
systems in amounts above such minimum denomination, should definitive Covered Bonds be required to be
issued, a holder who does not have an integral multiple of the minimum denomination in his account with the
relevant clearing system at the relewame may not receive all of his entitlement in the form of definitive Covered
Bonds unless and until such time as his holding becomes an integral multiple of the minimum denomination.

Judicial considerations may restrict certain investments

The investmenactivities of certain investors are subject to rules and regulations and/or review or regulation by
certain authorities. Each potential investor should consult his legal advisers or responsible supervisory authority
in order to determine whether and to whgatent the investor has the opportunity to invest in Covered Bonds.

Credit ratings may not reflect all risks

One or more independent credit rating agencies may assign credit ratings to the Covered Beneditfgtmgs

may not reflect the potentiainpact of all risks related to structure, market, additional factors discussed above,
and other factors that may affect the value of the Covered Bonds. A credit rating is not a recommendation to buy,
sell or hold securities and may be revised or withdraythb rating agency at any time. A credit rating may not
reflect all risks associated with an investment in the Covered Bonds.

In general, European regulated investors are restricted under Regulation (EC) No. 1060/2009 (as amended) (the
“CRA Regulationd) 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 transitionalvjgions 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
nonEU credit rating agencies, unless the relevant credit ratings are endoraadebjregistered credit rating

agency or the relevant ndflJ 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
registeredath certi fied rating agencies publishe®&SMAYy,)t he Eut
on its website in accordance with the CRA Regulatismot conclusive evidence of the status of the relevant
rating agency included in such list, as thereyrba 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 will be disclosed in the Final Terms.

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 itsaligjabrs to determine whether

and to what extent (1) Covered Bonds are legal investments for it, (2) Covered Bonds can be used as collateral
for various types of borrowing and (3) other restrictions apply to its purchase or pledge of any Covered Bonds.
Financial institutions should consult their legal advisors or the appropriate regulators to determine the appropriate
treatment of Covered Bonds under any applicablelbyésed capital or similar rules.
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https://corporate.landsbankinn.com/uploads/documents/arsskyrsluroguppgjor/Consélidatexial
Report2017EN.pdf

DOCUMENTS ON DISPLAY

For the period of 12 months following the date of this Base Prospectus copiesfolidwing documents are
avail able for vi ewi ng on t heé (hitps:/Avwe.landsbankine.ib/seitryggd, WWWw.
skuldabrefand at the I ssuer’s registered affice at Austur s

T The |l ssuer’'s Articles of Associati on.

1  This Base Prospectus, datedpril 2019.

1 TheAudited Consolidated Financial Statements of the Issuer for the yearsa®@1208 together with the
audit reports prepared therewith

1  The most recently published audited annual financial statements of the Issuer and the most recently published
reviewed interim financial statements of the Issuer, in each case together with any audit oragerteswv
prepared in connection therewith.

1 All issued Final Terma&and any future Final Terms, supplements to this Base Prospectus and any other
documents incorporated into this Base Prospectus by reference

THIRD PARTY INFORMAT ION

Information in this Bas@rospectus is not based on the statements of external specialists or third party other than
publicly available information published by governmental entities. In such instances the information has been
accurately reproduced and as far as the Issuer i®ama is able to ascertain, no facts have been omitted which
would render the reproduced information inaccurate or misleading.

LISTING AND VALIDITY OF THIS BAS E PROSPECTUS

9  This Base Prospectus is valid until no more of the Covered Bonds concerngsliarkin a continued or
repeated manner.

1  Series of Covered Bonds issued undeRtogramme have been admitted to trading on a regulated market,
of Nasdadceland.

1  Applications may be made for new series of Covered Bonds issued under the Programauniittee to
trading on a regulated markdt o r the purposes o fMiFIDI' whichthasvbeen 2004/ 3
implemented in Iceland through the Act on Securities Transactions and Act on Stock Exchanges No.
110/2007 within 12 months of the date of this 8aProspectus.

1 TheProgramme also provides that the Issuer may issue Covered Bonds that will not be admitted to trading
on any market.

SUPPLEMENTS TO THIS BASE PROSPECTUS

Following the publication of this Base Prospectus one or more supplements may be prepared by the Issuer and
approved by the FME in accordance with Article 16 of the Prospectus Directive and Article 46 of the Act on
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Securities Transactions. Statements doeth in any such supplements (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 Prospgcsiatesnent so modified or
superseded shall not, except as so modified or superseded, constitute a part of this Base Prospectus.

In the event of any significant factor arising or any material mistake or accuracy relating to the information
included in tlis Base Prospectus which is capable of affecting the assessment of any Covered Bonds or any change
in the condition of the Issuer which is material in the context of the Programme or the issue of Covered Bonds,
the Issuer will prepare and publish a supmatrto this Base Prospectus or publish a new prospectus for use in
connection with any subsequent issue of Covered Bonds.

ABBREVIATIONS AND DE FINITIONS

Act on Actions to Combat Mone Act No. 140/2018on Actions to Comat Money Laundering

Launderingand Terrorist Financing and Terrorist Financing

Act on Covered Bonds Act No. 11/2008 on Covered Bonds, as amended with Act
35/2008.

Act on Financial Undertakings Act No. 161/2002 on Financial Undertakings

Act on Securities Transactions The Icelandic Act on Securities Transactions No. 107/2(

which came int@ffect 1 November 2007, as amended (Ice. L
um verdbréfavidskipta nr. 108/2007)

Amending Act Act No. 134/2008 amending the Act on Foreign Exchange
87/1992

AGM AnnualGeneral Meeting.

API ApplicationProgram Interface

AT1 Additional Tier 1

Bankruptcy Act Bankruptcy Act No. 21/199(as amended)

Base Prospectus This Base Prgpectus dated3 April 2019 and issued by
Landsbankinrf.

Basel Il Amendments to the Basé Committee on Banking

supervision $-ramework

Basel Committee The Basel Committee on Banking Supervision

BRRD Bank Recovery and Resolution Directive (EU), No 59/2014
amended).

CA CurrentAccount

Capacent Capacent ehf., Reg. N&5091060630, Borgartin 27, 10!
Reykjavik, Iceland.

CAR Capital Adequacy Requirement

CBR Combined Buffer Requirement

Central Bank The Central Bank of Iceland

CEO Chief Executive Officer
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CET1

CFO

Competition Authority
Cover Pool Revenue

CRA Regulation

CRDIV
CRM
CRR

EAD
ECL
ECOFIN
EDW
EEA

EEA Agreement

EFTA

Emergency Act

Employee Shatelders

EMTN

ESMA

FATCA

FME

Foreign Exchange Act

Framework

FSC
FX
GDP

Common Equity Tier 1

Chief Financial Officer

The Icelandic Competition Authority

Assets in the Cover Pool and payments received therefron

Regulation (EC) No. 1060/20ath Credit Rating Agencigas
amended)

EU CapitalRequirements Directivio.2013/36/EU
Customer Relationship Management.

EU regulation No. 575/2013 on prudential requirements
credit institutions and investment firms (amending Regula
(EU) No 648/2012

Exposuresit Default

Expected Credit Loss
Economic and Financial Affairs
Enterprice Data Warehouse.
European Economic Area

The Agreement on the European Economic Area (EEA) wi
entered into force in 1 January 1994,

European Fredrade Association; the International free tra
organization of Iceland, Norway, Switzerland and Lichtenst

Act No. 125/2008, on the Authority for Treasu
Disbursements Due to Special Financial Market Circumsta
etc.

Current and former employees of the Issuer that
shareholders in the Issuer

Euro Medium Term Note

The European Securities and Markets Authority

The U.S. Foreign Account Tax Compliance Act
Financial Supervisorputhority

The Act on Foreign Exchange No. 87/1982 amended

A revised framework of the
published in June 2006; *“I
Measurements and Capital StandarisRevised Framework
(Comprehensive Version)”

Financial Stability Counsel.
Foreign exchange

Gross domestic product
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Group

HFF
HR
ICAAP
Ice
Iceland

ICSD

ICT
IGA

Independent Inspector

IFRS
IRB
IRS
ISFI
ISDA
IT

ITA
ITIL
LBI ehf.

LCR
LGD
LTV
MiFID
MIFID Ii
MiFIR
MREL
NSFR
OECD
PPP

Landsbankinn hf., Reg. No. 471608280, having its registere
office at Austurstreeti 11, 155 Reykjavik, Icelandluding its
subsidiaries.

Icelandic Housing Financing Fund

Human resources

Internal Capital Adequacy Assessment Process
Icelandic

Republic of Iceland

Euroclear, Clearstream Luxemborg and NCSD as define
Condition 1 in Terms and Conditions in this Base Prospect

Information and CommunicationeEhnology

Jurisdictions (including Icelandhathave entered into, or hav
agreed in substance tatérgovenmental greemerg with the
United States to improve International Tax Compliance an
implement FATCA.

Independent inspector as provided for in Chapter VIII of
Act on Covered Bonds

International Financial Reporting Standards.
Internal Rating Based

The U.S. Internal Revenue Service

The Icelandic State Financial Investments
International Swaps and Derivatives Association.
Information Technology

The Income Tax Act No. 90/2003

Thelnformation Technology Infrastructure Library.

LBI ehf., previous names LBI hf. aridandsbanki islands hf.
Reg. No. 540292259, Alfheimar 74, 104 Reykjavikceland.

Liquidity Coverage Ratio

LossGiven Default

Loanto-value

Markets in Financial Instruments Directii®.2004/39/EC
Markets in Financial Instruments Directive N0.2014/65/EC
Regulation on Markets in Financial Instruments No. 600/2(
Minimum Requirement for own funds aidigible Liabilities
Net Stable Funding Ratio

Organisation for Economic Gaperation and Development

Purchasing power parity
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PD

PSD2

REA

Rules orForeign Exchange

Rules on Foreign Exchange Balances

Rules on Liquidity Ratios

Special Tax on Financial Institutions
SME
S&P

Special Reserve Requirement Rules

Special Tax on Financial Institutions
SREP

Supreme Court

TPP

UCITS

Q

Probability of Default.

Revised Payment Service Directive No. 2015/2366.

Risk Exposurédmount

The Central Bank’'s Rul5858014

The Centr al Bank’s Rules o
950/2010 as amended

The CentraBank’' s Rul es on Li(lgeu
“Reglur um lausafjarhlutfall lanastofnannar. 266/2017)

Act on Special Tax on Financial Institutions, No. 155/2010.
Small and medium sized enterprise
I nternational rating agenc

Rules on Special ReservRequirementsfor new foreign
currency inflows, No. 490/2016, (as amended).

Act on Special Tax on Financikldstitutions, No. 155/2010.
Supervisory Review and Evaluation Process

The Supreme Court of Iceland

Third party payment service provider

Undertakings for Collective Investments in Transfera
Securities

Quarter
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Set out below is the form of Final Terms which will be completed for each Tranche of Covered Bonds issued under

APPLICABLE FINAL TERMS

the Programme.

[Date

LANDSBANKINN HF.
Issue of [AggregateNominal Amount of Tranche] [Title of Covered Bonds]
under the ISK 200,000,000,00Covered Bond Programme

PART AT CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Terms and Conditions of the

Covered Bonds (théTerms and Conditions’) set forth in the Base Pspectus date@ April 2019 and any
supplements if applicahl&his document constitutes the Final Terms of the Covered Bonds described herein for

the purposes of Article 5(4) of the Prospectus Directive, as amended (which includes the amendments made by

Directive 2010/73/EU) and Article 45 of Act on Securities Teations and must be read in conjunction with the

Base Prospectus and any supplements if applicable which constitute a base prospectus for the purposes of the

Prospectus Directive. Full information on the Issuer and the offer of the Covered Bonds isailalyl@won the

basis of the combination of these Final Terms and the Base Prospectus and any supplements, if applicable. A copy
said Base Prospectus

of

skuldabref.

i s avail abl e f o/sertyygge wi ng

[Include vhichever of the following apply or specifyfddot Applicablé (N/A). Note that the numbering should
remain as set out below, evedMot Applicabl® is indicated for individual paragraphs or subparagraptalics

denote directions for completing the RIMTerms]

[When adding any other final terms or information consideration should be given as to whether such terms or
information constitute@significant new factosand consequently triggers the need for a supplement to the Base

Prospectus under Artie 16 of the Prospectus Directiye

=

Issuer:

i. Series Number:
ii.  Tranche Number:

Specified Currency or Currencies:

Aggregate Nominal Amount:

i. Series:
ii. Tranche:

Issue Price:

Specified Denominations:

i.  Specified Denominations:

53

Landsbankinn hf.

[]
[ ]

(If fungible with an existing Series, details of that Seri
including the date on which the Covered Bonds becor
fungible

[]

[]
[]

[] per cent. of théAggregate Nominal Amount [plus
accrued interest fromir{sert daté (if applicable]

[]

(Notei where Bearer Covered Bonds with multiple
denominations aboVdl 1 0 0], oDe@uivalent are beinc
used the following sample wording should be followec

"G100],an0d0 i nt egr al mul ti
thereof up to and includinga 1 9 9], Nlo@06vered

at



Calculation Amout:

Issue Date:

Interest Commencement Date:

Maturity Date:

Extended MaturityDate:

Interest Basis to Maturity Date:

Interest Basis from Maturity Date to
Extended Maturity Date:

10. Redemption/Payment Basis:

Bonds in definitive form will be issued with a
denomination abovgd 1 9 91,"0 0 0

(N.B. If an issue of Covered Bonds is (i) NOT admitte:
trading on aEuropean Economic Area exchange; and
(i) only offered in the European Economic Area in
circumstances where a prospectus is not required to |
published under the Pros
minimum denomination is not required.)

[]

(If only one Specified Denomination, insert the Specifi
Denomination. If more than one Specified Denominat
insert the highest common factdlote There must be a
common factor in the case of two or more Specified
Denominations.)

[]
[Specify/lssue Date/Not applicable

[Specify date or (for Floating Rate Covered Bon
Interest Payment Date falling in or nearest $pefcify
month and yea}]

[Applicable/Not Applicable]

(If not applicable, delete the remaining sections of this
subparagraph

The Extended Maturity Date isgecify date ofor
Floating Rate Covered Bondisterest Payment Date
falling in or nearest to the relevant month and year; in
each case fallinghreeyears after the Maturity Date].

[If applicable, complete relevant sectiaegarding
interest, etq.

[Inflation Linked Interest]

[[] per cent. Fixed Rate]
[[LIBOR/EURIBOR/REIBOR] +£ [ ] per cent.
FloatingRate]

[Zero Coupon]

[specify othgr

[Inflation Linked Interest]

[[] per cent. FixedRate]
[[LIBOR/EURIBOR/REIBOR] +£ [ ] per cent.
FloatingRate]

[Zero Coupon]

[specify othdr

[Annuity]

[Redemption at par]
[Equal principal payments]
[Instalment]



11.

12.

13.
14.

15.

16.

17.

Change of Interest Basis or
Redemption/Payment
Basis:

Investor Put/Issuer Call:

Status of the Covered Bonds:

Approval for Issuance of the Covered Bonds:

Method of Distribution:

Calculation Agent:

[specify othdr

[Specify details of anyrpvision for change of Covered
Bondsinto another Interest Basis or
Redemption/Payment Bai®t Applicablg

[Investor Put]

[Issuer Call]

[Not applicable]

[(further particulars specified belgyv

Senior[specify othdr

[Date of[Board] appoval for issuance of Coverd&2bnds
obtained]:
[Date/ Not Applicable]

(N.B. Only releant where Board (or similar)
authorization is requiredor the particular Tranche of
Covered Bonds

[Syndicated/Norsyndicated]

[Issuef(specify other)

PROVISIONS RELATING TO INFLATION LINKED  ANNUITY COVERED BONDS

Inflation Linked Annuity Covered Bonds:

i.  Rate(s) of Interest to Maturity Date:

ii. Rate(s) of Interest from Maturity Date to

Extended Maturity Date:

iii. Number of Interest Payment Dates:
iv. Interest Payment Date(s):

v. Number of Principal Payment Dates:

vi. Principal Payment Date(s):
vii. Day Count Fraction:

viii. Base Index:

[Applicable/Not Applicable]

(If not applicable, delete the remaining subparagraph:
this paragraph

[ ] per cent. per annum [payaljennually/semi
annually/quarterly/monthly] in arrears]

[ ] per cent. per annum [payable [annually/semi
annually/quarterly/monthly] in arrears]

[]

[The [] day in the months of [ ] and [ ] in each year ug
and including the Maturity Date]. First Interest Paym:
Date being []

[]
[On each Interest Paymelate/Maturity Date]

[30/360/ Actual/Actual (ISMA) /[specify othél

means fo be insertef] being the value of the CPI oto[
be insertefl

PROVISIONS RELATING TO INFLATION LINKED EQUAL PRINCIPAL PAYMENT COVERED
BONDS INCLUDING COVERED BONDS WITH ONE PAYMENT OF PRINCIPAL ON MATURITY

18.

Inflation Linked Equal Principal Payment
Covered Bonds:

DATE

55

[Applicable/Not Applicable]



19.

20.

i. Rate(s) ofinterest to Maturity Date:

ii. Rate(s) of Interest from Maturity Date to
Extended Maturity Date:

iii. Number of Interest Payment Dates:

iv. Interest Payment Date(s):

v.  Number ofPrincipal Payment Dates:
vi. Principal Payment Date(s):

vii. Day Count Fraction:

viii. Base Index:

(If not applicable, delete the remaining subparagraph:
this paragraph

[ 1 per cent. per annum [payable [annually/semi
annually/quarterly/monthly] in arrears]

[ 1 per cent. per annum [payable [annually/semi
annually/quarterly/monthly] in arrears]

[]

[The [] day in the months of [ ] and [ ] in each yeartop
and including the Maturity Date]. First Interest Payme
Date being [ ]

[]

[On each Interest Payment Date/Maturity Date
[30/360 / Actual/Actua{ISMA) / [specify othdj

Means {o be insertef] being the value of the CPI oto[
beinserted.

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

Fixed Rate Covered Bond Provisions

i.  Rate(s) of Interest to Maturity Date:

ii. Rate(s) of Intereftom Maturity Date to
Extended Maturity Date:

ii. InterestPayment Date(s):

iv. Day Count Fraction:

v. Other termselating to the method of
calculating interest for Fixed Rate
Covered Bonds:

Floating Rate Covered Bond Provisions:

i.  Specified Period(s)/Specified Interest
Payment Dates:
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[Applicable/Not Applicable]

(If not applicable, delete the remaining subparagraph:
this paragraph

[ ] percent. per annum [payable [annually/semi
annually/quarterly/monthly] in arrears]
[ ] per cent. per annum [payable [annually/semi

annually/quarterly/monthly] in arrears]

[[]1in each year up to and including the Maturity Date]
[specify othdr

(N.B. This will need to bamended in the case of long
short coupong

[30/360 /Actual/Actual (ISMA)/$pecify othd

[Nonegive detail$
[Applicable/Not Applicable]
(If not applicable, delete the remaining subparagraph:

this paragraph

[]

[NB: Specify the Sified Period(s)/Specifielahterest
Payment Da#(s) up to and including thextended
Maturity Date, if applicablg



Vi.

Vii.

viii.

Xi.

Xil.

Business Day Convention;

Additional Business Centre(s):

Manner in which the Rate of Interest anc
Interest Amount is to beéetermined:
Screen Rate Determination

- Reference Rate:

- Interest Determination Date(s):

- Relevant Screen Page:

ISDA Determination:

- Floating RateOption:

- Designated Maturity:

- Reset Date:

Margin(s) to Maturity Date:

Margin(s) fromMaturity Dateto Extended
Maturity Date
Minimum Rate of Interest:

Maximum Rate of Interest:

Day Count Fraction:

Fallback provisions, roundingrovisions
and any other terms relating to the meth
of calculating interest on Floating Rate
Covered Bonds, if different from those si
out in the Terms and Conditions:

57

[Floating Rate Corention/Following Business Day
Conventiom/Modified Following Business Day
Convention/Precedg Business Day Conventigepecify
other]]

[SpecifyNone ]

[ScreenRate Determination/ISDM®eterminationgpecify
othei

[ 1 month urrency} [LIBOR, EURIBOR, REIBOR
specify other

[]

(Second London Business day prior to the start of eas
Interest Period if LIBOR (other than Sterling or euro
LIBOR),first day of ech Interest Period if Sterling
LIBOR and thesecond day on which the TARGET
System if EUBBOR or euro LIBOR and second
Reykjavik BusinesBay of each interest period if
REIBOR

[NB: Specify the Interest Determination Date(s) up to
and including the Extended Maturity Date, if
applicablg

[]
(Give detail3

[]
[]
[]
[+/-] [ ] per cent. per annum
[+/-] [ ] per cent. per annum

[[ ] per cent. peannum/Not Applicable]
[[ ] per cent. per annum/Not Applicable]

[Actual/Actual
Actual/365
Actual/365 (Fixed)
Actual/365 (Sterling)
Actual/360

30/360

30E/360

Othef

[Applicable/Not Applicablg



21

22.

23.

24.

25.

26.

27.

xiii. Maximum Interest Amount:

Zero Coupon Covered Bond Provisions:

i Accrual Yield:
ii. Reference Price:

iii. Any other formula/basis afetermining
amount payable:

iv. Day Count Fraction in relation to Early
Redemption Amounts and late payment: [Conditions 8.7b) and 8.11 applgpecify othdr

[Applicable/NotApplicable]
[Applicable/Not Applicable]

(If not applicable, delete the remaining subparagraph:
this paragraph

[ 1 per cent. per annum

[]
[]

PROVISIONS RELATING TO REDEMPTION

Issuer Call:

i.  Optional Redemption Date(s):

ii. Optional Redemptiodmount of each
Covered Bond and method, if any, of
calculation of such amount(s):

iii. Early Redemption Amount:

iv. If redeemable in part:
() Minimum Redemption Amount:
(i)  Maximum Redemption Amount:

Notice period (if other than at out in
the Terms and Conditions):

Investor Put:

Final Redemption Amount of each Covered

Bond:

Early Redemption Amount of each Covered

Bond payable on redemption and/or the

method of calculating the same (if required or
if different from that set out in Condition 8.7

(a):

[Applicable/Not Applicable]

(If notapplicable, delete the remaining subparagraphs
this paragraph

[]

[[ 1 per Covered Bond df] Specified Denomination]
[specify formulfj[Condition 8.7 applies]
[As set out in Condition 8.7

[]

[Applicable/Not Applicable]

(If applicable specify details)

[ 1 per Cowered Bond of [ ] Specified
Denominationgpecify othelsee Appendix] [Not
Applicable]

[ 1/[As set out in Condition 8.(&)]

GENERAL PROVISIONS APPLICABLE TO THE COVERED BONDS

New Global Covered Bond:

Form of Covered Bonds:
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[Yes/No]

[VS System Covered Bond$CSD System Covered
Bonds]

[Bearer Covered Bonds



28.

20.

30.

3L

32

Additional Financial Centre(s) or other

special provisions relating to Payment Days:

Talons for future Coupons or Receipts to be
Attached to definitive Covered Bonds(and

dateson which such Talons mature):

Details relating to Partly Paid Covered Bonds:

amount of each payment comprising the Is:
Price and date on which each payment is tc

made and consequence of failure to pay,

including any right of the Issuer to forfeit the

Covered Bonds and interest due on late
Payment:

Details relating to Instalment Covered Bonds:

i.  Instalment Amount(s):

i. Instalment Date(s):

Redenomination applicable:
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Temporary Bearer ®bal Covered Bond exchangeable
for a Permanent Bear&lobal Covered Bond which is
exchangeable foradinitive Covered Bonds [on @D a vy
notice given atay time/only after an Exchandevent]

[Temporary Bearer Global Covered Bond exdeable
for definitive Covered Bnds on and after tHexchange
Date]

[Permanent Bearer Gibal Covered Bond exchangeat
for Definitive Covered®B nds [ on 60 daa
any time/only after an Exchange Event]]

[Global Certificatg [ ] nominal

amount) registered in the name of a common depositi
for Euroclear and Clearstream, Luxembourg/a commc
safekeepefor Euroclear and Clearstream, Luxembolir

[Not Applicablegive detail

(Note that this itemalates to the place of paymemtd not
Interest Period end datgs

[Yes/No. (f yes, give detail})

[Not Applicablefjive detailg

(N.B. a new form of Temporary Global Covered Bc
and/or Permanent Global Covered Bond may be requ
for Partly Paid issues

[Not Applicablegive detail$
[Not Applicablegive detail$

Maximum Instalment Anount means, with respectao
Interest Period and Series of Covered Bonds, the
Relevant Percentagd the aggregate of principal
receipts received by thHesLer in respect of assets in the
Cover Pool plusmounts in respect of notionalincipal
received from any Swap Provider leamounts payable
by the bsuer to any Swap Provider,géach case,
conveted where applicable into tt&pecified Currency
atthe applicable swap rate of exchange.

Redenomination [not] applicable

(If Redenomination is applicahl specify the applicable
Day Count Fraction andany provisions necessary to
deal with floating rate irgrest calculation (including
alternative reference rates)



33. i. Swap Provider [Not Applicablegive detail
ii.  Nature of Swap: [Not Applicablegive detail}

34. Other final terms: [Not Applicablegive detail}

(When adding any other final terms consideration sho
be given as to whether such terms constilisignificant
new factors according to the Commission Delegated
Regulation (EU) no. 486/2012 and consequently trigg
the need for supplements to the Basaspectus under
Article 16 of the Prospectus Directiye.

DISTRIBUTION
35. i. If syndicated, names of Managers: [Not Applicablegive namels
ii. Stabilizing Manager (if any): [Not Applicablegive namels

36. If non-syndicated, name of relevant Dealer []

37. U.S. selling restrictions: Reg. S. Compliance Category [2];
[TEFRA CJ/[TEFRA DJ/[TEFRA Not Applicable]

38. Additional selling restrictions: [Not Applicablegive detail$

LISTING AND ADMISSION TO TRADING APPLICATION
These Final Terms comprise tfieal terms required for the Covered Bonds described héodie admitted to
trading pursuant to the ISR00,000,000,00CoveredBond Programme of Landsbankinn [$pecify othdr

RESPONSIBILITY

The Issuer accepts responsibility for the informatbmmtained in these Final TermsRHlevant third party
information, for example in compliance with Annex Xl to the Prospectus Directive in relation to an index or its
componenfshas been extracted from [specify source].The Issuer confirms that suchatifor has been
accurately reproduced and that, so far as it is aware and is able to ascertain from information published by [specify
source], no facts have been omitted which would render the reproduced information inaccurate or misleading].

Signed on blalf of the Issuer:

By e e e e e e e
Duly authorized
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PART BT OTHER INFORMATION

1. LISTING
[Not Applicablegive detail

i.  Listing: [Nasdaq Iceland/othegpecify/None]

ii.  Admission to trading: [Application has been made ftire Covered Bonds to b
admitted tortading on [ ].] [Not Applicablg[specify
other]

2. RATING [Not Applicable/The Cogred Bonds to be issued ha
been rated:

[S & P: [
[ Moody' s:
[ Fitch: [«
[Other. T 1]

11

—t — —
[E R —

[Need to include hera brief explanation of thmeaning
of the ratings if this has premisly beermpublished by the
rating provider] (The above disclosure should reflect t
rating allocated to Covered Bonds of the type being
issued under the Programme generally or, whbee
issue has been specifically rated, that ratjng.

3. NOTIFICATION

[Applicable/Not Applicable]

(If not applicable, delete the remaining subparagraph of this paragraph

[The jhame of competent authority in home Member Blads been requested to provide/has providegtiude

first alternative for an issue which is contemporaneous with the establishment or update of the Programme and
the second alternative for subsequent isgties[names of competent authorities of higlember Statdswith a
certificate of approval attesting that the Base Prospectus has been drawn up in accordance with the Prospectus
Directive]

4. INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE

[Save for any fees payable to the [Managers/Dealer/Advisor], so far as the Issuer is aware, no person involved in
the issue of the Covered Bonds has an interest material to the-igsorend as appropriate if there are other
interest$

(When adding any tbher description, consideration should be given as to whether such matters described

constitute fisignificant new factorso and consequent
under Article 16 of the Prospectus Directive regulation.)

5. USE OF PROCEEDS, ESTIMATED NET PROCEEDS AND TOTAL EXPENSES

i. Use of proceeds: [For general funding purposes of the Issseetify
othei

ii. Estimated net proceeds: [1

iii. Estimated total expenses: [1

6. YIELD (Fixed Rate Covered Bonds Only)

Indicationof yield: [Not Applicablespecify
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[Note: The yield is calculated at the Issue Date on the t
of the Issue Price. It is not an indication of future yield

7. HISTORIC INTEREST RATES (Floating Rate Covered Bonds Only)
[Not ApplicableDetails ofhistoric [LIBOR/EURIBOR/REIBOR/other] rates can be obtained fr®adterg]

8. PERFORMANCE OF CPI, EXPLANATION OF EFFECT ON VALUE OF INVESTMENT AND
ASSOCIATED RISKS AND OTHER INFORMATION CONCERNING THE UNDERLYING (Inflation
Linked Annuity Covered Bondad Inflation Linked Equal Principal Payment Covered Bonds Only)

[Where the underlying is an index need to include the name of the index and a description if composed by the
Issuer and if the index is not composed by the Issuer need to include detdilsrefthe information about the
index can be obtained.]

[(When completing the above paragraphs, consideration should be given as to whether such matters described
const t ustgmificaht new factofsand consequently trigger the need for a supplement to the Base Prospectus
under Article 16 of the Prospectus Directive.)]

The Issuer [intends to provide passuance information [specify what information will be reported and where it
can be obtained]ldoes not intend to provide pessuance information]

9. OPERATIONAL INFORMATION

i.  ISIN Code: []
ii. Common Code: []

iii. Any Clearing system(s) other the

Euroclear Bank S.A./N.V. or Clearstrea

Banking, sodté anonyme (together witl

the address of each such clearing syst

and the relevant identification number(s) [Not Applicablegive name(s) and numberdCSD. The
Issuer shall be entitlelth obtain certain informatiofrom
the register maintaed by the NCSD for the purposé
performing its obligatins under the issue of NCSD
System Covered @hds. The NCSD Agent shall be
entitled to obtain sucimformation as is required to
perform its duties undehe Terms and Conditions tife
Covered Bondandrules and regulations of, and
applicable to, th&lCSD]

iv. Delivery: Delivery [against/free of] payment

v. Names and addresses of additional Pay

Agent(s) (if any): [Not Applicablegive detail$
vi. Intended to be held in a manner whi
would allowEurosystem eligibility: [YesNote that thesdesi mphy

the Covered Bonds are intended upon issue to be
deposited with one of the ICSDs @ommon safekeeper
and doesot necessarily meandhthe Covered Bonds
will be recognised asligible collateral for Eurosystem
monetary policy and intralay credit operations by the
Eurosystem either updssue or at any or all times
during their life. Suchiecognition will depend upon the
European Central Bank beirggtisfed that the
Eurosysten eligibility criteria have been met.] / [No.
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Whil st the designation i
these Final Terms, should the Eurosystem eligibility
criteria be amended in the future such that the Covere
Bonds are capable of meeting them the Gadd®onds
may then be deposited with one of the ICSDs as com
safekeeper. Note that this does not necessarily mean
the Covered Bonds will then be recognised as eligible
collateral for Eurosystem monetary policy and intra de
credit operations by thEurosystem at any time during
their life. Such recognition will depend upon the
European Central Bank being satisfied that the
Eurosystem eligibility criteria have been met.]]



TERMS AND CONDITIONS OF THE COVERED BONDS

The following are the Terms ai@bnditions of the Covered Bonds which will be incorporated by reference into

each Covered Bond (as defined below). The applicable Final Terms in relation to any Tranche of Covered Bonds

may specify other terms and conditions which shall, to the extepésified or to the extent inconsistent with the

following Terms and Conditions, replace or modify the following Terms and Conditions for the purpose of such
Covered Bons . Reference shoul d be ma dferadescripiiof of themcaenfof t he Co\
Final Terms which will specify which of such terms are to apply in relation to the relevant Covered Bonds.

The Covered Bonds are bonds issued by Landsbankinn hflgtheero) in accordance with the Icelandic Act on
Covered Bonds no. 11/2008 (thAct on Covered Bond®) and Rules No. 528/2008 on covered bonds (the
“Rules on Covered Bonds). The Covered Bonds will be issued in compliance with any applicable legal or
regulatory restrictions including the rules on foreign exchange issued by thel ®amtkaof Iceland, and any
reference to currencies other than ISK and related expressions shall be construed as taking effect subject to such
restrictions being lifted.

This covered bond is one of a Series (as defined below) of Covered Bonds issuetssyethe
References herein to t®vered Bondsshall be references to the Covered Bonds of this Series and shall include:

(a) in relation to any Covered Bonds represented by a global Covered Bt@tbkal Covered Bond), units
of the lowest denominatiapecified in the relevant Final Ternts f 8pecified Denominatiori) in the currency
specified in the relevant Final Terms  8pecified Currency’);

(b) any definitive Covered Bonds in bearer forfBdarer Covered Bond$) issued in exchange for a Global
Covered Bond in bearer form; and

(c) any definitive Covered Bonds in registered foftRdgistered Covered Bondy (whether or not issued in
exchange for a Global Covered Bond in registered form); and

(d) any Covered Bonds issued in uncertificated book entry form cleared throughstiaq CSD Icelandr VP

Lux (the“VS System Covered Bondg. VS System Covered Bonds are in dematerialised form. Any references

in these Terms and Conditions (th@onditions’) to Receipts, Coupons and Talons shall not apply to VS System
Covered Bonds and no global or definitive Covered Bonds will be issued in respect of VS System Covered Bonds.

Interest bearing definitive Covered Bonds have interest coup@uasipons’) and,if indicated in the applicable

Final Terms, talons for further CouporisTélons’) attached on issue. Any reference herein to Coupons or
coupons shall, unless the context otherwise requires, be deemed to include a reference to Talons or talons.
Definitive Covered Bonds repayableimstalmentdave receipts‘Receipts) for the payment of thimstalments

of principal (other than the final instalment) attached on issue. Global Covered Bonds do not have Receipts,
Coupons or Talons attached on issue.

The FinalTerms for this Covered Bond (or the relevant provisions thereof), as set out in Part A of the Final Terms
which are (except in the case of VS System Covered Bonds) attached to or endorsed on this Covered Bond,
supplement these Conditions and may spedifigioterms and conditions which shall, to the extent so specified

or to the extent inconsistent with the Conditions, replace or modify the Conditions for the purposes of this Covered
Bond. References to trapplicable Final Terms are to Part A of the Findlerms (or the relevant provisions
thereof) which are (except in the case of VS System Covered Bonds) attached to or endorsed on this Covered
Bond and (in the case of the VS System Covered Bonds) which are deposited WitSher VP Lux.

Any referenced Covered Bondholdersor to holders or to Investor(s) in relation to any Covered Bonds shall

mean (in the case of Bearer Covered Bonds) the holders of the Covered Bonds, (in the case of Registered Covered
Bonds) the persons in whose name the Covered Bonds are registered and (in the case of VS Coverkd Bonds) t
persons who are for the time being shown in the records N@&D or VP Lux as the holders of the Covered
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Bonds, and shall, in relation to any Covered Bonds represented by a Global Covered Bond and any VS Covered
Bonds, be construed as provided beldwy reference herein tReceiptholdersshall mean the holders of the
Receipts and any reference herei€tmponholdersshall mean the holders of the Coupons and shall, unless the
context otherwise requires, include the holders of the Talons.

As used heiia, Tranche means Covered Bonds which are identical in all respects (including as to listing and
admission to trading on a Regulated Market) 8edesmeans a Tranche of Covered Bonds together with any
further Tranche or Tranches of Covered Bonds whieHixexpressed to be consolidated and form a single series
and (i) identical in all respects (including as to listing and admission to trading on a Regulated Market) except
for their respective Issue Dates, Interest Commencement Dates and/or Issue Prices

Copies of t he applicabl e Final Ter ms ar e avail a
https://www.landsbankinn.is/sertryggttuldabref/

Except where the context otherwise requires, capitalised terms used and not otherwise defined in these Terms and
Conditions (including the preceding paragraphs) shall bear the meanings given to them in the applicable Final
Terms.

1. DEFINITIONS
Interpretation:In these Conditions:

1 Covered Bonds and Covered Bondholder shall be deemed to include references to Cougzmgand
holders, respectively, where relevant;

9 if Talons are specified in the relevant Final Terms as being attached to the Covered Bonds at the time of issue,
references to Coupons shall be deemed to include references to Talons;

9 if Talons are not specifiein the relevant Final Terms as being attached to the Covered Bonds at the time of
issue, references to Talons are not applicable;

91 any reference to principal shall be deemed to include Final Redemption Amount, any additional amounts in
respect of princigawvhich may be payable under Condition 9, any premium payable in respect of a Covered
Bond and any other amount in the nature of principal payable pursuant to these Conditions;

1 any reference to interest shall be deemed to include any additional amotedpént of interest which may
be payable under Condition 9 and any other amount in the nature of interest payable pursuant to these
Conditions;

9 if an expression is stated this Condition (1 Definitiong to have the meaning given in the relevant Final
Tems, but the relevant Final Terms gives no such meal
then such expression is not applicable to Covered Bonds;

1 VS System Covered Bonds are in dematerialised form, and any references in these T&ordaiwhs to
Coupons and Talons shall not apply to VS System Covered Bonds and no global or definitive Covered Bonds
will be issued in respect thereof;

9 if the Covered Bonds are Zero Coupon Covered Bonds, references to Coupons and Couponholders are not
apgicable; and

T where the word “including” appears in these Conditioc
inserted immediately afterwards.
Accrual Period In accordance with Condition 6.7(c)(i), the relevant period fr

(and including) the most recent Interest Payment Date (or, if n
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Accrual Yield

Act on Covered Bonds

Act on Securities Transactions

Additional Business Centre
Additional Financial Centre

Agency Agreement

Amortised Face Amount
Annuity Amount

Annuity Covered Bonds

Applicable Final Terms

Automatic Extension
Bearer Covered Bond
Business Day

Business Day Convention

Calculation Agent

Clearstream, Luxembourg

Common Depositary

Common Safekeeper

Couponholders

Coupons

the Interest Commencement Date) to (but excluding) the rele
payment date.

In relation to a Zero CoupoBovered Bond, the meaning given
the applicable Final Terms.

The Icelandic Act on Covered Bonds No. 11/20@8ich came into
effect 20 March 2008, as amendedcég. Log um sértryggd
skuldabréf nr. 11/2008

The Icelandic Act on Securities Transactions No. 108/2007 w
came into effect 1 November 2007, as amended. (L6g um
verdbréfavioskipti 108/200Q7

The meaning (if any) given in the applicable Final Terms.
The meaning (if any) given in the applicable Final Terms.

Shall mean the agency agreement (if any) to be entered into be
the Issuer, Fiscal Agent and other agents.

The meaning givein Condition 8.7(b).
The meaning given in Condition 7.1(a).

Covered Bonds which will be redeemed in Annuity Amou
(subject to adjustment for indexation in accordance with
provisions specified in thepplicable Final Terms) on one or mo
Interest Payment Dates as specified in the applicable Final Te:

The form of Final Terms (Part A of the Final Terms or the rele\
provisions thereof) which will be completed for each Thanof
Covered Bonds issued under the Programme.

The meaning given in Condition 8.12(b).
Means Cover Bonds issued in bearer form.
As defined in Condition 6.7(a).

In respecbf a Tranche of Covered Bonds and either the Spec
Periods or the Interest Payments Dates, the business day conv
specified in the applicable Final Terms and determined
accordance with Conditions 6.7(b).

The meaning (iny) given in the applicable Final Terms.
Clearstream Banking, société anony@2,Avenue JF KennedyL

1855,Luxembourgor its successors.

The common depositary for Euroclear and Clearstreanits
successors.
The common safekeeper for Euroclear and Clearstr
Luxembourg.

The holders of the Coupons (which expression shall, unles:
context otherwise requires, include the holders of the Talons).

Interest couponexpressing the amount payable by way of intel
in respect of definitive Covered Bonds.

66



Cover Pool

Cover Pool Member States

Covered Bond

Covered Bondholders

Covered Bond Legislation

Cover Pool Swap

Cover Pool Swap Agreement

Cover Pool Swap Provider

CPI

Currency Swap

Currency Swap Agreement

Currency Swap Provider

Day Count Fraction

Dealer

A collection of bonds, substitute collateral and other assets list
the Register, as provided for in Chapter VI of the Act on Cove
Bonds, over whib t he Covered Bond
counterparties have rights of priority pursuant to the provision
the Act on Covered Bonds.

A state which is a party to the Agreement on the Eurof
Economic Area or the European Fre@ade Association Treaty, ¢
the Faroe Islands.

The covered bonds issued or to be issued by the Issuer und
Programme in accordance with the Act on Covered Bonds.

The holders for the time being of the Covered Bonds.

Act on Securities Transactions, Act on Covered Bonds, any rele
executive orders and appurtenant regulations as may
supplemented, amended, modified or varied from time to time
well as any judicial decisions and admirasive pronouncements
all of which are subject to change, including with retroactive effe

Means the Cover Pool Swap which enables the Issuer to co
ISK interest payments (less a client margin) received by the s
in respect bassets (other than Swaps) registered to the Cover
into floating or fixed payments (as the case may be) payments li
to the interest rate payable on the Covered Bonds.

Means the ISDA Master Agreement, schedule @ntfirmation(s)
(as amended and supplemented from time to time) relating ti
Cover Pool Swap entered into from time to time between the Is
and the Cover Pool Swap Provider.

Means the third party counterparties in thiegpective capacities ¢
cover pool swap provider under a Cover Pool Swap Agreemer

The consumer price indexation, as calculated by Statistics Ice
in accordance with the Act on Price Indexation No. 12/198&. (
L6g um visitdlu neysluverds rir2/1995 and published monthly ir
the Legal Gazettdde. Logbirtingabladid in Iceland.

Means each currency swap which enables the Issuer to |
currency risks arising from (a) Covered Bonds which are issue¢
currencies other thailSK and (b) assets (other than Mortga
Bonds) which are registered to the Cover Pool and are denomi
in currencies other than ISK.

Means the ISDA Master Agreement, schedule and confirmatic
(as amended and supplementedrfriime to time) relating to the
Currency Swap(s) entered into from time to time between the Is
and each Currency Swap Provider.

Means the third party counterparties in their respective capaciti
currency swap provider undarCurrency Swap Agreement.

The meaning given in Condition 6.7(c).

Any dealer appointed by the Issuer (if any).
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Definitive Covered Bonds

Designated Account

Designated Bank

Designated Maturity
Determination Date
Determination Period

Directors

Distribution Compliance Period

Early Redemption Amount
Equal Payment Amount
EU

EURIBOR

Euroclear

Exchange Date

Exchange Event

Exchange Notice

Extended Maturity Date

Final Redemption Amount

Final Terms

A Covered Bond in definitive form issued, or to be issued by
Issuer in accordanaeith the provisions of the Programmie either
bearer form or registered form

Means the account maintained by a holder with a Designated
and identified as such in the Registered Covered Bond Regist¢

Means(in the case of payment in a Specified Currency other -
euro) a bank in the principal financial centre of the country of ¢
Specified Currency and (in the case of a payment in euro) any
which processes payments in euro.

Themeaning given in the ISDA Definitions.

The meaning given in the applicable Final Terms.

The meaning given in Condition 6.7(d).

The directors for the time being of the Issuer as defined in
Icelandt Act No. 2/1995, on Limited Liability Companidsé. Log
um hlutafélog nr. 2/1995

The period that ends 40 days after completion of the distributic
each Tranche of Covered Bonds, as certified by the relevant Di

The amount calculated in accordance with Condition 8.7.
The meaning given in Condition 7.1(b).

The European Union.

Euro-zonelnterBank Offered Rate.

Euroclear Bank S.A./N.V.,1, Boulevard du Roi Albert Il
B - 1210 Brusselr its successor.

The date when interest in a Temporary Bearer Global Cover [
will be exchanged either for interest in a Permanent Bearer G
Cover Bond or, where specified in thpplicable Final terms, fo
Definitive Bearer Cover Bonds

The meaning given in Condition 2 (Form, Denomination and T
in the section on Bear@overedBonds

The meaning given in Condition().

Means the date to which the payment of the Final Redemj
Amount is deferred if not paid at the Maturity Date as furt
outlined in Condition 8.12.

The meaning given in the applicable Final Terms.

In relation to listing, ach Tranche will be the subject to the Fir
Terms which, for the purposes of that Tranche only, complete
Terms and Conditions of the Covered Bonds and this
Prospectus and must be read in conjunction with this E
Prospects. The terms and conditions applicable to any partic
Tranche of Covered Bonds are the Terms and Conditions o
Covered Bonds as completed, amended and/or replaced b
relevant Final Terms.
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Fiscal Agent

Fixed Rate Covered Bonds

Floating Rate
Floating Rate Convention

Floating Rate Covered Bonds

FME

Following Business Day Convention

Global Covered Bonds

Global Certificate

Government Bond

Group
IFRS

Index ratio

Indexed Currency Swap Agreement

Indexed Currency Swap Provider

Landsbankinn hf., or any successor aggpointed as such.

Covered Bonds that pay a fixed rate of interest on such date or
as may be agreed between the Issuer and the relevant De:
specified in the applicable Final Terms and on redemp
calculated on thedsis of such Day Count Fraction as may be agi
between the Issuer and the relevant Dealer.

The meaning given in the ISDA Definitions.

The meaning given in Condition 6.7(b)(i).

Covered Bonds which bear interest at a rate determined:

(i) On the same basis as the floating rate under a notional int
rate swap transaction in the relevant Specified Curre
governed by an agreement incorporating the IS

Definitions; or

(i) onthebasis of a reference rate appearing on the agreed s
page of a commercial quotation service; or

(iif) on such other basis as may be agreed between the Issu
the relevant Dealer, or as set out in the applicable Final Te

The Financial
Fjarmalaeftirlitio).

Supervisory  Authority, Iceland Ide.

The meaning given in Condition 6.7 (b)(ii).

Global Covered Bond& bearer or registered forrmomprising
Temporary Global Covered Bonds aRdrmanent Global Covere
Bonds.

Registered Bonds held in a clearing system in the form of a s
certificate representing the whole principal amount of the issue
offered and sold in reliance on Regulation S.

Bonds granted to or guaranteed by certain governmental bodi
accordance with Article 5 of the Act on Covered Bonds.

The Issuer and itsubsidiaries.
International Financial Reporting Standards.

The value of the IndeRatio (R) on therelevant Interest Paymer
Date shall be thealue of the Reference IndeRRl() applicable tahe
relevant Interest Payment Date divided thg value of the Basi
Index Bl) as calculatethe Issuer

Meansthe ISDA Master Agreement, schedule and confirmatiol
(as amended and supplemented from time to time) relating ti
Indexed Currency Swap(s) entered into from time to time betv
the Issuer and each Indexed Currency Swap Provider.

Means the third party counterparties in their respective capaciti

indexed currency swap provider under an Indexed Currency ¢
Agreement.
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Indexed Currency Swap

Inflation Linked Annuity Covered
Bonds

Inflation Linked Equal
Payment Covered Bonds

Principal

Instalment Amounts

Instalment Covered Bonds

Instalment Dates

Interest Amount

Interest Commencement Date

Interest Determination Date

Interest Payment Date

Interest Period

Interest Rate Swap Agreement

Investor

Il nvestor os

Investor Put

Curren

Means each currency swap which enables the Issuer to t
currency andnflation risks arising from (i) Covered Bonds whic
are issued in currencies other than ISK and not indexed linkec
(i) assets which are registered to the Cover Pool and
denominated in ISK and indexed linked.

Covered Bonds that pay an Annuity Amount on such date or (
as decided by the Issuer and set out in the Final Terms.

Covered Bonds that pay an Equal Payment Amount on such di
dates as deded by the Issuer and set out in the Final Terms.

In respect of Instalment Covered Bonds, each amount specifi
such in the applicable Final Terms.

Covered Bonds which will be redeemed in Instalnfenbunts and
on the Instalment Dates specified in the applicable Final Term:

In respect of Instalment Covered Bonds, each date specified a:
in the applicable Final Terms.

The amount of interest payable on the RlgpRate Covered Bond
in respect of each Specified Denomination for the relevant Inte
Period, as calculated in accordance with Condition 6.4(d) or
amount of interest payable on Inflation Linked Annuity Cove
Bonds or Inflation Linked Equal Paymi&Covered Bonds in respe:
of each Specified Denomination for the relevant Interest Perio
calculated in accordance with Conditions 6.1 and 6.2 respectiv

In the case of interestearing Covered Bonds, the date spedifie
the applicable Final Terms from (and including) which interest"
accrue in respect of the relevant Covered Bonds.

In respect of Floating Rate Covered Bonds to which Screen
Determination is applicable, the meanigiyen in the applicable
Final Terms.

In respect of Fixed Rate Covered Bonds, Inflation Linked Ann
Covered Bonds and Inflation Linked Equal Payment Cove
Bonds, the meaning given in the applicable Final Terms an
respect ofFloating Rate Covered Bonds the meaning giver
Condition 6.4(a).

In accordance with Condition 6.7(e) the period from (and includ
an Interest Payment Date (or the Interest Commencement Da
(but excluding) the next (or firsthterest Payment Date.

Means the ISDA Master Agreement, schedule and confirmatic
(as amended and supplemented from time to time) relating t
Interest Rate Swap(s) entered into from time to time betweer
Issuer anctach Interest Rate Swap Provider.

The holders for the time being of the Covered Bonds.

The currency or currency uni
are denominated in, other than the Specified Currency.

If specified as applicable in the applicable Final Terms,

provision by which the Investor may redeem a Series of Cov
Bonds in accordance with Condition 8.4.
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ISDA

ISDA Definitions

ISDA Determination

ISDA Rate
ISK or Icelandic Krona or krénur

Issue Date

Issue Price

Issuer

Issuer Call

Landsbankinn

LIBOR
Margin
Maturity Date

Maximum Rate of Interest

Maximum Redemption Amount
Member State

Minimum Rate of Interest

Minimum Redemption Amount

Modified Following Business Day
Convention

Mortgage

International Swaps and Derivatives Association, Inc.

Themeaning given in Condition 6.4(b).
If specified as applicable in the applicable Final Terms Docurr
the manner in which the Rate of Interest on Floating Rate Cov
Bonds is to be determined in accordance with Condition 6.4(b)
The meaning given in Condition 6.4(b).

The lawful currency of the Republic of Iceland.

Each date on which the Issuer issues a Tranche of Covered t
under the Programme, as specified indpplicable Final Terms.

The price, generally expressed as a percentage of the no
amount of the Covered Bonds, at which a Tranche of Cov
Bonds will be issued.

Landsbankinn hf., Reg.No. 47100280, having its registere
office at Austurstreeti 11, 155 Reykjavik, Iceland.

If specified as applicable in the applicable Final Terms,
provision by which the Issuer may redeem a Series of Cov
Bonds in accordance with Condition 8.3.

Landsbankinn hf,,Reg.No. 471008280, having its registere
office at Austurstraeti 11, 155 Reykjavik, Iceland.

London interbank offered rate
As specified in the applicable Final Terms (if any).
As specified in the applicable Final Terms.

In respect of a Floating Rate Covered Bond, the percentage ra
annum (if any) specified in the applicable Final Terms.

The amount specified as such in the applicable Final Terms.
A state which is a member of the European Economic Area.

In respect of Floating Rate Covered Bonds, the percentage ra
annum (if any) specified in the applicable Final Terms.

The amount specified asich in the applicable Final Terms.

The meaning given in Condition 6.7 (b)(iii).

Each mortgage loan referenced by its mortgage loan iden
number and comprising the aggregate of all principal sintesest,
costs, charges, expenses and other moneys due or owing
respect to that mortgage loan under the relevant mortgage teri
a borrower to the Issuer on the security of a Mortgage from tin
time outstanding or, as the context may requineet b o r 1
obligations in respect of the same, and eligible to be addectt
Cover Pool.
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Nasdaq Iceland

NCSD

NCSD system account operator

NCSD System Covered Bonds

Optional Redemption Amount
Optional Redemption Date

Overcollateralization

Partial Redemption

Paying Agents

Payment Day

Permanent Bearer Global Covered

Bond

Preceding Business Day Convention

Principal Amount Outstanding

Principal Paying Agent

Programme

Prospectus Directiveand PD

Put Notice

The main market dilasdadgceland hf., Reg.No. 681298329,
with its registered office at Laugavegur 182, 105 Reykjavik
Iceland.

NasdagCentral Securities Depository Iceland hf. Reg.No. 5007
3209, with its registered office at Laugavegur 182, 105 Reykji
(Ice. Nasdag verdbréfamiostdo)nf.

Landsbankinn hfin its capacity as NCSD system account opere

Shall mean Covered Bonds issued in dematerialised, uncer
book entry form cleared through NCSD.

The meaning (if any) given in the applicable Final Terms.
The meanindgif any) given in the applicable Final Terms.

The percentage by which the Value will exceed the nominal v
of the liabilities, relating to the issued Covered Bonds, along
all accrued interests

Themeaning given in Condition 8.12(f).

The Principal Paying Agent and any other paying agent appo
(if any).

The meaning given in Condition 7.8.

A Global Covered Bond in bearer fottmat can be exchanged for
Temporary Bearer Covered Bond. The bearer of a Permanent E
Global Covered Bond is the Common Depository.

The meaning given in Condition 6.7(b)(iv).

In accordance with Condition 6.7(f) means in respect of a Cov
Bond, except an Inflation Linked Annuity Covered Bond and
Inflation Linked Equal Principal Payment Covered Bond on |
day, the principal amount of that Covered Bond on the rele
Issue D#e thereof less principal amounts received by the rele
Covered Bondholder in respect thereof on or prior to that day
in respect of an Inflation Linked Annuity Covered Bond and
Inflation Linked Equal Payment Covered Bond, the meaning g
in theapplicable Final Terms.

The Issuer, Landsbankinn hf.

ISK 200,000,000,000(or its equivalence in other currencir
calculated as described herein) covered bond progra
established by the Issuer on the Issue Rdieh shall not exceed
limit of ISK 170,000,000,000 Any increases of the Programn
shall be subject to the FME approval

Directive 2003/71/ECI¢e. Tilskipun Evrépupingsins og Radsi
2003/71/EB as amended (which includes the amendments mac
Directive 2010/73/EUV).

The meaning given in Condition 8.4.
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Rate of Interest

Receipts

Receiptholders

Record Date

Redeemed Covered Bonds
Redenomination currency
Redenomination date

Reference Price

Reference Rate

Register

Registrar

RegisteredCovered Bond

Registered Covered Bond Register

Regulated Market

Regulation S
REIBOR
Relevant Date

Relevant Screen Page

Relevant Subsidiary

Reset Date

In respect of a Series of interdmaring Covered Bonds, the rate
interest payable from time to timer@spect of such Covered Bon
determined in accordance with the Terms and Conditions an
applicable Final Terms.

Receipts for the payment of instalments other than the -
instalment attached on issue to Definitive Bonds repayabl
instdments.

The holders of Receipts (which expression shall, unless the cc
otherwise requires, include the holders of the Talons).

The meaning given in Condition 7.5.
The meaning given i€ondition 8.3.
The meaning given in Condition 5 (v).
The meaning given in Condition 5 (jii).

In respect of a Zero Coupon Covered Bond, the meaning give
the applicable Final Terms.

In respect of Floating Rate Covered Bonds to which Screen
Determination applies, the meaning given in the applicable F
Terms.

A special register in respect of Covered Bonds and the Cover
together with anyderivative agreements that an issuer m
maintain in accordance with Chapter VI of the Act on Cove
Bonds and Chapter VI of the Rules Covered Bonds

Any registrar to be appointed in accordance with an Age
Agreement.

Means Covered Bonds issued in registered form.

Register of holders of the Registered Covered Bonds maintaint
the Registrar.

Means a medium for the exchange of goods or services oven v
a government body exerts a level of control.

Regulation S under the US Securities Act.
Reykjavik Inter Bank Offered Rate.
The meaning in Condition 10.

In respect of Floating Rate CoverBonds to which Screen Ral
Determination applies, the meaning given in the Final Terms.

Means any Subsidiary other than (i) a Subsidiary acquired, for
or operated in relation to the merger and acquisitions sen
provided to a cstomer of the Issuer for the purpose of complet
a transaction or restructuring a company or (i) any Subsic
acquired or formed as a rest
in relation to its general banking business.

The Meaningiven in the ISDA Definitions.
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Ruleson Covered Bonds

Screen Rate Determination

SecuritiesAct
Security Interest
Selection Date

Senior Debt

Series

Specified Currency

Specified Denomination

Specified Interest Payment Date

Subsidiary

Sub-Unit

Swap Provider

Talons

TARGET 2 System

Temporary Bearer Global Covered

Bond

The rules of 3 June 2008 No. 528/2008 on Covered Bonds is
by the FME under the authority conferred on it by Article 25 of
Act on Covered Bonds, which came into effect 3 June 200¢
amended.

If specified as applicable in the applicable Final Terms, the ma
in which the Rate of Interest on Floating Rate Covered Bonds
be determined in accordance with Condition 6.4(b).

U.S. Securities Act of933, as amended.
The meaning given in Condition 4.1.
The meaning given in Condition 8.3.

Means loans that may be taken out to purchase assets which
turn added to the Cover Pool in the event thatsheer is requirec
to post additional collateral.

A Tranche of Covered Bonds together with any further Tranch
Tranches of Covered Bonds which are (i) expressed tc
consolidated and form a single series and (ii) identical in all resj
(including as to listing and admission to trading) except for tl
respective Issue Dates, Interest Commencement Dates and/ol
Prices.

Subject to any applicable legal or regulatory restrictions, e
Sterling, U.S. Dollars and sudther currency or currencies as m
be agreed from time to time by the Issuer, the relevant Deale
the Principal Paying Agent and specified in the applicable F
Terms.

In respect of a Series of Covered Bonds, demomination or
denominations of such Covered Bonds at the minimum amou
EUR 100,000 as specified in the applicable Final Terms.

In respect of Floating Rate Covered Bonds, the meaning (if
given in the applicableifral Terms.

Means an entity from time to time of which the Issuer (i) has di
or indirect control or (ii) owns directly or indirectly more than
per cent. of thesharea pi t al or si mi [ farthis:
purpose means the pewto direct the management and the polic
of the entity, whether through the ownership of voting capital.
contract or otherwise.

The meaning given in Condition 6.7(g).

Means the Cover Pool Swap Provider, each Currency S
Provider and each Interest Rate Swap Provider.

Talons for further Coupons in respect of intetasaring definitive
Covered Bonds.

The meaning given in Condition 6.7(a).

The temporary globaCovered Bond in bearer form which wi
initially represent the Bearer Covered Bond of each Tranche.
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2.

The Covered Bonds will be issued in bearer form Bbarer Covered Bond$, registered form (thRegistered

Terms and Conditions or Conditions

Tranche

Transfer Agent

Value

VP LUX

VS System Covered Bonds

Zero Coupon Covered Bonds

a, Eur oreuroE UR

£ or Sterling

$, U.S.$,U.S. Dollars, US Dollars or
UsD

The terms and conditions of the Covered Bonds.

An issue of Covered Bonds which are identical in all resp
(including as to listing and admission to trading).

Landsbankinn hf., or any successor agent appointed as such.

The nominal par value of the Cover Pool along with all accr
interest (but excluding the nominal par value of eMirtgage
within the Cover Pool which is in arrears for 90 days or longe
the relevant time).

Means VP Lux S.a.r.132, Boulevard Royal, 12449 Luxembourg,
or its successors.

Means Covered Bonds issued in uncertifidat®ok entry form
cleared through th&lCSD or VP Lux and/or, in relation to an
Tranche of Covered Bonds, any other clearing system as m:
specified in the relevant Final Terms (as the case may be).

Covered Bonds which willdoffered and sold at a discount to th
nominal amount and which will not bear interest.

The currency of the Europe&itonomicMonetaryUnion.

The lawful currency for the time being of the United Kingdom
GreatBritain and Northern Ireland.

The lawful currency for the time being of the United States
America.

FORM, DENOMINATION A ND TITLE

Covered Bond3, or, in the case of VS System Covered Bonds, uncertificated book entry form, as specified in the

applicable Final Terms and, in the case of definitive Covered Bonds, serially numbered, in the Specéiexy Curr

and the Specified Denomination(s). The Covered Bonds will be in the Specified Currency and the Specified
Denomination(s). Covered Bonds of one Specified Denomination may not be exchanged for Covered Bonds of

a

The Coveredonds may take the form of an Inflation Linked Annuity Covered Bond, an Inflation Linked Equal

nother Specified Denomination.

Principal Payment Covered Bond, a Fixed Rate Covered Bond, a Floating Rate Covered Bond, a Zero Coupon

Covered Bond or a combination of any of the foregoingpedding upon the Interest Basis and

Redemption/Payment Basis shown in the applicable Final Terms.

The option to exchange a Temporary or Permanent Global Covered Bond for a Definitive Covered Bond on 60

d

ays written

noti ce

w Hl onty be anaflaple tb Bondipdlders whera (g) drawdgwng i

me W

are issued in denominations that are a multiple of the minimum denomination traded by Euroclear and

Clearstream,

Luxembourg

or (b) in ci

denomination traded by Euroclear and Clearstream, Luxembourg

Bearer Covered Bonds

rcumst imimune s

wher

Each Tranche of Covered Bonds issued in the form of Bearer Covered Bonds will initially be represented by a

Temporary Bearer Global Covered Bond or, if so specifiethe applicable Final Terms, a Permanent Bearer

Global Covered Bond without Coupons, Receipts or Talons which will:
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0] if the Gl obal Covered Bonds are intendNe@’"doeo ke i ss
specified in the applicable Final Terms, be delivered on or prior to the original issue date of the Tranche
to a Common Safekeeper; and

(i)  if the global Covered Bonds are not intended to be issued in NGCB form, be delivered on or prior to the
original issue date of the Tranche to a Common Depos(taryfCemnion Depositay” ) f or Eur ocl e
and Clearstream or its successors

Interests in the Temporary Bearer Global Covered Bond will be exchanged either for interests in a Permanent

Bearer Global CovereHond or, where specified in the applicable Final Terms (subject to such notice period as

is specified in the Final Terms), for #&eHangebDateéi)ve Bear

which is the later of (i) 60 days after the Tempom@earer Global Covered Bond is issued and4@iflays after
completion of the distribution of the relevant Tranche, as certified by the relevant Dealer (in the case-of a non
syndicated issue) or the relevant lead manager (in the case of a syndicate®bissu@xchange will be made

only upon delivery of written certification to Euroclear and/or Clearstream, Luxembourg, as the case may be, to
the effect that the beneficial owner of such Covered Bonds is not a U.S. person or other person who has purchased
such Covered Bonds for resale to, or on behalf of, U.S. persons and Euroclear and/or Clearstream, Luxembourg,
as the case may be, and has given a like certification (based on the certification it has received) to the Fiscal Agent.

If an interest or princidgpayment date for any Covered Bonds occurs whilst such Covered Bonds are represented
by a Temporary Bearer Global Covered Bond, the related interest or principal payment will be made only to the
extent that certification of ned.S. beneficial ownershipas been received as described in the last sentence of

the immediately preceding paragraph unless such certification has already been given. The holder of a Temporary
Bearer Global Covered Bond will not be entitled to collect any payment of interest@pakithue on or after the
Exchange Date unless, upon due certification, exchange of the Temporary Bearer Global Covered Bond is
improperly withheld or refused. Payment of principal or interest (if any) on a Permanent Bearer Global Covered
Bond will be madéhrough Euroclear or Clearstream, Luxembourg (against presentation or surrender, as the case
may be, of the Permanent Bearer Global Covered Bond if the Permanent Bearer Global Covered Bond is not
intended to be issued in NGCB form) without any furtheuieonent for certification. Pursuant to the Agency
Agreement the Fiscal Agent shall arrange that, where a further Tranche of Covered Bonds is issued, the Covered
Bonds of such Tranche shall be assigned a common code and ISIN by Euroclear and Clearstezabyurg

which are different from the common code and ISIN assigned to Covered Bonds of any other Tranche of the same
Series until at least expiry of the Distribution Compliance Period applicable to the Covered Bonds of such
Tranche.

The applicable Finalferms will specify that either (i) a Permanent Bearer Global Covered Bond will be
exchangeable (free of charge), in whole but not in part, for definitive Bearer Covered Bonds with, where
applicable, Receipts, Coupons and Talons attached upon not leés@hard ay s’ wr i tten noti ce
(or Clearstream, Luxembourg (acting on the instructions of any holder of an interest in such Permanent Bearer
Global Covered Bond) to the Fiscal Agent as described therein or (i) a Permanent Bearer Globdl Bmwtre

will be exchangeable (free of charge), in whole but not in part, for definitive Bearer Covered Bonds with, where
applicable, Receipts, Coupons and Talons attached only upon the occurrence of an Exchange Event as described
t h er &xchange Event emns (i) the Issuer has been notified that either Euroclear or Clearstream,
Luxembourg has been closed for business for a continuous period of 14 days (other than by reason of holiday,
statutory or otherwise) or has announced an intention permanenthsi lsesiness or has in fact done so and no
alternative clearing system satisfactory to the Issuer, the Fiscal Agent, the other Paying Agents and the Covered
Bondholders is available or, unless otherwise specified in the applicable Final Terms, (iiu#nehéssor will

become obliged to pay additional amounts as provided for or referred to in Condition 9 which would not be
required were the Covered Bonds represented by the Permanent Bearer Global Covered Bond in definitive bearer
form and a certificate teuch effect signed by two Directors has been given to the Fiscal Agent. The Issuer will
promptly give notice to Covered Bondholders in accordance with Condition 11 if an Exchange Event occurs. In
the event of the occurrence of an Exchange Event, Eurcafetior Clearstream, Luxembourg (acting on the
instructions of any holder of an interest in such Permanent Bearer Global Covered Bond) or the Covered
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Bondholders may give notice to the Fiscal Agent requesting exchange and in the event of the occuarence of
Exchange Event as described in (ii) above, the Issuer may also give notice to the Fiscal Agent and the Covered
Bondholders requesting exchange. Any such exchange shall occur not later than 30 days after the date of receipt
of the first relevant noticeyithe Fiscal Agent.

The following legend will appear on all Bearer Covered Bonds, which have an original maturity of more than 365
days andCoupons, Receipts and Talons

AANY UNITED STATES PERSON WHO HOLDS THIS OBLI GATI ON
LIMITATIONS UN DER 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. A

The sections referred to provide that United States holders, with certain exceptions, will mittdzbte deduct

any loss on bearer Covered Bonds, receipts or interest coupons and will not be entitled to capital gains treatment

of any gain on any sale, disposition, redemption or payment of principal in respect of Bearer Covered Bonds,
Receipts or Capons.

Registered Covered Bonds

Unless otherwise provided with respect to a particular Series of Registered Covered Bonds, the Registered
Covered Bonds of each Tranche of such Series offered and sold in reliance on Regulation S, which will be sold
to nonU.S. persons outside the United States, will initially be representedshybal Certificatewhich will be
registered in the name of a nomineetbé Common Safekeeper as the case may be for the accounts of Euroclear
and Clearstream, Luxembourg. Prior to expiry of the Distribufiompliance Period applicable to each Tranche

of Covered Bond, beneficial interests iGiobal Certificatemay not be offerg or sold to, or for the account or

benefit of, a U.S. person save as otherwise provided in Condition 2 and may not be held otherwise than through
Euroclear or Clearstream, Luxembourg and Saldbal Certificatewill bear a legend regarding such restringo

on transfer.

Persons holding beneficial interestsGiobal Certificatewill be entitled or required, as the case may be, under
the circumstances described below, to receive physical delivery of definitive Covered Bonds in fully registered
form.

Paymend of principal on the Registered Covered Bonds will be made on the relevant payment date to the persons
shown on the Registered Covered Bond Register at the close of business on the business day (being for this
purpose a day on which banks are open foiness in Brussels) immediately prior to the relevant payment date.
Payments of interest on the Registered Covered Bonds will be made on the relevant payment date to the person
in whose name such Covered Bonds, Receipts and Coupons immediately precddpaysent date.

Payments of the principal of, and interest (if any) onGhabal Certificatewill be made to the nominee tif the

order of the person whose name is entered on the Refjistaz of the Issuer, any Paying Agent and the Registrar
will have any responsibility or liability for any aspect of the records relating to or payments made on account of
beneficial ownership interests in tldobal Certificateor for maintaining, supervising or reviewing any records
relating to such beneficial ownerphinterests.

Interests in &Global Certificatewill be exchangeable (free of charge), in whole but not in part, for definitive
Registered Covered Bonds without receipts, coupons or talons attached only upon the occurrence of an Exchange
Event. For these pposes, Exchange Event means that (i) in the case of Covered Bonds registered in the name of
a nominee for a Common DepositanyCommon Safekeeper as applicabite, Issuer has been notified that both
Euroclear and Clearstream, Luxembourg have been closédsiness for a continuous period of 14 days (other

than by reason of holiday, statutory or such case, no successor clearing system is available) or (ii) has or will
become subject to adverse conditions for the tradinglobal Certificatein definitive form. The Issuer will

promptly give notice to Covered Bondholders in accordance with Condition 11 if an Exchange Event occurs. In
the event of the occurrence of an Exchange Event, Euroclear and/or Clearstream, Luxembourg or any person
acting on their biealf (acting on the instructions of any holder of an interest in &lohal Certificatg¢ may give
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notice to the Registrar requesting such exchange and, in the event of the occurrence of an Exchange Event as
described in (i) above, the Issuer may alscegiotice to the Registrar requesting exchange. Any such exchange
shall occur not later than 10 days after the date of receipt of the first relevant notice by the Registrar.

Transfer of interest

For so long as any of the Covered Bonds are represente@ésrar Global Covered Bond held by Euroclear
and/or Clearstream, Luxembourg, or so longh@sCommon Depository or Common Safekeeper, as applicable
or its nominee is the registered holder dlabal Certificateor so long as the Covered Bond is a VS Syst
Covered Bond, each person who is for the time being shown in the records of Euroclear and/or Clearstream,
Luxembourg, theNCSD or VP Lux, as the case may be, as the holder of a particular nominal amount of such
Covered Bonds (in which regard any céctite or other document issued by Euroclear, Clearstream, Luxembourg,

or its nominee, thBlCSDor VP Lux as to the nominal amount of such Covered Bonds standing to the account of
any person shall be conclusive and binding for all purposes save in the case of manifest error) shall be treated by
the Issuer, the Fiscal Agent and any other Paying Aaetite holder of such nominal amount of such Covered
Bonds for all purposes other than (in the case only of Covered Bonds not being VS System Covered Bonds) with
respect to the payment of principal or interest on the Covered Bonds, for which purpose;asetof Covered

Bonds represented by a Bearer Global Covered Bond, the bearer of the relevanGRdsi€overed Bond, or

in the case of Covered Bonds where Common Depository or Common Safekeeper, as applicaitdenominee

is the registered haér of aGlobal CertificateCommon Depository or Common Safekeeper, as applicabts

nominee shall be treated by the Issuer, the Fiscal Agent and any other Paying Agent as the holder of such Covered
Bonds in accordance with and subject to the termthefrelevant global Covered Bond (and the expressions
“Covered Bondholder” and “holder of Covered Bonds

”

a n

Covered Bonds which are represented by a Bearer Global Covered Bond will only be transferediedance
with the rules and procedures for the time being of Euroclear or Clearstream, Luxembourg.

Interests in &lobal Certificatemay, subject to compliance with all applicable restrictions, be transferred to a
person who wishes to hold such insren anotheiGlobal Certificate No beneficial owner of an interest in a
Global Certificatewill be able to exchange or transfer such interest, except in accordance with the applicable
procedures of DTC, Euroclear and Clearstream, Luxembourg, in eacto¢heeextent applicable. Transfers of
beneficial interests iGlobal Certificatewill be effected by Euroclear or Clearstream, Luxembourg, as the case
may be, and, in turn, by other participants and, if appropriate, indirect participants in such skesient acting

on behalf of transferors and transferees of such interests. A beneficial inter€sobabCertificatewill, subject

to compliance with all applicable legal and regulatory restrictions, be transferable for Covered Bonds in definitive
form or for a beneficial interest in anoth@lobal Certificateonly in the authorised denominations set out in the
applicable Final Terms and only in accordance with the rules and operating procedures for the time being of
Euroclear or Clearstream, Luxembguas the case may be, and in accordance with the terms and conditions
specified in the Agency Agreement. Registered Covered Bonds are also subject to the restrictions on transfer set
forth therein and will bear a legend regarding such restrictions.

A Registered Covered Bond in definitive form may be transferred in whole or in part (in the authorised
denominations set out in the applicable Final Terms). In order to effect any such transfer (a) the holder or holders
thereof must (i) surrender the Registe@mrered Bond for registration of the transfer of the Registered Covered
Bond (or the relevant part of the Registered Covered Bond) at the specified office of any Transfer Agent, with the
form of transfer thereof in writing and (ii) complete and deposih sker certification as may be required by the
relevant Transfer Agent (if any) and (b) the relevant Transfer Agent (if any) must, after due and careful enquiry,
be satisfied with the documents of title and the identity of the person making the reqbgstt 8s provided

above, the relevant Transfer Agent (if any) has agreed within three business days (being for this purpose a day on
which banks are open for business in the city where the specified office of the relevant Transfer Agent (if any) is
locatal) of the request (or such longer period as may be required to comply with any applicable fiscal or other
laws or regulations), authenticate and deliver, or procure the authentication and delivery of, at its specified office
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as the relevant transferee maguest, a new Registered Covered Bond in definitive form in respect of the balance
of the Registered Covered Bond not transferred will be so authenticated and delivered or (at the risk of the
transferor) sent to the transferor.

Each Tranche of VS Systeno@red Bonds will be issued in uncertificated and dematerialised book entry form.
Legal title to the VS Systems Covered Bonds will be evidenced by book entries in the rede@odr VP

LUX. Title to the VS System Covered Bonds will pass by registratiothe register between the direct
accountholders at the ISD or VP Lux in accordance with the rules and procedurdd@Sthand VP LUX. The

person evidenced (including any nominee) as a holder of the VS System Covered Bonds shall be treated as the
holder of such VS System Covered Bonds for the purposes of payment of principal and interest on such VS System
Covered Bonds. Settlement of sale and purchase transactions in respect of VS System Covered Bonds in the
NCSDor VP LUX will take place in accordanedth market practice at the time of the relevant transaction.

Title to the VS System Covered Bonds will pass by registration in the registers between the direct accountholders
at theNCSDor VP LUX.

Covered Bonds that are represented by a Global CoBeredland VS System Covered Bonds will be transferable

only in accordance with the rules and procedures for the time being of Euroclear, Clearstream, VP LUX and/or
NCSD, (as the case may be). References to Euroclear, Clearstream, VP LUX antG6MBgasthe case may

be) shall, whenever the context so permits, be deemed to include a reference to any additional or alternative
clearing system approved by the Issuer.

Title to the Bearer Covered Bonds, Receipts and Coupons will pass by delivery. The Issdeemand treat

the bearer of any Bear€overedBond, Receipt of Coupon as the absolute owner thereof (whether or not overdue
and notwithstanding any notice of ownership or writing thereon or notice of any previous loss or theft thereof) for
all purposes

3. STATUS OF THE COVERED BONDS

The Covered Bonds constitute direct, unconditional, unsubordinated and secured obligations of the Issuer issued
in accordance with the Act on Covered Bonds and appurtenant regulations apdrr@@issuamong themselves

and with all other obligations of the Issuer that have been provided the same priority as debt instruments issued
pursuant to the Act on Covered Bonds (save for certain obligations required to be preferred by law) (other than
subordinatedbligations, if any), from time to time outstanding. Senior Debt (if any) ranks thereafter. To the
extent that claims in relation to the Covered Bonds, related derivative contracts and Senior Debt (if any) are not
met out of the assets of the Cover Paothe proceeds arising from it, the residual claims will rpak passu

with the claims of all other unsubordinated creditors of the Issuer (other than those preferred by law) in all other
respects. The cost of bankruptcy administration, to such extetiteasost is incurred due to efforts of the
bankruptcy administrator concerning the Covered Bonds and the Cover Pool, will rank ahead of claims for
payments of the Covered Bonds, of related derivative contracts and of the relevant Senior Debt (if any). Oth
cost of bankruptcy administration shall not be paid from the assets of the Cover Pool.

4. ISSUER COVENANTS
4.1 Negativepledge

In accordance with the Act on Covered Bonds, cf. Article 12(4), the Issuer undertakes, so long as any of the
Covered Bonds, Receipts or Coupons remain outstanding, that it will not, and that it will procure that none of its
Relevant Subsidiaries will, creaor have outstanding any mortgage, charge, pledge, lien or other security interest
(each a Security Interest) over the assets in the Cover Pool, other than any lien arising by operation of law (if any).
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4.2 Mai ntenance of the | ssuerbés Cover Pool

For solong as the Covered Bonds are outstanding, the value of the Cover Pool will not at any time be less than
the total aggregate outstanding principal amount of all Covered Bonds issued under the Programme plus an
Overcollateralization of 20 per cent.

For theavoidance of doubt, the Issuer shall not at any time reduce the Overcollateralization which applies to the
Programme if to do so would result in any credit rating then applying to the Covered Bonds by any rating agency
appointed by the Issuer in respettte Covered Bonds being reduced, removed, suspended or placed on credit
watch.

4.3 Composition of the | ssuerds Cover Pool

For so long as any of the Covered Bonds are outstanding the Issuer shall ensure that the Cover Pool maintained
or to be maintainedybthe Issuer shall at all times comply with the requirements of the Act on Covered Bonds.

4.4 Interest cover

The amounts of interest received by the Issuer in respect of the Cover Pool and under the related derivative
contracts entered into by the Issubalsbe at least equal to or exceed the amounts payable by the Issuer under
the Covered Bonds and the related derivative contracts entered into by the Issuer.

5. REDENOMINATION

Where redenomination is specified in the applicable Final Terms as being applibadssuer may, without the
consent of the Covered Bondhol der s, the Receiptholder
notice to the Covered Bondholders in accordance with Condition 11, elect that, with effect from the
Redenominatin Date specified in the notice, the Covered Bonds shall be redenominated in euro or other Specified
Currency.

The election will have effect as follows:

0] The Covered Bonds shall be deemed to be redenominated into euro or other Specified Currency
in the denamination of euro 0.01 or as applicable to other Specified Currency with a principal
amount for each Covered Bond equal to the principal amount of that Covered Bond in the
Specified Currency, converted into euro or other Specified Currency at the spfuirrateh
conversion on the day that the relevant redenomination occurs, provided that, if the Issuer
determines, that the then market practice in respect of the redenomination into euro or other
Specified Currency of internationally offered securitiesiffeent from the provisions specified
above, such provisions shall be deemed to be amended so as to comply with such market practice
and the Issuer shall promptly notify the Covered Bondholders, the stock exchange (if any) on
which the Covered Bonds mag listed of such deemed amendments;

(i)  save to the extent that an Exchange Notice has been given in accordance with pakagraph 5
below, the amount of interest due in respect of the Covered Bonds will be calculated by reference
to the aggregate principal ammt of Covered Bonds presented for payment by the relevant holder
and the amount of such payment shall be rounded down to the nearest euro 0.01 or as applicable
in the relevant Specified Currency;

(i) if definitive Covered Bonds are required to be issued #fie Redenomination Date, they shall
be issued at the expense of the Issuer in the denominations as the Issuer shall determine and notify
to the Covered Bondholders;

(iv) ifissued prior to the Redenomination Date, all unmatured Coupons denominated in ifiedSpec
Currency (whether or not attached to the Covered Bonds) will become void with effect from the
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6.
6.1

v)

(vi)

(vii)

date on which the Issuer gives notice (tHexchange Noticé) that replacement euro
denominated Covered Bonds, Receipts and Coupons are available forgex¢bianvided that

such securities are so available) and no payments will be made in respect of them. The payment
obligations contained in any Covered Bonds and Receipts so issued will also become void on that
date although those Covered Bonds and Receifitscontinue to constitute valid exchange
obligations of the Issuer. New redenominated Covered Bonds, Receipts and Coupons will be
issued in exchange for Covered Bonds, Receipts and Coupons denominated in the Specified
Currency in such manner as the Pipat Paying Agent may specify and as shall be notified to

the Covered Bondholders in the Exchange Notice. No Exchange Notice may be given less than
15 days prior to any date for payment of principal or interest on the Covered Bonds;

after the RedenominatidDate, all payments in respect of the Covered Bonds, other than payments
of interest in respect of periods commencing before the Redenomination Date, will be made solely
in the redenomination currency;

if the Covered Bonds are Fixed Rate Covered Bolmdigtion Linked Annuity Covered Bonds

or Inflation Linked Equal Principal Payment Covered Bonds, and interest for any period ending
on or after the Redenomination Date is required to be calculated for a period ending other than on
an Interest Payment Dati¢ will be calculated by applying the Rate of Interest to each Specified
Denomination, multiplying such sum by the applicable Day Count Fraction, and rounding the
resultant figure to the nearest Suhit of the relevant Specified Currency, half of angls&ub

Unit being rounded upwards or otherwise in accordance with applicable market convention; and

if the Covered Bonds are Floating Rate Covered Bonds, the applicable Final Terms will specify
any relevant changes to the provisions relating to interest.

INTEREST

Interest on Inflation Linked Annuity Covered Bonds

Each Inflation Linked Annuity Covered Bond bears interest from (and including) the Interest Commencement
Date at the rate(s) per annum equal to the Rate(s) of Interest.

Interest is calculatedn each Interest Payment Date as the nominal amount on the Issue Date multiplied with the
Index Ratio, as defined below and with the factor I, which is calculated according to the formula:

where,

_ r*g(1+r)n - (1+r)k' 18

!
K (1+r)"-1

l.= InterestRepaymentactor forperiod k

r=2
f

c =theRate oflnterest of the relevant bond

f = the number of interest payments per year

n =the rumber of Interest Payment Dates

k = the number of payments that have already been made

(k=0 on the Issue Dat&=1 on the first Interest Payment Date, k=n on the last Interest Payment Date, etc.)
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Theresultant figureshall be roundetb the nearest ISK. Interest will be payable in arrears on the Interest Payment
Date(s) in each year up to (and including) ihaturity Date.Payment(s) on each Interest Payment Date is the
sum of the relevant Principal Repayment and the Interest Payment.

The value of the Index Ratio (IR) on the relevant Interest Payment date shall be the value of the Reference Inde
(RI) applicalte to the relevant Interest Payment Date divided by the value of the Base Index (BI) as calculated by
the Issuer:

where,

Reference Indexor RIt means on each Interest Payment Date:

For each day in the calendar month and number i®ided to 5 decimals:

cP g2

— M_l*o
RI =CR —g&:PM_l- - 28

+
-2 @ D
where,

CPw-1 = CPI value published by Statistic Iceland in the month preceding month M

CPwm-2 = CPI value published by Statistic Icelandh@nths prior to month M

d = the relevant calendar date

D = number ofcalendar days in the relevant calendar month

Provided that if the Reference Index in i) oraglowis lower than the Base Index, the Reference Index shall
equal the Base Index.

And

Base Indexmeanghe index value defined in the applicable Final Terpesng the value of the CPI ¢ime date

defined in the applicable Final Terms

If at any time a new index is substituted for the CPI, as of the calendar month from and including that in which
such substitution takes effect:

(i) the Reference Index shall Heemed to refer to the new index; and
(i) the new Base Index shall be the product of the existing Base Index and the Reference Index immediately
following such substitution, divided by the Reference Index immediately prior to such substitution.

If interest isrequired to be calculated for a period other than an Interest Period, such interest shall be calculated
by using the same methodology.

6.2 Interest on Inflation Linked Equal Principal Payment Covered Bonds including Covered
Bonds with one payment of Pringpal on Maturity Date

Each Inflation Linked Equal Principal Payment Covered Bond, including Covered Bonds with one payment of
principal on Maturity Date, bears interest from (and including) the Interest Commencement Date at the rate(s) per
annum equal tche Rate(s) of Interest.
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Interest is calculated on each Interest Payment date as the Principal Amount Outstanding as defined in Condition
7.1 b) on each Interest Payment Date multiplied with the Rate of Interest and, the appropriate Day Count Fraction
androunding the resultant figure to the nearest ISK. Interest will be payable in arrears on the Interest Payment
Date(s) in each year up to (and including) the Maturity Date.

If interest is required to be calculated for a period other than an Interest Becbdnterest shall be calculated
by using the same methodology.

6.3 Interest on Fixed Rate Covered Bonds

Each Fixed Rate Covered Bond bears interest from (and including) the Interest Commencement Date at the rate(s)
per annum equal to the Rate(s) of test.

Interest shall be calculated as defined under Interest Payment(s) in the applicable Final Terms and rounding the
resultant figure to the nearest ISK. Interest will be payable in awaahe Interest Payment Date(s) in each year
up to (and including) the Maturity Date.

If interest is required to be calculated for a period other than an Interest Period, such interest shall be calculated
by applying the Rate of Interest to each Specibethomination, multiplying such sum by the applicable Day
Count Fraction, and rounding the resultant figure to the nearedt/&itibf the relevant Specified Currency, half

of any such Sulunit being rounded upwards or otherwise in accordance with apleicsdrket convention.

6.4 Interest on Floating Rate Covered Bonds

a) Interest Payment Dates

Each Floating Rate Covered Bond bears interest from (and including) the Interest Commencement Date and such
interest will be payable in arrears on either:

i the Specifed Interest Payment Date(s) in each year specified in the applicable Final Terms; or

ii. if no Specified Interest Payment Date(s) is/are specified in the applicable Final Terms, each date
(each such date, together with each Specified Interest Payment Dhategrast Payment Date)
which falls the number of months, or other period specified as the Specified Period in the
applicable Final Terms, after the preceding Interest Payment Date or, in the case of the first Interest
Payment Date, after the Interest Coemoement Date.

Such interest will be payable in respect of each Interest Period (which expression shall, in these Terms and
Conditions, mean the period from (and including) an Interest Payment Date (or the Interest Commencement Date)
to (but excluding) thaext (or first) Interest Payment Date.

b) Rate of Interest

The Rate of Interest payable from time to time in respect of Floating Rate Covered Bonds will be determined in
the manner specified in the applicable Final Terms.

i ISDA Determination for Floating Rateovered Bonds

Where ISDA Determination is specified in the applicable Final Terms as the manner in which the Rate of Interest
is to be determined, the Rate of Interest for each Interest Period will be the relevant ISDA Rate plus or minus (as
indicated inthe applicable Final Terms) the Margin (if any). For the purposes of this subparagraph (i), ISDA Rate
for an Interest Period means a rate equal to the Floating Rate that would be determined by the Principal Paying
Agent or other person specified in the Bggble Final Terms under any interest rate swap transaction if the
Principal Paying Agent or that other person were acting as Calculation Agent for that swap transaction under the
terms of an agreement incorporating 2696 ISDA Definitions, as publishetly the International Swaps and
Derivatives Association, Inc. and as amended and updated as at the Issue Date of the first Tranche of the Covered
Bonds (the ISDA Definitions), and under which:

(i) the Floating Rate Option is as specified in the applicBinal Terms;
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(i) the Designated Maturity is the period specified in the applicable Final Terms; and

(iii) unless otherwise stated in the applicable Final Terms, the relevant Reset Date is the first day of
that Interest Period.

For the purposes of this subparagréphFloating Rate, Calculation Agent, Floating Rate Option, Designated
Maturity and Reset Dateave the meanings given to those terms in the ISDA Definitions.

ii. Screen Rate Determination for Floating Rate Covered Bonds

Where Screen Rate Determination iedfied in the applicable Final Terms as the manner in which the Rate of
Interest is to be determined, the Rate of Interest for each Interest Period will, subject as provided below, be either:

(i) the offered quotation (if there is only one quotation on tHe\R@t Screen Page); or

(i) the arithmetic mean (rounded if necessary to the fifth decimal place, with 0.000005 being
rounded upwards) of the offered quotations,

(expressed as a percentage rate per annum) for the Reference Rate which appears or appear, as the
case may be, on the Relevant Screen Page as at 11.00 a.m. (Iceland time, in the case of REIBOR,
London time, in the case of LIBOR, or Brussels time, in the case of EURIBOR) on the Interest
Determination Date in question plus or minus (as indicated apkcable Final Terms) the Margin

(if any), all as determined by the Issuer. If five or more of such offered quotations are available on

the Relevant Screen Page, the highest (or, if there is more than one such highest quotation, one only
of such quotatins) and the lowest (or, if there is more than one such lowest quotation, one only of
such quotations) shall be disregarded by the Issuer for the purpose of determining the arithmetic
mean (rounded as provided above) of such offered quotations.

If the Refeence Rate from time to time in respect of Floating Rate Covered Bonds is specified in
the applicable Final Terms as being other than REIBOR, LIBOR or EURIBOR, the Rate of Interest
in respect of such Covered Bonds will be determined as provided in theadgbgliFinal Terms.

c) Minimum Rate of Interest and/or Maximum Rate of Interest

If the applicable Final Terms for a Floating Rate Covered Bond specifies a Minimum Rate of Interest for any
Interest Period, then, in the event that the Rate of Interest in respsath Interest Period determined in
accordance with the provisions of paragraph (b) above is less than such Minimum Rate of Interest, the Rate of
Interest for such Interest Period shall be such Minimum Rate of Interest.

If the applicable Final Terms fa Floating Rate Covered Bond specifies a Maximum Rate of Interest for any
Interest Period, then, in the event that the Rate of Interest in respect of such Interest Period determined in
accordance with the provisions of paragraph (b) above is greatesubhrMaximum Rate of Interest, the Rate

of Interest for such Interest Period shall be such Maximum Rate of Interest.

d) Determination of Rate of Interest and calculation of Interest Amounts

The Calculation Agent will at, or as soon as practicable after, teaehat which the Rate of Interest is to be
determined, determine the Rate of Interest for the relevant Interest Period.

The Calculation Agent will calculate the amount of interest (each an Interest Amount) payable on the Floating
Rate Covered Bonds in msct of each Specified Denomination for the relevant Interest Period. Each Interest
Amount shall be calculated by applying the Rate of Interest to each Specified Denomination, multiplying such
sum by the applicable Day Count Fraction, and rounding théaesfigure to the nearest Stnit of the relevant
Specified Currency, half of any such Suhit being rounded upwards or otherwise in accordance with applicable
market convention.

e) Maximum Interest Amounts

If the applicable Final Terms specifies a Maximinterest Amount for any Interest Period, in the event that the
Interest Amount in respect of such Interest Period determined in accordance with the provisions of paragraph (d)
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above is greater than such Maximum Interest Amount, the Interest Amountifoinserest Period shall be such
Maximum Interest Amount.

f)  Certificates to be final

All certificates, communications, opinions, determinations, calculations, quotations and decisions given,
expressed, made or obtained for the purposes of the provisitinis @ondition (6.4), shall (in the absence of
wilful default, bad faith or manifest error as aforesaid) be binding on the Issuer and all Covered Bondholders,
Receiptholders and Couponholders.

6.5 Accrual of interest

Each Covered Bond (or in the case of tiedemption of part only of a Covered Bond, that part only of such
Covered Bond) will cease to bear interest (if any) from the date of its redemption unless, upon due presentation
thereof, payment of principal is improperly withheld or refused. In suehtgeinterest will continue to accrue in
accordance with these Terms and Conditions. In the event gbayonent of a Zero Coupon Covered Bond,
interest will accrue as provided in Condition 8.11.

a) The Covered Bonds shall bear interest from (and includhmgMaturity Date to (but excluding)
the earlier of the relevant Interest Payment Date after the Maturity Date on which the Covered
Bonds are redeemed or the Extended Maturity Date, subject to Condition 8.12. In that event, interest
shall be payable on thesCovered Bonds at the rate determined in accordance with Condition 6.6
(b) on the Principal Amount Outstanding of the Covered Bonds on each Interest Payment Date after
the Maturity Date in respect of the Interest Period ending immediately prior to ehantinterest
Payment Date, subject as otherwise provided in the applicable Final Terms. The final Interest
Payment Date shall fall no later than the Extended Maturity Date;

b) the Rate of interest payable from time to time under Condition 6.6(a) will pasified in the
applicable Final Terms and, where applicable, determined by the Calculation Agent so specified,
three Business Days after the Maturity Date in respect of the first such Interest Period and thereafter
as specified in the applicable Finarms; and

c) in the case of Covered Bonds which are Zero Coupon Covered Bonds, for the purposes of this
Condition (6.5) the Principal Amount Outstanding shall be the total amount otherwise payable by
the Issuer on the Maturity Date less any payments madweebgguer in respect of such amount in
accordance with these Conditions.

6.6 Interest Payments up to the Extended Maturity Date

If an Extended Maturity Date is specified in the applicable Final Terms as applying to a Series of Covered Bonds
and the matunt of those Covered Bonds is extended beyond the Maturity Date in accordance with Condition
8.12

a) The Covered Bonds shall bear interest from (and including) the Maturity Date to (but excluding) the
earlier of the relevant Interest Payment Date after theufifatDate on which the Covered Bonds are
redeemed or the Extended Maturity Date. In that event, interest shall be payable on those Covered Bonds
at the rate determined in accordance with Condition 6.6(b) on the Principal Amount Outstanding of the
CoveredBonds on each Interest Payment Date after the Maturity Date in respect of the Interest Period
ending immediately prior to the relevant Interest Payment Date, subject as otherwise provided in the
applicable Final Terms. The final Interest Payment Date &ibto later than the Extended Maturity
Date;

b) theRate of interest payable from time to time under Condition 6.6(a) will be as specified in the applicable
Final Terms and, where applicable, determined by the Issuer so specified, three Business Dags after
Maturity Date in respect of the first such Interest Period and thereafter as specified in the applicable Final
Terms; and
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6.7

a)

b)

c)

in the case of Covered Bonds which are Zero Coupon Covered Bonds, for the purposes of this Condition
(6.6) the Principal Amour®utstanding shall be the total amount otherwise payable by the Issuer on the
Maturity Date less any payments made by the Issuer in respect of such amount in accordance with these
Conditions.

Business Day, Business Day Convention, Day Count Fraction anther adjustments
In these Terms and Conditions, Business Day means:

(i) A day on which commercial banks and foreign exchange markets settle payments and are open
for general business (including dealing in foreign exchange and foreign currency deposits) in
Reykjavik and any Additional Business Centre specified in the applicable Final Terms; and

(ii) either (A) in relation to any sum payable in a Specified Currency other than euro, a day on which
commercial banks and foreign exchange markets settle payments aopearéor general
business (including dealing in foreign exchange and foreign currency deposits) in the principal
financial centre of the country of the relevant Specified Currency as specified in applicable Final
Terms (if other than Reykjavik and any Adainal Business Centre and which if the Specified
Currency is Australian dollars or New Zealand dollars shall be Sydney and Auckland,
respectively) or (B) in relation to any sum payable in euro, a day on which theHuegsean
Automated Realime Gross 8ttlement Express Transfer (TARGETSystem (the TARGEX
System) is open.

If a Business Day Convention is specified in the applicable Final Terms and (x) if there is no numerically
corresponding day in the calendar month in which an Interest PaymentHoatd eccur or (y) if any
Interest Payment Date would otherwise fall on a day which is not a Business Day, then, if the Business
Day Convention specified is:

(i) In any case where Specified Periods are specified in accordance with Condition 6.4(a), the
Floating Rate Convention, such Interest Payment Date (1) in the case of (x) above, shall be the
last day that is a Business Day in the relevant month and the provisions of (ii) below shall apply
mutatis mutandis, or (2) in the case of (y) above, shall be postporiee next day which is a
Business Day unless it would thereby fall into the next calendar month, in which event (1) such
Interest Payment Date shall be brought forward to the immediately preceding Business Day,
and (IlI) each subsequent Interest Paynigatie shall be the last Business Day in the month
which falls the Specified Period after the preceding applicable Interest Payment Date occurred;
or

(i) the Following Business Day Convention, such Interest Payment Date shall be postponed to the
next day whichs a Business Day; or

(ii) the Modified Following Business Day Convention, such Interest Payment Date shall be
postponed to the next day which is a Business Day unless it would thereby fall into the next
calendar month, in which event such Interest Payment §ratk be brought forward to the
immediately preceding Business Day; or

(iv) the Preceding Business Day Convention, such Interest Payment Date shall be brought forward
to the immediately preceding Business Day.

Day Count Fraction means, in respect of¢hkeulation of an amount of interest for any Interest Period:
if Actual/Actual (ISMA])s specified in the applicable Final Terms:

(i) in the case of Covered Bonds where the number of days in the relevant period from (and
including) the most recent Interé&yment Date (or, if none, the Interest Commencement Date)
to (but excluding) t Mecrual Bdricdv)a nits pagumaintt dadr
the Determination Period (as defined in Condition 6.7(d)) during which the Accrual Period ends,
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d)

the rumber of days in such Accrual Period divided by the product of (I) the number of days in
such Determination Period and (ll) the number of Determination Dates (as specified in the
applicable Final Terms) that would occur in one calendar year assumingténasi was to be
payable in respect of the whole of that year; or

(ii) inthe case of Covered Bonds where the Accrual Period is longer than the Determination Period
during which the Accrual Period ends, the sum of (1) the number of days in such Accrual Period
falling in the Determination Period in which the Accrual Period begins divided by the product
of (x) the number of days in such Determination Period and (y) the number of Determination
Dates that would occur in one calendar year; and (ll) the number®frdaych Accrual Period
falling in the next Determination Period divided by the product of (x) the number of days in
such Determination Period and (y) the number of Determination Dates that would occur in one
calendar year;

if Actual/365is specified intie applicable Final Terms, the actual number of days in the Interest Period
divided by 365 (or, if any portion of that Interest Period falls in a leap year, the sum of (i) the actual
number of days in that portion of the Interest Period falling in a leap divided by 366, and (ii) the
actual number of days in that portion of the Interest Period falling in deagnyear divided by 365);

if Actual/365 (Fixed)s specified in the applicable Final Terms, the actual number of days in the Interest
Period divded by 365;

if Actual/365 (Sterlinyis specified in the applicable Final Terms, the actual number of days in the
Interest Period divided by 365 or, in the case of an Interest Payment Date falling in a leap year, 366;

if Actual/360is specified in the apigable Final Terms, the actual number of days in the Interest Period
divided by 360;

if 30/360, 360/360 or Bond Bass specified in the applicable Final Terms, the number of days in the
Interest Period divided by 360 (the number of days to be calcuatéide basis of a year of 360 days

with 12 3Gday months (unless, in the case of Floating Rate Covered Bonds only, (i) the last day of the
Interest Period is the 31st day of a month but the first day of the Interest Period is a day other than the
30th or31st day of a month, in which case the month that includes that last day shall not be considered
to be shortened to a &fay month, or (ii) the last day of the Interest Period is the last day of the month

of February, in which case the month of Februallsiot be considered to be lengthened to -@a&p
month));

if 30E/360 or Eurobond Basis specified in the applicable Final Terms, the number of days in the
Interest Period divided by 360 (the number of days to be calculated on the basis of a yeatays360
with 12 30day months, without regard to the date of the first day or last day of the Interest Period unless,
in the case of the final Interest Period, the Maturity Date is the last day of the month of February, in
which case the month of Februaryamot be considered to be lengthened to -@&@ month); or such

other Day Count Fraction as may be specified in the applicable Final Terms.

Determination Period means each period from (and including) a Determination Date to (but excluding)
the next Detamination Date (including, where either the Interest Commencement Date or the final
Interest Payment Date is not a Determination Date, the period commencing on the first Determination
Date prior to, and ending on the first Determination Date falling aftexh date).

Interest Period means the period from (and including) an Interest Payment Date (or the Interest
Commencement Date) to (but excluding) the next (or first) Interest Payment Date.

Principal Amount Outstanding means, in respect of a Covered Baegtean Inflation Linked Annuity
Covered Bond and an Inflation Linked Equal Payment Covered Bond, on any day the principal amount
of that Covered Bond on the Issue Date less principal amounts (if any) received by the holder of such
Covered Bond in respetttereof on or prior to that day. In respect of an Inflation Linked Annuity Covered
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Bond and an Inflation Linked Equal Payment Covered Bond, the meaning given in the applicable Final
Terms.

g) SubUnit means, with respect to any currency other than eurdowest amount of such currency that
is available as legal tender in the country of such currency and, with respect to euro, euro 0.01.

7. PAYMENTS
7.1 Payments in respect of Inflation Linked Covered Bonds

a) Payments in respect of Inflation Linked Annu@pvered Bonds

In case of an Inflation Linked Annuity Covered Bond, the Issuer shall, on each relevant Interest Payment Date,
make a paymerhat is the sum of the relevant Principal Repayment as defined in this Condition and the Interest
Payments definedn Condition 6.1(together, the Annuity Amount) as calculated by the Calculation Agent.

Principal Repayment(s) is tla@mount calculated by the Issuer on each Interest Payment Date plymgtihe
nominal amount othe Issue Date with the Index Ratind with the factoA, which is calculéed according to
the followingformula:

k-1
r*@A+r
P Gl
a+n"-1

where,

A = PrincipalRepaymentactor

_C
r=2

¢ = theRate ofInterest of the relevant bond
f = the number of interest payments pear
n =the rumber of Interest Payment Dates

k = the number of payments that have already been maxl@ ¢n the Issue &te, k = 1 on the first Interest

Payment Date, k n on the last Interest Payment Dadts,.)

b) Payments in respect of Inflation Linkéttjual Principal Payment Covered Bond, including Covered
Bonds with one payment of Principal on Maturity Date

In case of an Inflation Linked Equal Payment Covered Bond, including Covered Bonds with one payment of
Principal on Maturity Date, the Issuer shall, on each relevant Interest Payment Date, make a combined payment
of principal,as defined in this conditicemd interest duas defined in Condition 6 ogether, the Equal Payment
Amount) as calculated by the Calculation Agent

Principal Repayment(s) is an amount calculated by the Calculation Agent on each Principal Payment Date by
multiplying the Principal Amunt Outstanding on the Issue Date with the Index Ratio and dividing with the
number of principal Payment dates.

The Principal Amount Outstanding is calculated based on the following formula:
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t

PAO =(PAO - PR —_—
t ( t-1 t—1)|R

t-1

where,

PAOt means the Principal Amougiutstanding on the relevant Interest Payment Date.
PAOt-1 means the Principal Amount Outstanding on the preceding Interest Payment Date.
PRt-1 means the Principal Repayment on the preceding Interest Payment Date.

IRt means the Index Ratio on the relevarierest Payment Date.

IRt-1 means the Index Ratio on the preceding Interest Payment Date (Issue Date for the first Interest Payment
Date).

The value of the Index RatidR) on the relevant Interest Payment Date shall be the value of the Reference
Index(RI) applicable to the relevant Interest Payment Date divided by the value of the BaséBIndex (
calculated by the Issuer:

where,

Reference Indexor RIt means on each Interest Payment Date:

For each day in the calendar moatid number RI rounded to 5 decimals:

&d-1, 3 .
= + * - »
RI=CR, ,*&s SR, CPM_Zga

where,

CPwm-1 = CPI value published by Statistic Iceland in thenth preceding month M
CPwm-2 = CPI value published by Statistic Iceland 2 months prior to month M

d = the relevant calendar date

D = number of calendar days in the relevant calendar month Provided that if the Reference Index in is lower
than the Base Index, the Reference Index shall equal the Base Index, the Reference Index shall equal the Base
Index.

And

Base Indexmeanghe irdex value defined in the applicable Final Terbeing the value of the CPI dhe date
specified in the applicable Final Terms

If at any time a new index is substituted for the CPI, as of the calendar month from and including that in which
such substitiion takes effect:

(i)  the Reference Index shall be deemed to refer to the new index; and
(i)  the new Base Index shall be the product of the existing Base Index and the Reference Index immediately
following such substitution, divided by the Reference Index imnelgi@rior to such substitution
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7.2 Method of payment
Subject as provided below payments in a Specified Currency will be made:

a) By credit or transfer to an account in the relevant Specified Currency maintained by the payee with a
bank in the principdinancial centre of the country of such Specified Currency, or

b) by credit or transfer to an account in any other Specified Currency maintained by the payee with a bank
in the principal financial centre of the country of such Specified Currency which shadinverted into
such Specified Currency at the date of payment using the spot rate of exchange for the purchase of such
currency against payment of ISK being quoted by the Fiscal Agent.

Payments will be subject in all cases to any fiscal or other lawsegnthtions applicable thereto in the place of
payment but without prejudice to the provisions of Condition 7

7.3 Presentation ofDefinitive Covered Bonds, Receipts and Coupons

Payments of principal in respect of definitive Bearer Covered Bonds wije(suds provided below) be made in

the manner provided i@ondition7.2 (Method of paymentpnly against presentation and surrender (or, in the

case of part payment of any sum due, endorsement) of definitive Covered Bonds, and payments of interest in
respet of definitive Covered Bonds will (subject as provided below) be made as aforesaid only against
presentation and surrender (or, in the case of part payment of any sum due, endorsement) of Coupons, in each
case at the specified office of any Paying Agrritide the United States (which expression, as used herein, means

the United States of America (including the States and the District of Columbia and its possessions)).

Payments of instalments of principal (if any) in respect of definitive Bearer CoBerats, other than the final
instalment, will (subject as provided below) be made in the manner providédnidition 7.2 only against
presentation and surrender (or, in the case of part payment of any sum due, endorsement) of the relevant Receipt
in accordnce with the preceding paragraph. Payment of the final instalment will be made in the manner provided
in Condition 7.2 only against presentation and surrender (or, in the case of part payment of any sum due,
endorsement) of the relevant Covered Bond ooetance with the preceding paragraph. Each Receipt must be
presented for payment of the relevant instalment together with the definitive Bearer Covered Bond presented for
payment of the relevant instalment together with the definitive Bearer Coveredd®wahith they appertain do

not constitute valid obligations of the Issuer. Upon the date on which any definitive Bearer Covered Bond becomes
due and repayable, unmatured Receipts (if any) relating thereto (whether or not attached) shall become void and
no payment shall be made in respect thereof.

Fixed Rate Covered Bonds in definitive bearer form should be presented for payment together with all unmatured
Coupons appertaining thereto (which expression shall for this purpose include Coupons fallingtedeins
exchange of matured Talons), failing which the amount of any missing unmatured Coupon (or, in the case of
payment not being made in full, the same proportion of the amount of such missing unmatured Coupon as the sum
so paid bears to the sum due)lveie deducted from the sum due for payment. Each amount of principal so
deducted will be paid in the manner mentioned above against surrender of the relative missing Coupon at any time
before the expiry of 10 years after the Relevant Date (as definezhifiti©on 10) in respect of such principal or,

if later, five years from the date on which such Coupon would otherwise have become due, but in no event
thereafter.

Upon any Fixed Rate Covered Bond in definitive bearer form becoming due and repayable ipsibtaturity
Date, all unmatured Talons (if any) appertaining thereto will become void and no further Coupons will be issued
in respect thereof.

Upon the date on which any Floating Rate Covered Bond in definitive form becomes due and repayable,
unmaturel Coupons and Talons (if any) relating thereto (whether or not attached) shall become void and no
payment or, as the case may be, exchange for further Coupons shall be made in respect thereof.
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If the due date for redemption of any definitive Bearer CovB@tl is not an Interest Payment Date, interest (if

any) accrued in respect of such Bearer Covered Bond from (and including) the preceding Interest Payment Date
or, as the case may be, the Interest Commencement Date shall be payable only against alutimenedsvant
definitive Bearer Covered Bonds.

7.4 Payments in respect of Bearer Global Covered Bond

Payments of principal and interest (if any) in respect of Covered Bonds represented by any Bearer Global Covered
Bond will (subject as provided below) lmeade in the manner specified above in relation to definitive Bearer
Covered Bonds and otherwise in the manner specified in the relevant Bearer Global Covered Bond, where
applicable, against presentation or surrender, as the case may be, of such BéateC&lered Bond at the
specified office of any Paying Agent outside the United States. A record of each payment, distinguishing between
any payment of principal and any payment of interest, will be made on such Bearer Global Covered Bond either
by the Paing Agent to which it was presented or in the records of Euroclear and Clearstream, Luxembourg, as
applicable.

7.5 Payments in respect of Registered Covered Bonds

Payments of principal (other than instalments of principal prior to the final instalmentspect of each
Registered Covered Bond (whether or not in global form) will be made against presentation and surrender (or, in
the case of part payment of any sum due, endorsement) of the Registered Covered Bond at the specified office of
the Registrar oany of the Paying Agents. Such payments will be made by transfer to the Designated Account of
the holder (or the first named of joint holders) of the Registered Covered Bond appearing in the register of holders
of the Registered Covered Bonds maintaimgthle Registrar (i) where in global form, at the close of the business

day (being for this purpose a day on which Euroclear and Clearstream, Luxembourg are open for business) before
the relevant due date, and (ii) where in definitive form at the closesidss at the close of business on the third
business day (being for this purpose a day on which banks are open for business in the city where the specified
office of the Registrar is located) before the relevant due date. Notwithstanding the preuisusesdéi(a) holder

does not have a Designated Account or (b) the principal amount of the Covered Bonds held by a holder is less
than U.S. $250,000 (or its approximate equivalent in any other Specified Currency), payment will instead be made
by a chequen the Specified Currency drawn on a Desighated Bank. For these purposes, Designated Account
means the account (which, in the case of a payment in Japanese yen {@sident of Japan, shall be a non
resident account) maintained by a holder with a DegeghBank and identified as such in the Registered Covered
Bond Register and Designated Bank means (in the case of payment in a Specified Currency other than euro) a
bank in the principal financial centre of the country of such Specified Currency (wttod Specified Currency

is Australian dollars or New Zealand dollars, shall be Sydney and Auckland, respectively) and (in the case of a
payment in euro) any bank which processes payments in euro.

Payments of interest and payments of instalments of pah@jher than the final instalment) in respect of each
Registered Covered Bond (whether or not in global form) will be made by a cirethee Specified Currency

drawn on a Designated Bank and mailed by uninsured mail on the Business Day in the cithevbpezified

office of the registrar is located immediately preceding the relevant due date to the holder (or the first named of
joint holders) of the Registered Covered Bond appearing in the Registered Covered Bond Register (i) where in
global form, atthe close of the business day (being for this purpose a day on which Euroclear and Clearstream,
Luxembourg are open for businebgfore the relevant due date, and (ii) where in definitive form, at the close of
business on the fifteenth day (whether orswath fifteenth day is a business day) before the relevant due date (the
Record Date) at his address shown in the Registered Covered Bond Register on the Record Date and at his risk.
Upon application of the holder to the specified office of the Registtdess than three Business Days in the city
where the specified office of the Registrar is located before the due date for any payment of interest in respect of
a Registered Covered Bond, the payment may be made by transfer on the due date in theovadetimthe
preceding paragraph. Any such application for transfer shall be deemed to relate to all future payments of interest
(other than interest due on redemption) and instalments of principal (other than the final instalment) in respect of
the Regstered Covered Bonds which become payable to the holder who has made the initial application until such
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time as the Registrar is notified in writing to the contrary by such holder. Payment of the interest due in respect
of each Registered Covered Bond edemption and the final instalment of principal will be made in the same
manner as payment of the principal amount of such Registered Covered Bond.

Holders of Registered Covered Bonds will not be entitled to any interest or other payment for any delay in
receiving any amount due in respect of any Registered Covered Bond as a result of a cheque posted in accordance
with this Condition arriving after the due date for payment or being lost in the post. No commissions or expenses
shall be charged to such holdday the Registrar in respect of any payments of principal or interest in respect of

the Registered Covered Bonds.

None of the Issuer or the Paying Agents will have any responsibility or liability for any aspect of the records
relating to, or payments mada account of, beneficial ownership interest in the Registered Global Covered Bonds
or for maintaining, supervising or reviewing any records relating to such beneficial ownership interests.

7.6 General provisions applicable to payments

The holder of a Gloal Covered Bond shall be the only person entitled to receive payments in respect of Covered
Bonds represented by such Global Covered Bond and the Issuer will be discharged by payment to, or to the order
of, the holder of such Global Covered Bond in respéeach amount so paid. Each of the persons shown in the
records of Euroclear or Clearstream, Luxembourg as the beneficial holder of a particular nominal amount of
Covered Bonds represented by such Global Covered Bond must look solely to Eurocleaarstre@ia,
Luxembourg, as the case may be, for his share of each payment so made by the Issuer to, or to the order of, the
holder of such Global Covered Bond.

7.7 Payments in respect of VS System Covered Bonds

VS System Covered Bonds: Payments of principal and interest in respect of VS System Covered Bonds will be
made to the Covered Bondholders shown in the relevant recordsNESIB, VP LUX or Clearstream/Euroclear

(as the case may be) in accordance withsargject to the rules and regulations from time to time governing the
NCSD, VP LUX or Euroclear/Clearstream (as the case may be).

7.8 Payment Day

If the date for payment of any amount in respect of any Covered Bond, Receipt or Coupon is not a Payment Day,
the holder thereof shall not be entitled to payment of the relevant amount due until the next following Payment
Day and shall not be entitled to any interest or other sum in respect of any such delay. For these purposes, Payment
Day means any day which {gect to Condition 10) is:

a) A day on which commercial banks and foreign exchange markets settle payments and are open for
general business (including dealing in foreign exchange and foreign currency deposits) in:

(i) the relevant place of presentation;
(i) Reykjavk; and
(iii) any Additional Financial Centre specified in the applicable Final Terms.

b) either (i) in relation to any sum payable in a Specified Currency other than euro, a day on which
commercial banks and foreign exchange markets settle payments and are ogemefal business
(including dealing in foreign exchange and foreign currency deposits) in the principal financial centre of
the country of the relevant Specified Currency (if other than the place of presentation, Reykjavik and any
Additional Financial Cetne) or (ii) in relation to any sum payable in euro, a day on which the TARGET
System is open.

7.9 Interpretation of principal

Any reference in these Terms and Conditions to principal in respect of the Covered Bonds shall be deemed to
include, as applidae:

a) the Final Redemption Amount of the Covered Bonds;
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b) the Early Redemption Amount of the Covered Bonds

¢) the Optional Redemption Amount(s) (if any) of the Covered Bonds;

d) in relation to Covered Bonds (other than Inflation Linked Annuity Covered Bondisflation
Linked Equal Principal Payment Covered Bonds) redeemable in instalments, the Instalment
Amounts;

e) in relation to Zero Coupon Covered Bonds, the Amortised Face Amount (as defined in Condition
8.7); and

f) any premium and any other amounts (other thterest) which may be payable under or in respect
of the Covered Bonds.

8. REDEMPTION AND PURCH ASE

8.1 Redemption of Inflation Linked Annuity Covered Bonds and Inflation Linked Equal
Payment Covered Bonds, including Covered Bonds with one payment of Pripel on
Maturity Date

Unless previously redeemed or purchased and cancelled, each Inflation Linked Annuity Covered Bond and each
Inflation Linked Equal Payment Covered Bond, including Covered Bonds with one payment of Principal on
Maturity Date, will, subjet to Condition 7.1(a) or (b) (as applicable), be redeemed in one or more amounts,
calculated in accordance with the formula specified in the applicable Final Terms, in the relevant Specified
Currency on the relevant Interest Payment Dates.

8.2 Final Redemption

Unless previously redeemed or purchased and cancelled, each Covered Bond will be redeemed by the Issuer at its
Final Redemption Amount specified in, or determined in the manner specified in, the applicable Final Terms in
the relevant Specified Cumey on the Maturity Date.

8.3 Redemption at the option of the Issuer (Issuer Call)

If an Issuer Call is specified in the applicable Final Terms, the Issuer may, having given not less than 15 nor more
than 30 days’ noti ce t o rdahce wit® €ondtiored (wWBichnndtibes khadlebes i n
irrevocable and shall specify the date fixed for redemption), redeem all or some only of the Covered Bonds then
outstanding on any Optional Redemption Date and at the Optional Redemption Amount(s) specdied
determined in the manner specified in, the applicable Final Terms together, if appropriate, with interest accrued
to (but excluding) the relevant Optional Redemption Date. Any such redemption must be of a nominal amount
not less than the Minimum Renhption Amount and not more than the Maximum Redemption Amount, in each
case as may be specified in the applicable Final Terms. In the case of a partial redemption of Covered Bonds, the
Covered Bonds to be redeemed (Redeemed Covered Bonds) will be sieldistiedally without involving any

part only of a Bearer Covered Bond, in the case of Redeemed Covered Bonds represented by definitive Covered
Bonds, and in accordance with the rules of Euroclear and/or Clearstream, (to be reflected in the records of
Euraclear and Clearstream as either a pool factor or a reduction in nominal amount, at their discretion) and in
accordance with the rules of thNeCSD or any other relevant clearing system (as the case may be) in the case of

VS System Covered Bonds in each casemore than 30 days prior to the date fixed for redemption (such date

of selection being hereinafter called the Selection Date). In the Case of Redeemed Covered Bonds represented by
definite Covered Bonds, a list of the serial numbers of such Redeeowente@ Bonds will be published in
accordance with Condition 11 not less than 15 days prior to the date fixed for redemption. The aggregate nominal
amount of Redeemed Covered Bonds represented by definitive Covered Bonds shall bear the same portion to the
aggregate nominal amount of all Redeemed Covered Bonds as the aggregate nominal amount of definite Covered
Bond outstanding bears to the aggregate nominal amount of the Covered Bonds outstanding, in each case on the
Selection Date. No exchange of the retev&overed Bond will be permitted during the period from (and
including) the Selection Date to (and including) the date fixed for redemption pursuant to this Condition (8.3) and
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notice to that effect shall be given by the Issuer to the Covered Bondhioldg&mordance with Condition 11 at
least five days prior to the Selection Date.

8.4 Redemption at the option of the Covered Bondholders (Investor Put)

If Investor Put is specified in the applicable Final Terms, upon the holder of any Covered Bondhgivsspéer

in accordance with Condition 11 not Il ess than 15 nor
of such notice, redeem, subject to, and in accordance with, the terms specified in the applicable Final Terms, such
Covered Bond on thOptional Redemption Date and at the Optional Redemption Amount together, if appropriate,

with interest accrued to (but excluding) the Optional Redemption Date. Registered Covered Bonds may be
redeemed under this Condition in any multiple of their lovscified Denomination. It may be that before an

Investor Put can be exercised, certain conditions and/or circumstances will need to be satisfied. Where relevant,
the provisions will be set out in the applicable Final Terms.

To exercise the right to reqairedemption of this Covered Bond the holder of this Covered Bond must, if this
Covered Bond is in definitive form and held outside Euroclear and Clearstream, Luxembourg, deliver, at the
specified office of any Paying Agent (in the case of Bearer CovBoedls) or the Registrar (in the case of
Registered Covered Bonds) at any time during normal business hours of such Paying Agent or, as the case may
be, the Registrar falling within the notice period, a duly completed and signed notice of exerciserm fffier fo

the time being current) obtainable from any specified office of any Paying Agent or, as the case may be, the
Registrar (4 Put Notice’) and in which the holder must specify a bank account (or, if payment is required to be
made by cheque, an address which payment is to be made under this CondiBohand, in the case of
Registered Covered Bonds, the nominal amount thereof to be redeemed and, if less than the full nominal amount
of the Registered Covered Bonds so surrendered is to be redeemedress to which a new Registered Covered

Bond in respect of the balance of such Registered Covered Bonds is to be sent subject to and in accordance with
the provisions of Condition 2. If this Covered Bond is in definitive bearer form, the Put Noticebmust
accompanied by this Covered Bond or evidence satisfactory to the Paying Agent concerned that this Covered
Bond will, following delivery of the Put Notice, be held to its order or under its control.

If the Covered Bond is represented by a Global CovBredi or is in definitive form and hettirough Euroclear

or Clearstream, Luxembourg, to exercise the right to require redemption of this Covered Bond the holder of this
Covered Bond must, within the notice period, give notice to the Fiscal Agent of)arcise in accordance with

the standard procedures of Euroclear @hehrstream, Luxembourg (which may include notice being given on

his instruction by Euroclear or Clearstream, Luxembourg or any Common Depositary for them to the Fiscal Agent
by electronicmeans) in a form acceptable to Euroclear and Clearstream, Luxembourg from time to time and, if
this Covered Bond is represented by a Global Covered Bond, at the same time present or procure the presentation
of the relevant Global Covered Bond to the Agentotation accordingly.

If the Covered Bond is adCSDSystem Covered Bond, to exercise the right to require redemption of this Covered
Bond the holder of this Covered Bond must, within the notice period, give notice to the Principal Paying Agent
of sudh exercise in accordance with the standard procedures BGB® from time to time. Any Put Notice or

other notice given in accordance with the standard procedures of Euroclear and Clearstream, Luxembourg or, in
the case oNCSD System Covered Bonds, thNCSD given by a holder of any Covered Bond pursuant to this
paragraph shall be irrevocable.

8.5 Redemption due to illegality or invalidity

If the Covered Bonds become illegal and/or invalid, the Covered Bonds of all Series may be redeemed at the
optionoft he | ssuer in whol e, but not in part, anoticeny t i me
to all Covered Bondholders (which notice shall be irrevocable).

Covered Bonds redeemed pursuant to this Condition (8.5) will be redeemed at their Early Redemption Amount
referred to in Condition 8.7 together (if appropriate) with interest accrued (and, if this is an Inflation Linked
Annuity Covered Bond or an Inflatidrinked Equal Principal Payment Covered Bond, including Covered Bonds
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with one payment of Principal on Maturity Date, adjusted for indexation in accordance with the provisions set out
in the applicable Final Terms) to (but excluding) the date of redemption

8.6 Certification

The publication of any notice of redemption pursuant to ConditionsBall include a certificate signed by
authorised personnel of the Issuer stating that the Issuer is entitled or required to effect such redemption and
setting fortha statement of facts showing that the conditions precedent to the right of the Issuer so to redeem have
occurred and the certificate shall be sufficient evidence of the satisfaction of the conditions precedent set out
above, in which event it shall be cdumive and binding on all Covered Bondholders, Receiptholders and
Couponholders.

8.7 Early Redemption Amounts

For the purpose of Condition 8.5, each Covered Bond will be redeemed at its Early Redemption Amount calculated
as follows:

a) in the case of €overed Bond (other than a Zero Coupon Covered Bond but including an Instalment
Covered Bond), at the amount specified in, or determined in the manner specified in, the applicable Final
Terms or, if no such amount or manner is so specified in the appli€aidl Terms, at its Principal
Amount Outstanding (and, in the case of an Inflation Linked Annuity Covered Bond or an Inflation
Linked Equal Principal Payment Covered Bond, including Covered Bonds with one payment of Principal
on Maturity Date, adjuste@f indexation in accordance with the provisions set out in the applicable Final
Terms); or

b) inthe case of a Zero Coupon Covered Bond, at an amount (the Amortised Face Amount) calculated in
accordance with the following formula:

Early Redemption Amount = RP(1 + AYY

where:

RP means the Reference Price;

AY means the Accrual Yield expressed as a decimal; and

y is a fraction the numerator of which is equal to the number of days (calculated on the
basis of a 36@ay year consisting of 12 months of 30 day$hg¢&om (and including)
the Issue Date of the first Tranche of the Covered Bonds to (but excluding) the date
fixed for redemption or (as the case may be) the date upon which such Covered Bond
becomes due and repayable and the denominator of which is 1360, such other
calculation basis as may be specified in the applicable Final Terms.

8.8 Instalments

Instalment Covered Bonds will be redeemed in the Instalment Amounts and on the Instalment Dates. In the case
of early redemption, the Early Redemption Amowill be determined pursuant to Condition 8.7.

8.9 Purchases

The Issuer or any of its Subsidiaries may at any time purchase Covered Bonds at any price in the open market or
otherwise. If purchases are made by tender, tenders must be available weedd®ondholders alike. Subject

to the provision below, such Covered Bonds may be held, reissued, resold or, at the option of the Issuer,
surrendered to the Issuer for cancellation.

8.10 Cancellation

All Covered Bonds which are redeemed will forthwithdaacelled (together with all unmatured Receipts and
Coupons attached thereto or surrendered therewith at the time of redemption). All Covered Bonds so cancelled
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and any Covered Bonds purchased and surrendered for cancellation pursuant to Conditionc8ri¢ediedi
(together with all unmatured Receipts and Coupons cancelled therewith) shall be forwarded to the Issuer and in
the case of VS System Covered Bonds shall be deleted from the recorddN@SBe VP LUX or any other

relevant clearing system (astbase may be) and cannot be reissued or resold.

8.11 Late Payment on Zero Coupon Covered Bonds

If the amount payable in respect of any Zero Coupon Covered Bond upon redemption of such Zero Coupon
Covered Bond pursuant to Conditions 8.2, 8.3 or 8.5, theuatrdue and repayable in respect of such Zero
Coupon Covered Bond shall be the amount calculated as provided in Condition 8.7 (b) as though the references
therein to the date fixed for the redemption or the date upon which such Zero Coupon CoveredcBoms be

due and payable were replaced by references to the date which is the earlier of:

a) the date on which all amounts due in respect of such Zero Coupon Covered Bond have been paid; and

b) five days after the date on which the full amount of the moneys payatdspect of such Zero Coupon
Covered Bonds has been received by the Issuer and notice to that effect has been given to the Covered
Bondholders in accordance with Condition 11.

8.12 Extension of Maturity Date
a) Extended Maturity Date:

An Extended Maturitypate shall be specified in the applicable Final Terms as applying to each Series of Covered
Bonds unless to do so would result in the Issuer being unable to obtain if applicable the relevant credit rating from
the relevant rating agencies appointed byl$keaer at the relevant time in respect of a Series of Covered Bonds.

b) Automatic Extension:

If an Extended Maturity Date is specified in the applicable Final Terms as applying to a Series of Covered Bonds
and the Issuer fails to redeem the relevant CovBradls in full on the Maturity Date or within three Business

Days thereafter, the maturity of the outstanding Covered Bonds and the date on which such Covered Bonds will
be due and repayable for the purposes of these Terms and Conditions will be autgreste&caled up to but no

later than the Extended Maturity Date, subject as otherwise provided for in the applicable Final Terms. In that
event, the Issuer may redeem all or any part of the Principal Amount Outstanding of the Covered Bonds on any
InterestPayment Date falling in any month after the Maturity Date up to and including the Extended Maturity
Date or as otherwise provided for in the applicable Final Terms. The Issuer shall give notice to the Covered
Bondholders (in accordance with Condition 1%)ite intention to redeem all or any of the Principal Amount
Outstanding of the Covered Bonds at least five Business Days prior to the relevant Interest Payment Date. Any
failure by the Issuer to notify such persons shall not affect the validity or gffeeis of any redemption by the

Issuer on the relevant Interest Payment Date, or give rise to rights to any such person.

The Issuer is not required to notify the Covered Bondholders of such automatic deferral.
c) Zero Coupon Bonds:

In the case of Covered Bds which are Zero Coupon Covered Bonds to which an Extended Maturity Date is
specified under the applicable Final Terms, for the purposes of this Condition (8.12) the Principal Amount
Outstanding shall be the total amount otherwise payable by the Isstiee Maturity Date less any payments
made by the Issuer in respect of such amount in accordance with these Terms and Conditions.

d) Extension Irrevocable:

Any extension of the Maturity Date under this Condition (8.12) shall be irrevocable. Where thisdbo(@dit?)

applies, any failure to redeem the Covered Bonds on the Maturity Date or any extension of the Maturity Date
under this Condition (8.12) shall not constitute an event of default or acceleration of payment for any purpose or
give any Covered Bondider any right to receive any payment of interest, principal or otherwise on the relevant
Covered Bonds other than as expressly set out in these Terms and Conditions.
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e) Payments:

In the event of the extension of the maturity of Covered Bonds under thititiGor{8.12) Interest Rates, Interest
Periods and Interest Payment Dates on the Covered Bonds from (and including) the Maturity Date to (but
excluding) the Extended Maturity Date shall be determined and made in accordance with the applicable Final
Terms.

Interest will continue to accrue on any unpaid amount and be payable on each Interest Payment Date falling after
the Maturity Date up to (and including) the Extended Maturity Date.

Furthermore, in relation to all amounts constituting accrued interestrdlupagable on each Interest Payment
Date falling after the Maturity Date up to (and including) the Extended Maturity Date, as provided in the applicable
Final Terms, the Issuer may pay such interest pursuant to the Floating Rate set out in the appldatdents
notwithstanding that the relevant Covered Bond was a Fixed Rate Covered Bond as at its relevant Issue Date.

f)  Partial Redemption after Maturity Date:

If the Issuer redeems part and not all of the Principal Amount Outstanding of Covered Bomysloterst

Payment Date falling after the Maturity Date, the redemption proceeds shall be applied rateably across the Covered
Bonds and the Principal Amount Outstanding on the Covered Bonds shall be reduced by the level of that
redemption. If any partiakdemption after the Maturity Date is not sufficient to redeem all outstanding Interest
Payments, then the remainder of any Interest Payment shall be added to the principal amount of the Covered
Bonds.

g) Restriction on Further Issues:

If the maturity of anyCovered Bonds is extended up to the Extended Maturity Date in accordance with this
Condition (8.12) subject as otherwise provided for in the applicable Final Terms, for so long as any of those
Covered Bonds remains outstanding, the Issuer shall notdsguarther Covered Bonds, unless the proceeds of
issue of such further Covered Bonds are applied by the Issuer on issue to redeem in whole or in part the relevant
Covered Bonds in accordance with the terms hereof.

8.13 Redemption for Tax Reasons

The Coveed Bonds may be redeemed at the option of the Issuer in whole, but not in part, at any time or on any
Il nterest Payment Date, on giving noMNCSDand g actondance 30 nor
with Condition 11, the Covered Bondholdénghich notice shall be irrevocable), if:

a) On the occasion of the next payment due under the Covered Bonds, the Issuer has or will become obliged
to pay additional amounts as provided or referred to in Condition 9 as a result of any change in, or
amendmento, the laws or regulations in Iceland or any political subdivision or any authority thereof or
any authority or agency therein having power to tax, or any change in the application or official
interpretation of such laws or regulation, which change omdment becomes effective on or after the
Issue Date of the first Tranche of the Covered Bonds; and

b) such obligation cannot be avoided by the Issuer taking reasonable measures available to it.

Covered Bonds redeemed pursuant to this Condition (8.13) widdeemed at their Early Redemption Amount
together (if appropriate) with interest accrued to (but excluding) the date of redemption.

9. TAXATION

All payments of principal and interest in respect of the Covered Bonds and Coupmmsrblyehalf othe Issuer
will be made withoutvitholding, or deduction for or on account of, any present or future taxes, duties assessments
or governmental charges of whatever nature imposed or levied by or on betmglfiaix Jurisdictiomnless such
withholding or deduction isequired by law. In such event, the Issuer will pay such additional amasishall
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be necessary in order that the net amounts received by the holders of the Coverear Bong®ns after such
withholding or deduction shall equal the respective amaafrgsincipal and interest which would otherwise have

been receivable in respect of the Covered Bonds or Coupons, as the case may be, in the absence of such
withholding or deduction, except that no such additional amounts shall be payable with respp@dvaarnd

Bond or Coupon:

a) Inrespecbf any demand made for payment in Iceland; or

b) in respect of any demand made for payment by or on behalf of a holder who is liable for such taxes,
duties, assessments or governmental charges in respect of such Coveted Boupon by reason of it
having some connection with Tax Jurisdictiorother than the mere holding of such Covered Bond or
Coupon; or

c) inrespect of any demand made payment more than 30 days after the Relevant Date (as defined below)
except to thextent that the holder thereof would have been entitled to an additional amount on presenting
the same for payment on such thirtieth day assuming that day to have been a Payntas defined in
Condition 78 (Payment Day))or

d) where such withholding oreduction is required to be made based on provisions of the Act on
Withholding of Public Levies at Source No. 45/1987, as amended, the Act on Withholding of Tax on
Financial Income No. 94/1996, as amended, and Article 3 offthednd any other legislatip laws or
regulations, replacing or supplementing the same

Notwithstanding any other provision of these Conditions, in no event will the Issuer be required to pay any
additional amounts in respect of the Covered Bonds and Coupons for, or on accaumt wfthholding or
deduction required pursuant to an agreement described in Section 1471(b) of the Code or otherwise imposed
pursuant to Sections 1471 through 1474 of the Code, any regulations or agreements thereunder, or any official
interpretations therd, or any law implementing an intergovernmental approach thereto.

As used herein:

ATax Jur”i sndeiacntsi olncel and or any political subdivi si
power to taxand

t h ReleVvant Daed means the date on which such payment first becomes due, except that, if the full
amount of the moneys payable has not been duly received by the Principal Paying Agent on or prior to
such due date, it means the date on which, the full amount of such niaéyg been so received,
notice to that effect is duly given to the Covered Bondholders in accordance with Condition 11.

10. PRESCRIPTION

The Covered Bonds, Receipts and Coupons will become void in accordance with Act on the Expiration of Debt
and other Obligtions No. 150/2007 unless presented for payment within 10 years (in the case of principal) and
four years (in the case of interest or any other amount) after the Relevant Date (as ide@oedition 9
(Taxation).

There shall not be included in any Couapsheet issued on exchange of a Talon, any Coupon the claim for payment
in respect of which would be void pursuant to this Condiid) or Condition 7.3 or any Talon which would be
void pursuant to Condition 7.3.

11. NOTICES

All notices regarding the Covered Bonds will be valid if published in a manner which complies with the rules and
regulations of the relevant act which apply to publicly listed securities, and/or any stock exchange and/or any
other relevant authority on wth the Covered Bonds are for the time being listed or by which they have been
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admitted to trading. Any such notice will be deemed to have been given on the date of the first publication. The
Issuer can additionally at its own discretion obtain informafiom the NCSD or VP Lux on the Covered
Bondholders in order to send notices to each Covered Bondholder directly.

Notices to be given by any Covered Bondholder shall be in writing and given by lodging the same, together with
the relevant Covered Bond or Goed Bonds.

12. FURTHER ISSUES

The Issuer shall be at liberty from time to time without the consent of the Covered Bondholders, the Receiptholders
or the Couponholders to create and issue further covered bonds having terms and conditions the same as the
Coveed Bonds or the same in all respects save for the amount and date of the first payment of interest thereon
and so that the same shall be consolidated and form a single Series with the outstanding Covered Bonds.

13. GOVERNING LAW AND JU RISDICTION
13.1 Governing law

The Covered Bonds, the Receipts, the Coupatise( thanNCSD System Covered Bondgind any non
contractual obligations arising out of in connection with them are governed by, and shall be construed in
accordance with, English law except for Condition 3, which will be governed by, and construed in accordance
with Icelandic Law. TheNCSD System Covered Bonds will be governed by, and coedtin accordance with
Icelandic law.

13.2  Jurisdiction

The Courts of England are to have jurisdiction to settle any disputes that may arise out of or in connection with

anyof the Covered Borgl Receipts or Coupons (other tHd@SD System Covered Bondahd accordingly any

legal action or proceedings arising out of or in connection with any Covered,Bexkipts or Coupons (other
thanNCSDSy st em CovePrecdedi®d hdsnay( be brought in such court
submits to the jurisdton of the courts of England and waives any objection to Proceedings in such courts on the

ground of venue or on the ground that the Proceedings have been brought in an inconvenient forum. This
submission is made for the benefit of each of the holdeteedfovered Borgl Receipts or Coupons (other than

NCSD System Covered Bonds) and shall not affect the right of any of them to take Proceedings in any other court

of competent jurisdiction nor shall the taking of Proceedings in one or more jurisdicteamhsder the taking of

Proceedings in any other jurisdiction (whether concurrently or not).

The Issuer irrevocably agrees that any dispute arising out bfGR® System Covered Bonds shall be subject to
the exclusive jurisdiction of the District Court okfjavik (ce. Héradsdomur Reykjavikpand legal action
taken may b@roceeded with in accordance with the Act on Civil Procedure No. 91/1€91 ¢g um medferd
einkamald, Chapter 17.

13.3 Service of Process

The Issuer irrevocably appoints the Embasiiceland, London as its agent in England to receive, for it and on

its behalf, service of process in any Proceedings in England. Such service shall be deemed completed on delivery
to such process agent (whether or not, it is forwarded to and receitteel Isguer). If for any reason such process

agent ceases to be able to act as such or no longer has an address in London, the Issuer irrevocably agrees to
appoint a substitute process agent and shall immediately notify holders of such appointment aneeacwitti

Condition 11 (Notices). Nothing shall affect the right to serve process in any manner permitted by law
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SELLING RESTRICTIONS

UNITED STATES

The Covered Bonds have not been and will not be registered under the Securities Act and the CoveradyBond

not be offered or sold within the United States or to, or for the account or benefit of, U.S. persons, except in certain
transactions exempt from the registration requirements of the Securities Act. Terms used in this paragraph have
the meanings giveto them by Regulation @&der the Securities Act

Each Dealer appointed under the Programme will be required to agree that, except as permittecealerany d
agreemenentered intpit will not offer, sell or, in the case of Bear€overedBonds, delivel(i) as part of their
distribution at any time or (ii) otherwise until 40 days after the completion of the distribution of an identifiable
tranche of which such Bonds are a part, as determined and certified to the Fiscal Agent by such Dealer (or, in the
case of an identifiable tranche of Bonds sold to or through more than one Dealer, by each of such Dealers with
respect to Bonds of an identifiable tranche purchased by or through it, in which case the Fiscal Agent shall notify
such Dealer when all such De@dave so certified), within the United States or to, or for the account or benefit

of, U.S. persons, and it will have sent to each Dealer to which it sells Bonds during the Distribution Compliance
Period a confirmation or other notice setting out thericti®ns on offers and sales of the Bonds within the United
States or to, or for the account or benefit of, U.S. persons. Terms used in the preceding sentence have the meanings
given to them by Regulation S.

The Bonds are being offered and sold outsi@elthited States to neld.S. persons in reliance on Regulation S.

In addition, until 40 days after the commencement of the offering of any identifiable tranche of Bonds, an offer
or sale of Bonds within the United States by any dealer (whether or noigadinig in the offering of such tranche

of Bonds) may violate the registration requirements of the Securities Act.

This Base Prospectus has been prepared by the Issuer for use in connection with the offer and €alecoéthe
Bondsoutside the United 8tes. The Issuer and the Dealers reserve the right to reject any offer to purchase the
Covered Bondsn whole or in part, for any reason. This Base Prospectus does not constitute an offer to any person
in the United States. Distribution of this Base Peasps by any nct).S. person outside the United States to any

U.S. person or to any other per son within the Un8tatess unauthorised and any disclosure without the prior
written consent of the Issuer of any of its contents to any such U.S. perstiteniperson within the United
States, is prohibited.

Covered Bond#n bearer form having a maturity of more than one year 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 a United States person,
except in certain transactions permitted Uys. Treasury regulations. Terms used in this paragraph have the
meanings given to them by the U.S. Internal Revenue Code of 1986, as amended, and U.S. Treasury regulations
promulgated thereunder.

Covered Bonds in bearer form will be issued in compliamite U.S. Treasury Regulations 81.16&)(2)(i)(D)

(or any successor rules in substantially the same form that are applicable for purposes of Section 4701 of The
United States I nternal Re v @oddl ¢ TEFRAR" )o fu nlltheSapplicabdési )a me n d
Final Terms state that Covered Bonds are issued in compliance with U.S. Treasury Regulations 81.163
5(c)(2)(i)(C) (or any successor rules in substantially the same form that are applicable for purposes of Section
4701 of thEEFRACdg¢) o©trhéif) the Covered Bonds are issue
D or TEFRA C but in circumstances in which the Cove
obligations” under the United tSyt aRets dBERA'G§2iwhyi cahnd
circumstances will be referred to in the applicable Final Terms as a transaction to which TEFRA is not applicable.
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EEA

I n relation to each Member State of the EERelevartti ch has

Member State¢' ) , each Deal er appointed under the Programme \
effect from and including the date on which the Prospectus Directive is implemented in that Relevant Member
St at eRelevantimplementationDate” ) it has not made and will not makeé

are the subject of the offering contemplated by this Base Prospectus as completed by the final terms in relation
thereto to the public in that Relevant Member State except thayijtwith effect from and including the Relevant
Implementation Date, make an offer of such Covered Bonds to the public in that Relevant Member State:

(a) if the final terms in relation to the Bonds specify that an offer of those Bonds may be made other than
pr suant to Article 3(2) of the Prosphooéxenpt Direct
Offer ), foll owing the date of publication of a pro
approved by the competent authority in that Relevant Mel@tsge or, where appropriate, approved in
another Relevant Member State and notified to the competent authority in that Relevant Member State,
provided that any such prospectus has subsequently been completed by the final terms contemplating
such NorexempitOffer, in accordance with the Prospectus Directive, in the period beginning and ending
on the dates specified in such prospectus or final terms, as applicable and the Issuer has consented in
writing to its use for the purpose of that Nexempt Offer;

(b) atany time to any legal entity which is a qualified investor as defined in the Prospectus Directive;

(c) at any time to fewer than 150 natural or legal persons (other than qualified investors as defined in the
Prospectus Directive), subject to obtaining tHermronsent of the relevant Dealer or Dealers nominated
by the Issuer for any such offer; or

(d) at any time in any other circumstances falling within Article 3(2) of the Prospectus Directive,

provided that no such offer of Bonds referred to in (b) to (dyaksball require 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.

For the purposes of thisopr doingdison,o tthe ewprnescsi am a
any Relevant Member State means the communication in any form and by any means of sufficient information

on the terms of the offer and the Bonds to be offered so as to enable an investor to decittase pusubscribe

the Bonds, as the same may be varied in that Member State by any measure implementing the Prospectus Directive
in that Me mber S tPrvdpectus Dirdctevé e mprassiDometti ve 2003/ 71/
including by Directive 200/73/EU), and includes any relevant implementing measure in the Relevant Member

State.

UNITED KINGDOM

Each Dealer has represented and agreed, and each furt

to represent and agree, that:

(@i nl atté omny CovehiedhBloade a maturity of I ess than one
activities involve it in acquiring, holding, managi
purposes of its Dbtusofnfeesrse da nodr (sioil)d iathodla awsi el dioot Bhoentd so f f e
than to persons whose ordinary activities involve
invest ments (as principal or as atgeing )r dagonalel @ utr@
acquire, hol d, manage or dispose of investments (as

where theCosvssunuedvoBbdmdthe t her wi se constitute a contrave
Seceis and Mar ke'ESMApY 2RO O0B&n ke
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(b)i t has only communicated or caused to be communic

communicated an invitation or inducement to engage i
ot he FSMA) received by it in €owrmeeeddinBocnidrsct uhmstthaen cies
which Section 21(1) of the FSMA does not apply to t
(c)it has complied and will comply withtal&anpphilngaddm
it in reCavéeoadtnBoddsom or otherwise involving the U
ICELAND

The investment described in this Base Prospectus has
in lceland with the Financi al Supervisory Authority i

108/ 2007 (as'l aemtkaddidy Beberities Act

Each Dealer has acknowledged and agreed, and each f
required to acknowledge and agree, that this Base Pro
at , pvehros oanrse (i) qualified investors under the privat
defined in Article 43 Item 9 of the I celandic Securit
be communicated | awftul Ityhei n ced anrddancSeecurities Act

referred to as the Relevant Persons). This Base Prosy
not Rel evant Persons. Any investamre nRr ogpedacactvuess trmelndt eas
only to Relevant Persons and will be engaged in only
Person should not act or rely on this Base Prospectu
d stributed, published, reproduced or disclosed (in w
HONG KONG

Each Deal er has nreapgresemt ddrameradreader appointed unc
t o aghraete

@i t hasedobrofsbéd and will not of fer or sell i n Hon
Covered Bonds (excwlpitcH“sarre€Cotrar'rad Bebodemed in the Se
Futures Ordinance (C%®g.0Q) 53t fnawo fprHpfnegsoskiooingasl dienf vi ensetdo r
in SHh@nd any rul ebe m&HEEG under in other circumstance
document‘pbespgsbudsefined in the Companies (Winding
Or cmaince (Cap. 32()t hoef WHMRI)PO Kaving ch do not constitute
wi t hin t he hGeWlhMPmMm)ga rod

()it has not iissued or had in its possession for the
fore tphur poses of i ssue, whet her in Hong Kong or el s
rel ati @gvemwmed hvdhnadash i s directed at, or the contents

by, the public of Hedgt Kodhg Sexwcregpdr itthepegsendcuni ti es
with res@ewdr ddwhBderddd sar e or are intended to be dispo
Kong or“poonf g st oo’mnaasl dienfviedset@onrdsna hhner uttense nBakd@ wunde

SINGAPORE

Each Dealer has acknowl edged, and each further Deal e
acknowledge, that this Base Prospectus has not been

Singaporey, AeachdiDe@ll er has represented and agreed,

Programme wil!/l be required to repreGewnegr adodBaxmpdusse ,d t |
t hGGover edt oBobnedsmade t he sfudrj excubodr iamtiionwidratpwmchase
ang@gover edorBona€oesr etr eelt Bomelsmade the subject of an in
purchase, and has not <circulated or Bretspebtutusdornany
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document or material in connection with th&€owfefrerd or
BondkBet her directly or indirectly, to any person in
defined in Section 4A of the Securities and Futures A
ti me to“SHFA)®ur(dhent to Section 274 of the SFA, (ii)
275(2) of theeBFApnpei7sfdnt of ot&8e SFA, or any person
and in accordance with the conditions specified in S
accordance with the conditoonsf ofhea8FAother applicab

Whe€ever edarBonsdusbscri bed or purchased under Section 2

(a) a corporation (which is not an accredited investol
of whichi hneestomémwmt s and the entire share capital of
of whom is an accredited investor; or

(b) a trust (where the trustee is not an accredited i
each bereftihcei arryusa is an individual who is an accred]

securiti eshaocsreds edceuriivtaitésves contracts (each term as
corporation o'rritgthe sbheamaf ii miterriess thews senvad 1l  cheod c rbieb e
within six months after that CooepedpuBiosnudasmotr ttoh aan ta fuf
under Section 275 of the SFA except:

(i) to an institutional investor iein ngofaomelaeav arfitf epenr
Section 275(1A) or Section 276(4)(i)(B) of the SFA;

(ii)where no consideration is or wild/l be given for th
(iiiwhere the transfer is by operation of | aw;
(iv)as specified in Section 276(7) of the SFA; or

(W as specified in Regulation 37A of the Securities
Sec u+iatsieads Der i vati ves Contracts) Regulations 2018.

Singapore SFA Product Classification: | lnr €0 nAncete t (i @hna pwt
289) of SinBgAapodet fehB8ecurities and Futures (Capital
SingapdGMP (Reigeul adt)ui,ohes204a8B8Bher wi se s@cwdrfe de dB theed sos seu aarnr
has determined, and hereby notifies all rel evant per
Coveredhrg@goardsri bed capibfas dafrkmed pmotdhetEMP Regul at
I nvest mentd®fodedt sn ( MANSL 2No tNoctel cceFAom 4t he Sale of | nv
Noti ccH1&EAANotice on Recommendations on I nvestment Pro

JAPAN

The Covered Bondéave not been and will not be registered under the Financial Instruments drach@exAct

of Japan (Act No. 2 Finamdial Ils@uinénts amal Excrmmge Acd e d , A¢c der di ngl vy,
Dealerappointed under the Programme will be required to abeatwill not,directly or indirectly, offer or sell

and will not, diredly or indirectly, offer or sell anovered Bonds Japan or to, or for the benefit of, any resident

of Japan (which term as used herein means any person resident in Japan, including any corporation or other entity
organised under the laws of Japan) ootteers for reoffering or resale, directly or indirectly, in Japan or to, or

for the benefit of, any resident of Japan except pursuant to an exemption from the registration requirements of,

and otherwise in compliance with, the Financial InstrumentsEathange Act and other relevant laws and
regulations of Japan.
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GENERAL

These selling restrictions may be modified by the agreement of the Issuer and the Dealers following a change in
a relevant law, regulation or directive. Any such modification will be set out in the Final Terms issued in respect
of the issue o€overed Bondto which it relates or in a supplement to this Base Prospectus.

No representation is made that any action has been taken in any jurisdiction that would permit a public offering
of any ofCovered Bondsor possession or distribution of the Base Prospemtasy other offering material or
any Final Terms, in any country or jurisdiction where action for that purpose is required.

Each Dealeappointed under the Programme will be required to agreét thtzdll, to the best of its knowledge,
comply with all elevant laws, regulations and directives in each jurisdiction in which it purchases, offers, sells or
deliversCovered Bondsr has in its possession or distributes the Base Prospectus, any other offering material or
any Final Terms therefore in all caggsts own expense.
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SUMMARY OF ICELANDIC LEGISLATION IN CONSIDERATION OF
COVERED BONDS

The Act on Covered Bonds was adopted by the Icelandic Parliament on 4 March 2008. This legislation enables
Icelandic commercial banks, savings banks and credit wakilegs which have been duly licensed to issue
covered bonds as defined therein.

The Issuer is licensed by the FME under the Act on Covered Bonds which enables it to issue the Covered Bonds.
The following constitutes a general summary of the Icelandisl&gin governing the issuance of covered bonds

in Iceland, at the date and pursuant to this Base Prospectus, which law may be supplemented, amended, modified
or varied by legislative enactment or by way of judicial decisions and administrative pronootg;énwuding

possibly, with retroactive effect. The summary does not purport nor shall be construed as being an exhaustive
description or presentation of all aspects of the Covered Bond Legislation. The original language of the Act on
Covered Bonds is &dandic. The relevant legislation, executive orders and or regulations in the original Icelandic
version should be consulted in the event of any doubt.

COVERED BONDS

The Act on Covered Bonds defines “coveaa,dvrittbnadebtl s” as
obligations which enjoy a right of priority over the cover pool (as defined below) of an issuer and which are issued
in compliance with the Act on Covered Bonds.

COVER POOL

The Act on Covered Bonds definesaver pool as the collectin of bonds, substitute collateral and other assets
that have been register@d a register in accordance with Chapter VI of the Act on Covered B&@m&red
bondholders and counterparties of the issuer under derivative agreements have a priority daek to
enforcement in respect of such assets in accordance with the Act on Covered Bonds.

A cover pool consist of certain assets, which include bonds secured by various types of mortgathes, o
registered assets, bonds granted to or guaranteed by certag o v e r n me @dvaanmenbBoiods ¢ s  (
receivables in the form of certain derivative agreements and substitute collateral.

The real property and the registered assets which serve as security for the bonds included in the cover pool must

be locatedn a member state of theEB, EFTAor t he Far o e Coves PoalMdnsber Stat@and a

col | ect Cover Popl Meniber States ) . A cover pool wildl consist prim
against residential property; industrial, office a@mmercial property; agricultural property; debt instruments

including those issued by the Icelandic state or another member state, municipality in Iceland or in another
member state, or guaranteed by such member state withifctheakd certain collatetaip to a specific limit of

the value of the relevant cover pool.

Substitute collateral are assets that may be included in the cover pool and are intended to ensure that the interests

of covered bondholders are not prejudiced despite changes which niaymtiee assets of the cover pool. The

cover pool may include the following substitute collateral; (1) Demand deposits with a financial undertaking; (2)
Deposits with or claims against a Cover Pool Member State or central bank in a Cover Pool Memb@) State

Cl ai ms against other | egal entities which in FME's ev
and (2) above. Substitute collateral may not comprise more thpara&ntof the value of the cover pool. The

FME may however authise an increase in the proportion of substitute collateral in the cover pool to as much as

30 per centof its value.

Assets in the cover pool are to be kept separate from other business operations of the issuer, as further defined
belowin the sectionThe Register
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COVER POOL ASSETS

Eligible cover pool assets consist primarily of mortgage bonds issued by borrowers against collateral in the form
of real property or public credit (i.e. loans to creditors with high credit worthiness, such as the Stekenof |
Icelandic municipalities and foreign central banks). Collateral for mortgage bonds shall consist of:

(i) Pledged real property designated for residential purposes;
(i) Pledged real property designated for industrial, office or business purposes; and,
(iii) Pledged real property designated for agricultural purposes.

The collateral may form part of the cover pool only to the extent that on the date of registration the ratio of the
principal balance of the mortgage bond compared to the market value (LT\gtinrré¢o the collateral does not
exceed:

(i) 80per centof the market value for real property designated for residential purposes;
(i) 70per centof the market value for real property designated for agricultural purposes; and,
(iii) 60per centof the market vale for real property designated for industrial, office or commercial purposes.

Furthermore, the mortgage bonds issued against mortgages in residential, industrial, office, commercial or
agricultural purposes may not be registered in the cover pool ifgrayimin arrears of 90 days or more.

The market value of real properties is assessed by an appraisal which must be based on the selling price in recent
transactions with comparable properties. The issuer shall regularly monitor the development difrsgiphises.

If the market value of collateral in the cover pool (i.e. the underlying mortgaged real estate) substantially
decreases, the amount of the value of the assets in the cover pool shall be decreased to ensure that the LTV lies
within the limits described above. If the market value or selling price in recent transactions with comparable
properties is not available it shall be determined by a specific valuation. The valuation shall be based on generally
accepted principles for market valuation edrestate. Data on real estate price developments from the Registers
Iceland (ce. bj6dskra islandy for instance, may be used as a basis, together with other systematic collection of
real estate price data.

If an issuer assesses the market value dfetate in accordance with the foregoing, the Independent Inspector
provided for in Chapter VIII of the Act on Covered Bonds, must verify that the appraisal is based on an accepted
methodology. The Independent Inspector magggess the market price ofeoor more properties if it is believed

to be valued incorrectly. An appraisal of the market value of real estate must be in writing and specify what
methodology is used, who has carried out the appraisal and when it was made.

MATCHING RULES

An issuer of overed bonds must ensure that the total current value of a cover pool which is to serve as collateral
for a specific class of covered bonds always exceeds the aggregate total current value of that class of covered
bonds. Moreover, instalments and otherciews accruing on the assets in the cover pool and from derivative
agreements shall be in such a manner that at any given time the issuer can meet all its financial obligations to
covered bondholders and counterparties to derivative agreements.

In orderto maintain a suitable balance between the cover pool and the corresponding class of covered bonds, the
issuer (a) must ensure that the assets in the cover pool (including substitute collateral) are valued having proper
regard to currency exchange rateseiiest rates, maturity dates, and other relevant factors; and (b) may enter into
derivative agreements for the purpose of achieving this balance.

FME SUPERVISION

The issue of covered bonds requires a licence from the FME, which monitors compliance withah Covered
Bonds as well as being the supervisory authority for the business operations of an issuer conducted in connection
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with the issue bcovered bonds. A license from the FME requiietgr alia, that the issuance comply with the
Act on Coverd Bonds and that a certified public account ani
demonstrate that its financial situation is stable enough not to jeopardise the interests of other creditors.
Furthermore, the FME may grant the licence sulifespecified conditions.

The FME may revoke an issuer’s |license to issue cover
to issue covered bonds; (b) the issuer’s budget, as
its financial situation is no longer sufficiently sound so that the issuance of covered bonds will jeopardise the
interests of other creditors; or (c) the issuer violates provisions of the Act on Covered Bonds or rules adopted by

virtue of it. Ifthe FMEevo kes the issuer’s |license to issue cover
activities of the issuer.

The FME may authorise that previously issued bonds and other comparable debt instruments which were issued
for the purposes of financing tlessets in a cover pool may be converted to covered bonds under the Act on
Covered Bonds.

THE REGISTER

The issuer of covered bonds must maintaRegisterof the issued covered bonds, and the cover pool, together

with related derivative agreements in actamce with the Act on Covered Bonds. The Register must, among other
things include the following information; (1) the nominal value, interest terms, and final maturity of the covered
bonds; (2) the types of assets in the cover pool; and (3) in respsmtioimortgage bond in the cover pool, the

name of the underlying borrower, their ID./Reg. No., the nominal value of thedatnof issue, maturity, terms

of instalments and interest. Furthermore, the Register shall show the appraisal of the cadlaueitslis the

cover pool, when the appraisal was carried out and the premises used. Bonds in a cover pool must be endorsed
showing they are part of a cover pool and have been entered into the Register as provided for in Chapter VI of the
Act on Covered Bods. The endorsement shall also indicate that the debt instrument is to secure priority rights of

a specific class of covered bonds.

INDEPENDENT INSPECTOR

The issuer shall appoint andependeninspector{ t Hrelepéndent Inspectoi’ Yo supervise the isance of

covered bonds licensed by the FME and the FME must approve his appointment in accordance with the Act on
Covered Bonds. I n seeking FME's approval for the I nde
possible interrelation betweelmet Independent Inspector and the issuer. The Independent Inspector must fulfil the
eligibility criteria prescribed in the Act on Covered Bonds and is assigned the task of monitoring that the Register

is maintained in accordance with the provisions of tbeoh Covered Bonds and to verify that the valuation of

collateral for bonds in the cover pool is based on proper methodology. The Independent Inspector shall report
regularly to the FME on his observations and immediately inform the FME of any circusstamdecomes

aware of, t hat coul d af f ec,tas frequantly erd ih’ ssch farsva asstre iR t of
decides, or above and beyond this if exceptional circumstances so warrant.

RIGHTS OF PRIORITY

In the event of bankruptcy of an issuef covered bonds, covered bondholders and derivative agreement
counterparties are entitled to rights of priority to the assets in the cover pool that are registered in the Register, as
well as over the funds that originate from those assets.

HANDLING OF A SSETS IN THE EVENT OF WINDING -UP OF AN ISSUER

If an issuer enters into windingp proceedings, any issued covered bonds do not fall due unless it was specifically
agreed otherwise. Furthermore, any derivative agreements entered into by the isdadomthereto shall not
accelerate upon the windingp of the issuer and such agreements may not include provisions on automatic
termination of contracts under such circumstances. In case of the winio§ an issuer, the windingp
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committee shall kep the covered bonds, substitute collateral and other assets in the cover pool segregated from
other assets of the issuer’s estate. The same shalll
substitute collateral and other assetthimcover pool, or paid in respect of such assets. Such separation shall be
maintained until claims arising from the covered bdmalge been paid in full.

The windingup committee shall also keep derivative agreements, and funds returned by such agsiets or

must be paid from the cover pool to the counterparties to those derivative agreements, separate from other assets

of the issuer’s estate.

Payments received by the issuer after the date of a wigtimyder in respect of funds and other assdtstituted
for the covered bonds, substitute collateral and other assets in the cover pool intended for payment of claims,
including fulfilment of derivative agreements, shall be entered in the Register by the wipdognmittee.

Article 17(1) of the At on Covered Bonds states that the windlnp commi ttee shall ful
commitments under the covered bonds and derivative agreements using mortgage bonds and other assets in the

cover pool and payments received on such assets provided thaagheteare listed in the Register.

The separation of the cover pool shall be maintained until claims arising from the covered bonds have been paid
in full. The general rule is that to the extent that a cover pool is not sufficient to cover the covetedihd
derivative agreements, the covered bondholders may continue to file claims-pieferantial creditors of the

issuer and to receive dividends from the other assets of the issuer and bepernkadsuwith other, general
non-prioritised norpreferential creditors of the issuer.

f

According to the Bankruptcy Act No. 21/19%s amende@he“Bankruptcy Act” ) t he covered bonc

priority rights to the cover pool rank thirdrdfter;

(

party can prove his entitlement to the asset (no such

certain bankruptcy (windingp) costs; (ii) third party claims incurred after the date of the windmgrder due

to agreements madmn behalf of the bankruptcy estate by the windipgcommittee or to liability for losses
incurred by third parties as a result of any negligent act of the bankruptcy estate; and (iii) lawful third party claims,
including claims due to derivative agreentseadncluded in accordance with the provisions of the Act on Covered
Bonds, incurred by the estate after the date of a moratorium order or a composition proceedings order, if
applicable.

If an issuer seeks composition with creditors, the composition amaav will not affect claims which benefit

from security (such as the claims of covered bondholders), to the extent the security is sufficient to settle the claim
and the security interest will not cease to exist as a result of the composition agreemenendaccording to

Article 60(4) of the Bankruptcy Act, if the creditor values the collateral as being insufficient to meet his claim, he
may (in order to increase the chances of recovery) partly waive his right to a secured claim and thereby partly
obtadn a contractual claim on the debtor, to the extent of such waiver.

The part of the windingip costs that concerns the covered bonds, the cover pool, and payments with respect to
the covered bonds, cover pool or derivative agreements, shall be paithéaover pool. Payments received by

the issuer after the date of the windimg order in accordance with the terms and conditions governing the cover
pool should be enteredtoithe Register.

Notwithstanding the provisions of Chapter XX of the Bankruptcy, Actions taken by an issuer in accordance

with the Act on Covered Bonds, including the delivery of funds or substitute collateral to the cover pool, payments
on the cover pool, or disposal of funds from the cover pool to fulfil obligations under @dderd or a derivative
agreement concluded in accordance with the Act on Covered Bonds and in connection with the cover pool, shall
not be subject to annulment or clback.

In relation to specific risk factors of the Act on Covered Bonds that haveddified, please refer to the section
onRisk Factorsn this Base Prospectus
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THE RULES ON COVERED BONDS

FME has issued Rules No. 528/2008 on Covered BéndsRales bn Covered Bond$ }hat concern among

other things, the conditions for being grantegnce to issue covered bonds, appraisal and revaluation of the
assets in the cover pool, matching rules, derivative agreements, the Register and the eligibility and reporting of
the Independent Inspector. The RubesCovered Bondare issued with refenee to the Act on Covered Bonds

and elaborate on the provisions of said Act.

The Ruleson CoveredBonds i st t he documents to be provided to the
licence to issue covered bonds. Such documents include, among otlus; tpprovals, descriptions of the
proposed programme, the issuer’ s b uotGovdred Bandddsaibemat i o n
the assets which are eligible to be registered to the cover pool and how the eligibility of such asdwts shall
evaluated.

The Ruleson Covered Bondprovide further clarification with respect to matching requirements and provide a
method of calculating the present value of assets/liabilities in relation thereto. TheoRulzs/ered Bonds
prescribe that an igsr shall complete such calculations as often as deemed necessary and at least on a weekly
basis.

The Ruleson Covered Bondprovide for certain restrictions to the provisions and counterparties of derivative
agreements. Such agreements may not includésimas on automatic termination of contracts upon the winding

up of the issuer. Furthermore, counterparties to derivative agreements must have a financial strength rating from
a fully accredited rating agency and such a rating may not fall below the listétd in the table below. If another

rating agency has given the respective counterparty a lower rating, it has to receive ratings from at least two
accredited rating agencies giving it equal or higher rating than listed in the following table:

Minimu m rating
Rating Agency Long Term | Short Term
Moody ' s A3 P2
Standard & FH A- A2
Fitch A- F2

The Ruleson Covered Bondgrovide further detail on the Register. The Register shall be kept in a secure manner
and updated on a daily basis. The FME shalle access to the Register.

The Ruleon Covered Bondgrovide further detail on the obligations of the Independent Inspector to be appointed

by the issuer. The Independent Inspector shall ensure that the Register is properly maintained and updated and
shall therefore verify that bonds and derivative agreements are correctly registered; only eligible assets and
substitute collateral are included in the cover pool; the value of the assets registered in the cover pool and the
valuation thereof is in accordee with the Act on Covered Bonds and the RolesCovered Bondghat LTV
calculations are correctly updated upon significant decrease in the market value of mortgaged assets; and that the
matching rules are complied with.

The Independent Inspector shall once a year provide the FME with a written report regarding his/her surveillance.
Furthermore, the Independent Inspector shall as soon as possible notify the FME should he/she become aware of
any matters which could affe¢tte FME' s assessment of Thalssuermsapminttds posi
anindependent Inspector pursuant to an agreementRwtD.
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THE | SSUERO STQISSUE CIG/ERED BONDS

On 29 April 2013 the FME granted the Issuer a licence to issue Covered Bonds under the Act on Covered Bonds.
Pursuant to the terms of such a licence, the Issuer is able, from time to time, to issue Covered Bonds that entitle
the holder to the benefit ofstatutory preferred creditor status in respect of the assets contained isteeu e r ' s
Cover Pool in the event of the insolvency of the Issuer.

The licence wasitially granted on 29 April 2013 and is subject to the requiremestamended at the date of
this Base Prospectspecified below:

(&) The Programme shall not exceed a limit®iK 170,000,000,000Any further increase of the Programme
is subject to the approval of the FME.

(b) The Programme and the Cover Pool shall be in ISK. The Cover Pool shallamsigtcof bonds in
accordance with item 1 of Paragraph 1 of Article 5 of the Act on Covered Bonds and replacement
collateral in accordance with Paragraph 1 of Article 6 of theoAdCovered Bonds

(c) The aggregated total amount of bonds and other asséts @over Pool shall not exceed a level of 30
per centabove the issued Covered Bonds at any time unless increased demand has developed due to
other provisions of the Act on Covered Bonds, such as due to stress tests or present value calculations.
If the Cover Pool exceeds the aforementioned limit the Issuer shall notify the FME and the Independent
Inspector immediately. The Issuer shall remedy the level within 14 days.

(d) The Independent Inspector shallery six monthdile a report to the FME regarding hssipervision
duties. The report shall contain information stipulated in Paragraph 3 of Article 16 of theoRules
Covered Bonds

(e) The Independent Inspector shall at any Issue Date verify that the provisions of Chapters Il and Il of the
Act on Covered Bondsyith regards to assets of the Cover Pool and Mortgages, are fulfilled.

(f The Issuer shall at least weekly execute stress tests and calculate the present value of the Cover Pool.

The Issuer shall at least quarterly disclose information to the Covered Bdedhabout key figures regarding

the Programme, e.g. outcome of any stress tests and the calculation of the present value of the Cover Pool.
Furthermore, the Issuer shall allow the Independent Inspector to submit its remarks, if any, regarding this
disclosure of information obligation of the Issudihe aforementioned requirements are all subject to review by

the FME
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TAXATION AND CAPITAL INFLOW RESTRICTIONS

The comments below are of a general nat upratich@hsey d on t
relate only to the position of persons who are the absolute beneficial owners of the Covered Bonds to be issued
under the Programme. They may not apply to certain classes of peuabtnas dealers. Prospective holders of

the Covered Bond® be issued under this Base Prospectus who are in any doubt as to their personal tax position

or who may be subject to tax in any other jurisdiction should consult their professional advisers.

In addition, set out below is a brief description of plodicy instrument to temper and affect the composition of
capital flows into Iceland. Prospective investor in the Covered Bond is strongly advised to consult their
professional advisers, if in any doubt on how the capital inflow restrictions will affeictdbtential investment.

NON- ICELANDIC TAX RESIDE NTS

Natural and legal persons that are not residents in Iceland and receive interest payments from Iceland are as a
general principle considered to have limited tax liability in Iceland according to @&g&{&) of the ITA and are

as such subject t®2per centincome tax on interest payment$e tax liability applies both to interest payment

as such but also to capital gains on@lwwered Bnds, since such gains are taxed in Iceland as interest payments

The abovementioned Article 3(8) of the ITA provides nevertheless for certain tax exemptions.

Article 3 (8) of the ITA states:

AAl I entities who receive interest i -rorcirvesenment fandst hi s ¢ ¢
debentures or ottr claims or financial contracts, as noted in item 3, section C of Article 7, shall pay income tax

on such income. This provision neither applies to interest paid by the Central Bank of Iceland in its own name

on behalf of the Treasumyor to interest pid to foreign states, international institutions or other public entities

that are exempt from taxation in their country of domicile.

This provision does not apply to interest income from bonds issued by Financial Undertakings as defined in point
1. of he 1st. Paragraph of Article 4 of Act No. 161/2002, On Financial UndertakémgsEnergy Undertakings

as defined in Act No. 50/2005, on Taxation on Energy Undertakigier the conditions that the bonds must be
issued by a Securities Depository in a rbemstate of the Organization for Economic -Queration and
Development (OECD), a member state of the European Economic Area or a founding member of EFTA or in the
Faroe Islands and the trading must not be covered by the provisions of Articlé 13. bof the Act No. 87/1992,

on Foreign Exchange. This provision does not apply if a detaXation agreement that Iceland has concluded

with a foreign country states that a withholding tax on interest shall not be retained. The Minister of Finance is
authorised to issue a regulation that further specifies the implementation of this provision.

See also Regulation N630/2013.

Individuals are not subject to taxation on interest income up tolEEX000 or lower per year. Additionally, a
non-lcelandic tax resient may be exempt from such taxation of interest, by virtuelofibletaxationtreaty that

the Government of Iceland has concluded withgiwernment of the home state of the loelandic tax resident,

which provides for relief from double taxatiom such circumstances, the taxable person (the recipient of the
interest payments) must apply for such exemption to the Directorate of Internal R@gen&dkisskattstjoyiby

filing an application (form RSK 5.42) for exemption from such withholdingnlfapplication is not made prior

to such withholding, a tax refund for the withholding tax can be claimed through the same channels (form RSK
5.43).

There are no estate or inheritance taxes, succession duties or gift taxes imposed by Iceland or anpfothori
in Iceland in respect of the Covered Bonds if, at any time of the death of the holder or the transferee of the Covered
Bonds, such holder or transferor is not a resident of Iceland.
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ICELANDIC TAX RESIDE NTS

Beneficial owners of the Covered Borm@siding in Iceland for tax purposes are subject to income tax in Iceland

on their interest income in accordance with Icelandic tax law. The rate depends on their tax status. Subject to
certain exemptions, applicable to e.g. most banks and pension faadsster is required to withhold & ger

cent. tax on the interest paid to the holders of Covered Bonds which is considered a preliminary tax payment but
does not necessarily constitute the final tax liability of the holder. As witHg®mandic tax raglents, Icelandic

tax residents do not pay tax on interest payments of up td$8K00per year.

FATCA WITHHOLDING

Pursuant to cetrilaiSmter owil siRerwse nafe Cqogde omfmoh® §6 knasvn
FATCAf oaeigni hshamayabe required to withhdfdreingrert

passthru”paympentsons that fail to meet certain certif
|l ssuer believes that it hese gFuwurepdgas.fiMamwmbadr ionfstji
|l celand) have entered into, or have agreed in substart

to i mpleméhGAFWTIiCcAh modi fy the way i n whiocnh€EeRFATadA app
aspects of tththe apmlliicattiioom off t Heo HATSGA ypmedwtivse rseuwdcsh aan:
Bondsi ncluding whether withholding would ever be req
payments onudé¢ihsaGauviehrredsaBendeacertain and ma¥vee Blbj
withholding would be required pursuant to FATCA or al
t hGcover eds Bomdwi t hhol di ng woul datnoits atpwo yy eparriso ra fttoe rt ht
i nal regul ations defining foreign passthru payments
haracterised as debt (or which are not ot heerwlse ¢ he
axXx purpoisesudcdcadn aosgre pr i oamo nttadf stehre ddhaetwddiattthea tf i in|a | sirx g
efi“hongi gn pas'atrkerdipayymevntd the U.S. THedaddlat Regiedt
or pur posetshhdl FFIAMECAQowk esedarBeang(tis)y materially modifiec
reated as equity for u. S. f eder aCo vienrceodmdBeotnadx@ r p u mmpd
i stinguishabl €oveoemdiorBosll @& ndmsmgarSeri ssued after the
grandfathering period and are subject to wiColwkaoledi ng
Bonids suc,h iSrecrlivedsi ng grandfathered Covered Bdnres,s as
shouobdsult their own tax advisors regarding how thes
Bondie. the event any withholding woul drbspeeqgqutf oepdapm
on the Coyvenedp8dedse wequired to pay additional amoul

O ~ O ~ O —h

The proposed financi al transaction tax (AFTTO)

On 14 February 2013, t he Eur opealo n@®d memeiiomnid@an Ppowkplassah
Directive for a common FTT iBelgium, Germany, Estonia, Greece, Spain, France, ltaly, Austria, Portugal,

Sl oveni a an dParScipatingaMembar Statesh . “ However , Estonia has si nc
participate.

The Commi ssi o navery bPoadospopesaad ddyhf snsoduced, apply to certain dealings in the
Covered Bonds (including secondary market transactions) in certain circumstances. The issuance and subscription
of Covered Bonds should, however, be exempt.

Under the Commi ssi on’ apphlim cepam ciccimstantes ® peFsdn$ both avithin éind

outside of the participating Member States. Generally, it would apply to certain dealings in the Covered Bonds
where at least one party is a financial institution, and at least one party issestldi a participating Member

State. A financial institution may be, or be deemed t
range of circumstances, including (a) by transacting with a person established in a participating Meeber Stat

(b) where the financial instrument which is subject to the dealings is issued in a participating Member State.
However, the FTT proposal remains subject to negotiation between participating Member States. It may therefore
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be altered prior to any impigentation, the timing of which remains unclear. Additional EU member states might
decide to participate. Prospective holders of@bgered Bondare advised to seek their own professional advice
in relation to the FTT and its potential impact on @e/ered Bonds

I nvestors who are i n oanywodud udb tl iakseh btool tkhneobwn snpobrsei t h e n r
advisers.

RULES ON SPECIAL RESERVE REQUIREMENTS FOR NEW FOREIGN CURRENCY
INFLOWS - CAPITAL INFLOW RESTR ICTIONS

In June 2016, the Camal Bank published its Rules on Special Reserve Requirements for New Foreign Currency
Inflows, No. 490/2016, , in accordance with Temporary Provision Ill of the Foreign Exchange Act, no. 87/1992,

as a me n dfockign Ekchamge ACt). The rules were mdaced in March 2019 with Rules on Special
Requirements for New Foreign Syuecrieanlc yRe snefrl voewsR e gNuwi.r e2n
The main purpose of ¢hTemporary Provisionll is to provide the Central Bank with a policy instrument,

geneally referred to as a capital flow management measure, to temper inflows of foreign currency and to affect

the composition of such inflowinto the domestic bond market and higélding deposits and to strengthen the

monetary policy transmission mechsmi It is therefore intended to reduce the risk that could accompany
excessive capital inflows under the current regulatory framework for foreign exchange, support other aspects of
domestic ecoomic policy, and contribute to macroeconomic and financiallita

The Special Reserve Requirement Rules contain provisions on the implementation of special reserve requirements
for new foreign currency inflows, including the special reserve base, holding period, special reserve ratio,
settlement currency, andti,er est rates on deposit institutiThens’ capi
rules implement special reserve requirements in relation to some investments using inflows of foreign currency.
The investments aré) new investment and reinvestment in bonds or bills electronically issued in ISK, or deposits

of such reinvested funds to ISK deposit accounts, bearing annual interest of 3 per cent. or more; (ii) ISK deposits
from listed transactions; (iii) new investnits and reinvestment of new investment in unit share certificates of
funds that(a) invest in bonds or bills electronically issued in ISK or ISK deposits from such investment, bearing
annual interest of 3 per cent. or maned (b)constitute 10 per centranore of the funts assets; (iv) new
investments and reinvestment of such new investment in the equity of a company that is established for the purpose
of investing, directly or indirectly, in bonds or bills electronically issued in domestic currerf@t s established

for the purpose of investing, directly or indirectly, in ISK deposits, bearing annual interest of 3 per oeng;

and (v) loans granted to resident entities that are used for investments in ISK, for the benefit of the lender, in
bords or bills electronically issued in ISK or ISK deposits from such investment, bearing annual interest of 3 per
cent. or more.

If an investment is subject to special reserve requirement, the investor is oblidegdotit a specifiportion
(currently O per cent.), in areserve account for a certain holding pefiddeposit institutions are required to
deposit the special reserve amount that they hold in special reserve accounts to a capital flow accoent with th
Central Bank of Iceland which bears 0 pent interest. The settlement currency for capital flow accounts shall

be the Icelandic krona

I nvestors who are i n oanywodud udb tl iakseh btool tkhneobwn snpobrsei t h e n r
advisers.

7 The Temporary Provision Ill of the Foreign Exchange Act states that the sjseiale ratio may range up to 75 per cent.
The special reserve ratio was first set at 40 per. gedune 2016. The ratio was reduced to 20 per cent. in November 2018
and to 0 per cent. in March 2019.

8 The special reserve requirement can also be sdtigferepo transactions with Central Bank certificates of deposit
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THE ICELANDIC ECONOMY °

Thlecel andic economy is small .“GDR) ,t eirtmsi so ft hGr ossnsa | D oenset s
the OECD with a2.,t8wi3ll PGH.BiIi MogppuBSKti on is also small,
357,000 at t h.e Alecncdb ood Woyrel adr GE2dPnékB dcaatpai,t a, measured i n t
power parit ilSsD 5a3mdludhdt e dwhioch is in tihe tlboe wwehdy of

Hi storically, economic prosperityiinre lamdl &amderilgas rkeson
invest ment and services as the main drivers of econon
sector, are an increasiegéenprdshBclrantcesd Preaod cwwfind d X fod |
tot al export revenues, whil e lépxeprorctesnto. f ammadr ienxep oprrtosd uoc
aluminium proda@ges Yaecabunted for

I n 2008, the Il celandic economyyeeanrt epreerdi a dn teofh sau abeadespn a lx
economic growth. The growth was initially spurred by
by heamgirdowt h of the banking sector accompanied by a c¢r
The gr onwtbhecsaome i ncreasingly i mbalanced which was re
(CRdefamdtmounting inflationary pressures. The recess
Cri saiust uimm 2008. Domestiar fpm@nfdremmnit r acpeadk biynn2007
20 %0

After a period of austerity measures and restructuri

grew .p9%r <cent . ; in 2003 erg¥icewWnle mppekededt dah. apédry ce
2010 but Vagle d oiovibe ¢t eomber wAedil8w t he EUT haev eexagleange r at
| SK has stabilised signifiocfanttlsy vaafltueer algoaas inmsg alhneo setu

November 2009De cAetmbtehreth0ldd 8K had apgfreec.cemede by sr obowk
l evel in Néavember 20009

The trade accoudnplesucphut20mbascSdDPRed CA bal a2np%er waenpos.i
of &DRMO1Ut8h,e CA surpl 8dbimdasonr edMPpiK ¢A0hdTIMSKt rade acc
surmeas tS&di |l l20k®impar ed Olbiol | B&KH7 i n

The Central Bank forecasts an average annual GDP grovi pér centin 2019 to 2021driven by growing
investmentprivate consumptioand exportsAnnual CPI inflation iDecembef018 measure8.7per centwell
abovethe 2.5 per cent. inflation target of the Central Bank. The Central Bank forecast assumes that CRI inflatio
will be3.6per centin 2019 22.9per centin 2020and2.4 per cent irR0218,

)

Sources: This chapter was compiled by Landsbankinn’s Econ
obtained from Statistics Iceland, the Central Bank of Iceland and Rdgieend, as of October 2018 and March 2019.
10 Source: Statistics Iceland

11 Source: Statistics Iceland, own calculation

12 Source: Statistics Iceland, own calculation

13 Source: Statistics Iceland

14 Source: The Directorate of Labour

15 Source: Central Bank of Iceland

16 Source: Statistics Iceland, Central Bank of Iceland, own calculations

17 Source: Central Bank of Iceland

1850urce: Monetary Bulletin 2018, Central Bank of Iceland
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THE RESIDENTIAL HOUS ING MARKET IN ICELAN D

Developments in the housing market in Iceland for the lasit5Slyearshave beertlosely intertwined with the
generaleconomicdevelopment; theipswing that began in 2003 and ended abruptly in October 2008 with the
collapse of the banking sectand the following recoveryin the summer of 2004, substantial changes were
introduced to the Icelandic housing market. The stateedmortgage lender, theHF, changed its system for
backing residential mortgages. Following these changes the new privatized commercial banks entered the market
and engagethe HFF in direct competition by offerimgortgage loans with longer maturities, lovigerest rates,

higher loanto-value ratio, anét alaterstateforeign currency indexed loamgre also offeredHousing purchases

were no longer a precondition for a loan, which facilitated refinancing and mortgage equity withdrawal. These
changes hadh profound impact on the housing and construction sector. Demand for housing increased
significantly, followed by dramatic price increases arltbom in housing construction whiasse steadily during

this period, partly due to the fact that building sastse much slower than property prices.

Traditionally most mortgage loans in Iceland have beeni@iixed but during the boom years an increasing
number of mortgage loans were linked to foreign currendiestgage borrowerbecame moreulnerable to

extreme fluctuations in inflation and the exchange rate, as well as to a fall in house prices. In the autumn of 2008,
households were hit by all of these factors. The exchange rate fell drastically, inflation rose, the housing market
froze and mortgage paymis became increasingly difficult for a significant share of households.

The share of indebted households in financial distress grew from aroyed é@ntin early 2007 t®7 per cent.

in autumn 2009. Household deketative to GDP peaked at 125 penten 2009. Various measures undertaken

by banks and the central government together with more strict behaviour of the households, have since reduced

|l celand’" s household indebtedness down to 76 per cent
Compared with other countries with high household debt levels, this is a dramatic fall. After continuous fall of
househol ds’ -20%5hhe debts stamed 200i€e Slightly in 2017.

Housing prices peaked in Q1 2008 after an almost continuausirise 1996. The nominal value of residential
housing in Iceland has always been sticky downwards. The price was at its lowest point in Q1 2010 after nominal
prices had fallen by 15 per cent. in approximately 2 years. The most significant part of Simewijuo the
property market after the collapse took place through inflation and changes in real prices. The real decline in
housing prices was 35 per cent. at that time.

Since 2011 the real estate prices have risen steadily, but the pace has beeristenmidyear 2017. The

nominal prices in January 2019 were 77 per cent. higher than at the peak in 2008 and the prices have risen at
similar rates in the capital area and the larger towns in Iceland. In real terms prices in the beginning of 2019 are

10 per cent. higher than at the peak in the middle of 2007. The number of transactions on the property market rose
steadily from 2010 until 2016, was a little lower in 2017 and 2018 was similar to 2016

The main drivers for steady rises in house prices itatg/ears have been higher nominabmes)arge amount

of properties rented out to touristad lack of supply of new housingfter the boom in housing construction in
20042008 the building activity almost came to a complete stop. The building gtidinat time were completed

in a slow pace in the next years but very few new projects went into development. Together with the improved
financial situation demand for housing began to rise again, especially for smaller and cheaper apartments. The
buildingacti vity was slow to respond to this new demand,
afford the traditional big apartments that have been most common new constructions in the past. This situation,
together with steadily increasing portiohapartments being rent to tourists in certain areas has put an upward
pressure on the prices of smaller apartments, especially in central areas. Widespread renting to tourists has also
decreased the traditional rental market in Iceland where individua¢rs let apartments out to students and

young people. There is still a need for smaller and cheaper apartments and the housing situation has been an
important subject in the wage negotiations intikginning of 2019

The financial position of householdsas improved considerably in recent years. There has been strong GDP
growth, robust employment growth, and a rise in real disposable income pr. capita by 6,8 per cent. per year
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between 2011 and 2017. The growth in disposable income outpaced growth ta pamaumption in recent

years, which means that households were accumulating savings, but that situation has changed a little. The
nominal house prices rose byi8 per cent. in 2022016. The price increase was 18,9% in 2017 but came down

to 6,2% in 2018 Supply from new construction have damped the cycle and lower GDP growth together with
uncertainty linked to the labour market have alsoihgzhct New plans for construction of rental apartments in
co-operation between municipals and trade unions agesitarting phase and there has been a lot of discussion
about necessary supply of cheaper housing.

House price index for the capital area Number of house sales pr. month
capital area
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FINANCIAL MARKETS IN ICELAND

I n the first decadeées offi ntahnec $2altstte ecregniteusr sys,u blsctealnatnida | | vy,
gl obal i sarteigounn aatnndondee n the 1990s afwdvheidnbad&3, Floé¢l pm
privatisation of the three major banksednohcéloamd gn
i nvest ments and opened branches abroad and acquired o
the bankisngssestsemere roughl ys 1@DP.i nhens atuhtautmno f2 0tOBe ¢t
banks <colilnapesard yan2d0 09, small er financi al institution
roughly 97 per cent. of the banking system (measured

I n the aftermath of the banking crisis,ewhkeafksaawei a

established and took over the domestic operations of
undergone financial restirncdpern atgi e dltis et cud de.dt Tolmen kli o
(depos=wiyt bramrks) is much small er'saGDRpasoaf maleDygcémBel

Size of the banking system

Tot al assetdepofsitcenoammrgi danks, which are the four cc
amount ed, 67 8ll,ISiKdn 31 Dec,e mbferwhiOcll8 f or dildmiSlalsis&n,2 ower e
per cent. The I celandic financi al mar kXt is therefore

The total assets of the three largest commercial banks, the Issuer, islandstakkon Bank, comprised around
72 per cent. of the total assets of the Icelandic credit institutionsu@rdthe Central Banlandincludingthe

f ai | e dholdirg noknpahied) as atthe end 0f2018 according to the Central Bank. The proportion of total
asset®of other financial corporations, of whithh e Ho u s i ng HFF'njalargestwab2id pedcentof
the total assets

Market participants and supervision

Il celandi c cree@i tcompst istut ioofnsf baorsrae 0 mme r diaawle € Wamlids |,
undertakings subject to. mifme mimnaraciea lv exmasrelkgeautir i d mMemt
compani mismamaage ment dJLCrhgraéSmaise sw ed fl asvitswa @®tnherisgpdrH
DeposanldvesGoasant)2e Fund

The HFF, -awheld!| ynstatetion, operates in Iceland and o
The establishment of the mort gaigne nlge nodfE FIF9EDPKB a lehde a p p
|l egi sl ati on appPaorvlieida nbeyn tt hien IJcuenea nld9 %8, whi ch was ai m
financing system for housing. The HFF was theoO4arges
when the three major banks in Iceland entered the fin
One stock exchange is operogpttedtingl cedandActNasdNaq

ExchangewgecuritieeNalsedpaogsd E®BnMde rambdr éf ami2dSe 6 @dr il tsil asn d
deposi toopreidaast kerre A8/ NO 9 7, on Electronic Registration

|l celandic financial markets are superviwhed hbyrtehe ufbNE
to I'icence 8ahFeME,egiunlcaltueddi nbgy credit institutions, i nsu
acti vitthietM&E a@af e | argely governed by Act No. 87/ 1998,
Operations , 99 889AcbobnNbhe Payment of Cost Due to the C

19Source: Central Banéif Iceland, Statistics Iceland, ovealculations

20 Source: Central bank of Iceland

21 Source: Central Bank of Iceland, Landsbankinn, Arion Bank and islandsbanki annual reports

22 Source: Financial Supervisory Authority

2 Verdbréfamidstdd Islandsf. has been granted aperating license frorthe Iceland Financial Supervisory Authority, but
has at this time not commenced operations.
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The Central Bank is in charge of monetary policy implementation in Iceland and performs a wide range of
functions to this end. The main objective of monetary pasigyrice stability. The activities of the Central Bank

are largely governed by Act No. 36/2001, on the Central Bank. The Central Bank imposes a reserve requirement
on all the commercial and savings banks. The purpose of this limitation is to ensuredhanstitutions have
sufficient margin to the reserve requirement account to meet fluctuations in their liquidity positions. Foreign
exchange transactions have been subject to capital controls since the banking system collapse in 2008. In general,
the caital controls in the Foreign Exchange Act restricted the outflow of capital from Iceland and between
resident and neresident parties except in the case of a payment for goods or services. These capital controls
prohibited certain transactiemvith secuities and could adversely affect the ability of investors to invest in and
tradesuchsecurities. In June 201%he Government of Iceland presengedomprehensive strategy for capital
account liberbisation s e e f Uhe rebession it 2008 and the resturing of the financial secteiCapital

Controls In 2014, a ew Act amending the Foreign Exchange Act took effect and in March 2017, the Central
Bank announced new rules which provide for general exemptions to mostexistingrestrictions pursuanb

the Foreign Exchange Act. The Central Bank oversees surveillance of the rules on Foreign Exchange

Ot her reltautamtnsi nant it he financi al mar ket

There are other rel evant financi al institutions whi ch

Pensiorfunds, which are independent ngavernmental entities, are an important source of-teng finance in

Iceland and are active in the financial market through their investments activities. In addition, the pension funds
have become active competitors atigey started increasing their mortgage lending to the public. These funds
invest in domestic bonds, equity capital and in some foreign securities. Membership in a pension fund is obligatory
for wage earners and s&mployed individuals, in accordancétlwAct No. 129/1997, on Mandatory Pension
Insurance and on the Activities of Pension Funds.

Several secunisepesahbong eadqiadmegmtoif c 4 hleyn operate mutual f |
Wi tttheeasi ng of <capitadsednavailsalkainldi ttyheofi nicmwest ment s

houses have started offering services on internationa
Furthermore, there are four major i Adumeamae dcom@an ings
Vatrnywgaf él ag i sl ands hf., and Vordur tryggingar h f
Tryggingami dst6doin hf., Sjéva Al mennar tryggingar hf.
financi al mar ket t hr osugihn tlhcee trh ridmey eTsthemsean t c @amp & wii ¢ $ e a
Nasdaq | cel and.

The recession in 2008 and the restructuring of the financial sector

I n the fourth quarter of 2008, the I cel-gpdrcgdecondmy

robust but unsustainable economic growth. This was a
col |l apse'sof ht e e okoarddgeer chraonskss , LBI , Glitnir Bank hf. a
2008, t heofpalrcdelaamedhtpassed -Azlt| eNb . Emme&r5d €008 , Adth,e aswt h
take control of financi al undertakings in extraordina
Emergency Act, t he FMEsi mtferaddndad riere tblaen ksperAatmi ng t «
the I celandic ecowaomyg, bamkee weew etatadl i shed, and th
activities of the three Ol d Banks.r dfidiiemesldmaptsked basn
Emergency Act. The patthefl dr waamdk sf avra st e crt ed eidv @ ros iep
assets into newnsuwr Wdiowiersg i gulvleirsi ons of the banks, w
thenkbsa to go into receiver shiipndd md luipgwdaodeniatmpeda 31 the dA |
process creditor <cl ai ms. Later in 2009, the Il celandi
equity and an additni onnaborWSha® ed4 deibltl ioofn tihe t hree
Landsbankinn), New Glitnir hf. (now Islandsbanki) ano
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The financial c¢crisis had a significant negahawpl ympac
in value, and the market capitalisation of the Il cel ar
of the c¢crisis, Il cel and under wesntGDaP odawerpe de don cdEmi9c pre
terms in 2PO0depTlheismhaon in the | SK caused significan
and businesses that were heavily indebted and had si g
Foll owing the coll apse of t her efaicnhaendc i aanl asgerceteome n tt hveh i
joint economic programme with the I MF and the Centr al
confidence and stabil-ysa&r théyraawdr amgmaynemn ddrhaa wase sub
unlt i31 August 2011. The programme involved access to e
accompanied by bilateral |l oan commitments from Eur ope
approximately USHBH y3 aklrirlalnigeenrme nTth ewasst acnodnpl et ed i n Augu:
The per26€@8268aw significant capital inflow into Ilcel:
of the financi al sector threatened to trridgegperrecliaatgieo Ic
the krona and higher inflation. Since private sector
l everage and a | ardgeeopmi om@d retdii card dox fe ohff dlradbit gm it was con
coul d at rwiagvgeerof defaults, with adverse macroeconomic
the Central Bank introduced capital controls which w
controls in the ForéhgegnobExE¢hawgefActpieatrifcoend!|l cel an
resident parties except in the case of a payment for
transactions with respect to sneciunrvietsiteosr sa nidn rlecsetlraincdt.e
Il celandic Government announced a comprehensive strat
threefold plan towards the removal of capirt asilmaclol netrr ol
financi al undertakings agreed to certain stability
contributions to the Central Bamkpradteedicrognpl re a omi rog
agreements witthorrse s(paelclt iovfe whriecdi have been confir med
Centr al Bank held a foreign currency aucdemamiimatleudne
assets subject to speci al resitmvictté d ntso pparstuiaait p & toe ;A
intended, when conditions in the domestic market al

i mpl emented, which wawhearhet lceaslec @ lna nMlaircc hGo2voeltan me n t
controls would, to a | arge extent, be removed and

exemptions to most of the existing restrictions pursu

iCapitalodo.Control s

Capital controls

On 28 November 2008, the Icelandic Parliament passed Act No. 134/2008 amending the Foreign Exchange Act,
granting the Central Bank powers to intervene in the currency market with the view of stabilising the foreign
exchange rate of the ISK, inggonse to the financial crisis. For this purpose, the Central Bank issued new Rules
No. 1082/2008 on Foreign Exchange imposing stringent capital controls ofboroes movement of capital and
related foreign exchange transactions. Rules No. 1082/2088yreign Exchange were codified with the adoption

of Act No. 127/2011 in 2011, amending the Foreign Exchange Act. The Foreign ExchangedActes on

foreign exchange haveeen reviewed and amended several times since then. The Foreign Exchange Act was

further supplemented by Rul e sRuldsomnFor2ignExcBRagtky , owhF ahe ic @ me

into force in March 2017 and were amended in June 2017 with Rules no. 568/2017.

In June 2015, the Icelandic Government announced a comprehensiveydtvategpital account liberalisation,

which entailed a threefold plan towards the removal of capital controls. In October 2016, an important step towards
removal of the capital controls was made, when the Icelandic Parliament passed Act No. 105/2016g &neend
Foreign Exchange Act, which entailed increased authorisation for foreign exchange transactions-odd=oss
movement of capital, in addition to the removal of specific restrictions that had previously applied to foreign
exchange transactionsdaorossborder movement of capital.
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Rules No. 200/2017 on Foreign Exchange largely removed the restrictions on foreign exchange transactions and
crossborder movement of foreign domestic and foreign currency. In general, households and businesses are no
longer subject to the restrictions that the Foreign Exchange Act placed on, among other things, foreign exchange
transactions, foreign investment, hedging, and lending activity. In addition, the requirement for residents of
Iceland to repatriate foreign aency has been removed. With the introduction of Rules No. 200/2017 on Foreign
Exchange, foreign investment by pension funds, fund for collective investment, and other investors who were
subject to explicit exemption by the Central Bank, is now authorieatidition, crosdorder transactions with

ISK are now authorised. Foreign financial undertakings are therefore authorised to transfer ISK and financial
instruments issued in domestic currency to and from Iceland.

Even since the most recent reforms @12, restrictions are still in place on the following: (i) derivatives trading

for purposes other than hedging, (ii) foreign exchange transactions carried out between residents and non
residents without the intermediation of a financial undertaking,itiidertain instances, lending by residents to
nonresidents, (iv) crosborder movement of domestic currency/financial instruments in domestic currency in
certain instances, and (v) settlement in foreign currency of transactions with financial instrigseedsin
domestic currency in certain instances. Such restrictions are still necessary in order to prevent carrying trades on
the basis of investments not being subject to special reserve requirements, pursuant to Temporary Provision Il of
the Foreign Echange Act and the Special Reserve Requirement RulesdéB&minated assets are still subject

to special restrictions pursuant to Act No. 37/2016 and special reserve requirements will remain in place for
specified investments in connection with new imffoof foreign currencyThe requirements obliging financial
undertakings and other parties engaging in capital transactions to notify the Central Bank of capital movements
will also remain unchanged for the present. However, various foreign exchangettoarssand capital transfers

that have previously been subject to confirmation by the Central Bank are now only subject to a disclosure
requirement.

A bill was passed on 4 March 2019 and theNa 14/2019 which amends th&oreign Exchange Act and the

Act on the Treatment of KronaDenominated Assets Subject to Special Restrictions No. 37/2016 entered into
force on the 5 March 2019. Due to the amendments to the Foreign Exchange Act on Special Reserve Requirements
for New Foreign Currency Inflows the Ceaitbank set new rulddo 233/201%n Special Reserve Requirements

for New Foreign Currency Inflows and rules No. 224/2019, on the Treatment of KBer@minated Assets

Subject to Special RestrictionBhe new rules which took effect on the 6 March 20lif¢clude new provisions

and necessary amendments due to the aforementioned amending legiBhaioew Rules on Special Reserve
Requirements for New Foreign Currency Inflows lowers the special reserve ratio provided for the previous rules
from 20 per cen . to O per @Gaxatidn.and Lapital Ihflow Rebktéction&KRules on Reserve
Requirements for new foreign currency infloveapital inflow restrictions

When the Rules on Foreign Exchange took effect in March 2017, foreign issuance of énmaéndted in ISK

became permissible again without restrictions, which made it possible to conduct carry trade by issuing bonds in
ISK and entering into derivatives contracts with domestic banks. In June 2017, Rules No. 200/2017 on Foreign
Exchangewere futher amended bRulesNo. 568/2017, so as to exclude hedgnetpted derivatives trading in
connection with the issuance of ISK denominated bonds, from the exemption for hesgiad derivatives

trading with financial undertakings lgeland In additon, several amendments were made to the rules so as to
narrow the scope of exemptions granted under Rules No. 200/2017 on Foreign Exchange; the objective being to
prevent investment in Iceland from becoming a vehicle for carry tiduerules on foreignxehange are set in
accordance with the authority contained in the Foreign Exchange Act.

With the aforementioned amendments to the Foreign Exchange Act and the Act on the Treatment-of Krona
Denominated Assets subjectgpecial restrictionsa separate offhore market for Krona no longer exist and the
vast majority of the capital controls introduced in November 2008 have been lifted. The restrictions that remain
have the primary objective of ensuring that the special reserve ratio achieves its purpaiaginestrictions on
derivatives trading for nehedging purposes. Those restrictions will be examined in connection with a
comprehensive review of the Foreign Exchange Act. At the same time it will be necessary to examine the
permanent arrangement foetbpecial reserve ratio.
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The restrictions on capital movements imposed in |cel
EEA Agreemd&mMt At B@amdnhave as such been notified to th
(t'HEee T’ABt anding Committee under the procedures provi d:¢
conjunction with Protocol 2 of the EEA Agreement be
Surveillance Authori t‘SQumaweiada dCon@osutr tofARd lelctmeinda g ( he e f ¢
by the District @oiusrttr iocfjt iReoyuRotanvt kof(t hest i tEeFTOAf t he

Cour)tssued a reasoned opini-dhl1dn WHe Delty mbleei t2PHlAd C @ war
competence according to the EEA Agreement and the Sur
currency iresériabhi anght of the general principle of

decl ared thauestaiton,het e meuliems qin question were propo
Court does not preclude further scrutiny of the abov
ti me.
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DESCRIPTION OF THE ISSUER

OVERVIEW

The Bankis a leading Icelandic financial institution, offering a full range of financial services in the Icelandic
financial service sector with a total of Branches and outlets across the country.Bdmkwas established on 7

October 2008 as a limited lialiilicompany, but the history of its predecessop nd s banki LBIS) ands h
dates back to 1886.

The Bank has been granted an operating licence to act as a commerciarubmerates pursuant to the
provisions of the Act on Financial Undertakings, 161/2002, the Act on Public Limited Companies, No. 2/1995
and the Act on the Authority for Treasury Disbursements due to Unusual Financial Market Circumstances etc
No. 125/2008. ThB8ankis supervised by the FME.

The Bankis registered with the Registef Bnterprises in Iceland with registration number 4710280. The
Bank s registered office is |l ocated at Austurstreti 11,
410 4000.

InJuly2018,t he i nternational r at iS&PY pfrged the lgng tBriremchsthiaattedn & Poor
ratings of thelssuer aB8BB+/A-2 with an unchangedtable outlook. The previous rating was from Octobédi720
where S&P raised the lortgrm rating of theéssuerfrom BBB/A-2to BBB+/A-2 wisthbfeo ¢t | b o k " .

For the year ended 31 December01 t he Gr oup’ s net 40.8bilienrcampdred ionSKo me wa s
36.3billion in 2017. Its operating income was ISK Sdillion compared to ISK63.5billion in 2017 and profit

for the year ended 31 December 23as ISK 193 billion compared to ISK 9.8 billion in 2017. As at 31
December208, t he Gr oup’' s t 826lllon cammpareditesISKW®3bidion)at3d December

2017.

No material adverse changes in the prospects of the Issuer have osituredte date of its last published audited
financial statement on 31 December 2018.

No significant changes in the financial or trading position of the Issuer have occurred since the end of the last
financial period on 31 December 2018.

HISTORICAL BACKGRO UND

LBI wasa public limited liability company (hf.) buthanged t@ private limited liability compangehf.) in 2016.
LBlthelssuer s predecessor, was established by the,thecel andi
Icelandic Parliamett oped t o boost monetary transactions and enc
first decades of operation were restricted by its limited financial capacity and it was little more than a building
society.

Following the turn of the 20th centurypwever, Icelandic society progressed and prospered as industrialisation
finally made inroads, and LBI grew and developed in |
| argest bank and was made r es p oTheissbahceof bnk bonds svasu i ng |

24 Standard & Poor's is established in the European Union and is
(t CRA" Regu)lAssuech@nmdard & Poor’s is included in the |list of credit r
Markets Authority on its website (at http://www.esma.europa.eu/pagedgstereeandcertified CRAs), in accordance with the CRA

Regulation.
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transferred to the then newly established Central Bank of Iceland in 1961 and LBI continued to develop as a
commercial bank, expanding its branch network in the ensuing decades.

Liberalisation of financial services in Icelandeginning in 1986, opened up new opportunitidsch LBI
managed to take advantage of, despite some economic adversity. In 1997, LBI was incorporated as a limited
liability company, and the ensuing privatisation was concluded in 2003. From 2003 td_B0GQerated as a

private bank with substantial international activities in addition to its traditional Icelandic operations.

Following the continuous deterioration of the financial markets and the collapse of the Icelandic banking system,
the FME took cotrol of LBI on 7October 2008. Thissuer wholly owned by the Icelandic State, was established
around the domestic deposits and the majority of the Icelandic assets of the old bank. All liabilities and assets not
transferred to théssuerwere retained i.Bl and a Resolution Committee was appointed to supersede the board

of directors of LBI.

SHAREHOLDERS, SHARE CAPITAL AND DIVIDEND POLICY

As at 31 December 2018, tihesuerhad 883 shareholders. The ISFI manages 23,567,013,778 (98.2 per cent.)
shares anthe corresponding voting rights on behalf of the largest shareholder, the Icelandic State Treasury. The
ISFI manages its holdings in th&suerin accordance with its publicly available ownership policy. The second
largest shareholder is thesuer which holds 375,460,240 (1.56 per cent.) of its own shares after acquisition by
thelssuerof its own shares under its bimackpr o g r a mnBuy-BatkPregralnme” ) i n i Decemltee d i n
2018 Current and former employees of thlesuerand former owners of Sparisjodur Vestmannaeyja and
Sparisj6dur Nordurlands ses hold 57,525,982 (0.24 per cent.) shares and the corresponding voting rights in the
Issuer after thelssuerexercised an authorisation to purchase shares under thBakyPrgramme(see section

“Share Capitdl .)The shares and the corresponding voting rights of current and former employeekssdi¢he

and former owners of Sparisjodur Vestmannaeyja and Sparisjédur Nordurlands ses. are held by each shareholder
individually.

% of the

Sharesas 0of31  Issue® s ¢

December 201 capital

Icelandic State Treasury 23,567,013,77 98.2(

Landsbankinn’s own shares 375,460,24 1.5€

Current and former employees of Landsbankinn and current and former owne

SparisjéduVestmannaeyja and Sparisjodur Nordurland ses 57,525,98 0.24

Total shares 24,000,000,0C 100.0(
The Il celandic Parliament has authosi séedr b&s svabiecthe al |

are in exce®ons |lodhsardroptearl cssheatr HRilcsdop ifTalcdét olrcsel andi ¢ St at e
is the | argest sshalrhatso |lmbdes saddft etchtes't.basi ness

Thles siuernot directly or indireenltyhawntello ve Icioaited | d ke
Thlessiusernobfawalyearrangements, the operation of which
in contlroduerf t he

Share Capital

Thlesssetrot al share capital is | 8RR 2Hha0@6, 60@, 000s0h nwl
hasioani nal value of iosneetltSkKoleenddv d the metevhemagrsehol der s

123



ThessuehAGM held on 21 Marlcshu2i0rn 8ac aartdhanrde ewi ttheArt i c
Publ i ¢ Cloimmpiatne ¢¢ s, No. 2/ 1995, to acquire its own shar
mi ni mum and max| smsiose aanotumar itsheed t o pay for lesasalershare

book valwue, i.e. theshane ocapgi tsdla,, edvo | dliegclequed yi nn ot h
or interim fgpirainccri atlo sttred eaneemme ncement of the repurct
until t hel AGMe ra2f0 1t9h e Di sposal ofl ssweeseldanasthuschas é&

i s subject to appmecevtalnghy Cn s6h akercdaodiiecarrsd 0 D8, Di hect or
to exercise an autlhsostsi esavtni srh atre sfaWkld®y ® gthleenBey t he 1
pur chase amounted to 72.5 mi.Bl pen sbkbates, ofori sshedegl
af or ementBamnk dPrBaighies mmes previ ousl ystoid eckdncsdareheskt
shared sismetrtpoevd dausmsmost recently in FRaogakiaRryo r0drimme
whi ch was announced ohs sdifefrebr eDde cteanbpeonr s2h0als8e h sthhdee e s  fl u

repurchase period, from 10 DecembeBa2d 3cmwmateire@t and mi n
restuuotftihmebhe months of 2018ssdbeheaerqgah dtlydtdbred 8Kmh®BrE h & 9 2
million @auntdst28ndid®g s hwirtetse dfno racmenrdditedrreeecde,d tttoe pur cha
share at a price of | SK 9.9787 during the repurchase

t hles stueelrd 3 6 0 ,i 406wbn, 1slh9a hesflsu i ovral ent of around 1.50 per cCeEe
t hessueir t he end of tlhsestueet d4 @B2F4b0a stoesv p esrhi aorde st,heor t he e
around 1.56 per cent . of issued share capital

Dividend policy

In December 2018, the board of directors approved a dividend policy for the THseiéssuer aims to pay regular
dividends to sharehol ders amounting to greater than

| s s ueaeget’capital ratio,thes suer al so aims to make specialitadi vi den
structureWhen determining t he | ensiddrsiténhnciapositiordRisksdngelation he | s s
to the I ssuer’s internal and external -termwdbusoequitye nt , gr
and liquidity podiion, as well as compliance with regulatory requirements of financial standing at any given time

arealso considered.

ORGANISATIONAL STRUC TURE

Thelssueris the parent company of a group and its principal subsidiaries include the following as at the date of
this Base Prospect(the Group):

Ownership
Principal subsidiaries Principal area of activity interest
Eignarhaldsfélag Landsbankan: Holding company 100%
ehf.
Landsbréf hf. Management comparfor mutual funds 100%
Homlur ehf* Holding company 100%

*HOmlur ehf. is a parent of a number of subsidiaries, which are neither individually nor combined significant in theo€tmé&tr o u p * s
business.

STRATEGY
The strategy sets wokaragemdalf @02t00he next

Role Trusted financial partner
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Vision Land$ankinnis exemplary
Strategic focal points

The strategic focal poinsr e based on t he dersesast dire’ d guslaitewardgad digtahr s and
future. The Issuewill emphasise initiative in catomer relations and provideistomers with exemplary service
to maintain longterm business relationships.

Accessibility

Customers can easilponitor and have aessto all the mainbankng businesgrom anywhere andat anytime
They have easy access to information and a good overview of their findnces. | snaiutasks’inslude:

A Creating a banking platforrh h a t al | ows acustomeosf both prigate lindivdduadsrahds
corporates, to tend to all main banking business via electoatiree solutions

A Facilitating theon-boarding of new customeusingonline, straighthroughprocesses
A Tail or i n g setvites to fit the needrfits customers
Efficiency

Customers save time and effort through use of tises ekeatroni onlinesolutions. Their business is tended to
expediently and securely using the seryice at f or m of t he cust aimeinclude: choosi ng.

A Simplification and digitalisation of those processes that are most importasittstomers
Shortening processing time and finalising requests, if possible, at first touch
Developing models that automate decisions in key processes

Designing the flow of infomation to allow customers to review their status in real time

Do o I e

Creating aonesystem solutiotthat works for both customers and employees
A Co-operation betweedivisions and departments
Value-adding

Customers receive persoisaldservices tailored to meetheir needs. They experientteeir relationship with the
Issueras valuable and see that their businessthb r y i s t aken i rhaltengesdincladeint . The |

A Listening to customers, discerning their needs and identifying solutions that suiistmmer

A Leveraging technology and utilising data to tailor service and adffesdto its cugomers, including
anal ysing customer s’ needs and the use of preappr

A Developing products and services that are valiging for both parties
A Being dda-driven and utilisingsuchinformation in thd s s ulecisibnrgnaking processes
Initiative

The Issuer isattentive toits customers Customers noticéhat thel s s ueenpldyeses conduct their work in a
professional manner and show initiatifde Issue 'tasks include:

A Building a vibrant and positive corporate culture that is characterised by initiative in communications
A Attracting employees that have the knowledge and capability to taksstreatowards a digital future

A Emphasising product developnteand innovation, both thouse and through external collaboration
A

Creating a work environment that supports flexible work space where collaboration is key
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BUSINESS

The organisational chart below illustrates thsuet s
this Base Prospectus:

principal

Board of Directors

Internal Audit

Marketing and
Communication

Human Resources

o furectiors tas ab the datenad

Compliance

~

PersonaBanking

CorporateBanking

Markets

Risk Management

Finance

Information
Technology

Thelssuerhas three reporting segments: Personal Banking, Corporate Banking and Markets.

Personal Banking

The Personal

Business Solutions.

Personal Banking provides individuals and small and mediumz e d

BRersdaal Bapking i) v icsoinmpmr depdementsthe Braneh Network, the
Customer Service Centre and Leasing (vehicle and equipment financing). Personal Bankimggstpport unit

e nSMEs" P r iisne sr uth“a |

suppoc

ar ea

general and specialised banking services. Financing of vehicles, equipment and machinery is provided through
the Leasing department.

The Issueroperates B branches and outlets around Iceland. Its distribution channel strategy is to ensure the

provision of personal, economical and valagded banking services to its customers.

Emphasis is placed on providing customers with a diverse range of products. Each branch offers general services

and personal advice to individuals. In rural areas, branchegdpréwither service and advice to SMEs. Various
selfservice options are available throughout the country. In additionisthet s

customer s

financial services through its Customer Service Centrine banking systemnd mobile solutions

Among thelssuet s
by Gallup in 208.

Corporate Banking

Cc u s t arouredt26,00@ndieduals and around@l1,000 SMEs. Its market shareaser
38 per cent. with respect iadividuals and 34per cent with respect to SMES, according to a survey conducted

Cor por at e CdBparat&k Bamking” () “
medium sizd corporate clients and municipalities, as well as tailored services to meet customer specific needs.

Corporate Banking also handles coigterand SMEsservices in the capital region through a SMEsnter
Corporate Banking holds a strong position among the largest companies and institutions in Teelandrket
share in Corporate Banking;@rding to an annual survey conducted3allupin 2018 is stable a4 per cent.

Corporate Banking comprisdeur businesaunits andfour support units. The business units are split based on

provides

comprehensive

have Fs

nanci a

sector segmentation; one unit manages relations with contractors, real estate companies, travel service companies

and municipalities; the second unit manages relations with industrial companies arghiesmp trade and
service; the third unit manages relations withldsier s

126

| arger

customers i

sheri e



unit manages relations with around 7,000 SMEs in the capital region. Corparkiaghasfour support units:
BusinessSupport, Credit Assessmeforporate Debt Restructuriragnd Legal Services.

Business Support is a support unit designed to assist the business units by provdéipilp idata analysis and
business development solutions.

Credit Assessment is responsifilethe preparation of credit rating reports and supervising business cases, which
are submitted for credit decisions.

Corporate Debt Restructuring analyses and manages problematic assets in the corporate loan portfolio such as
cash flow, debt service cagity, collaterals and asset valuation. The team also manages negotiations with all
stakeholders (shareholders, liquidators, etc.).

Legal Serviceswhich sitswithin Corporate Banking, provides legal advice regarding corporate lending and
restructuring ands responsible for drafting more complex loan contracts and collateral agreements.

Markets

Mar k eMagkets( ) provides Dbrokerage services in securitie:
securities issues, money market lending athdsorysenices. The division provides a range of wealth and asset
management products and services for individuals, corporations and institutional investors. Ldrfdsbréf

subsidary of the Issuer is included inMarkets. The Marketglivision comprises four depanents: Asset
Management, Capital Markets, Market Making and Corporate Finance. The Mdirkeisn has one support

unit: Business Solutions.

Asset Management offers comprehensive asset management services, including advice in selecting appropriate
savingsoptions, and development and management of asset portfolios. The customers of Asset Management are
diverse and include individuals, pension funds, institutions, municipalities and companies.

Part of the product offering provided by Asset Management igréiss and investment fundan by Landsbréf
hf. In addition, Asset Management has two pension funds under full management, which involves the asset

management of securities portfolios, superpensidnng t he
payments.
Asset Management ' s services also entail t he manageme:]

with customised management for companies, pension funds, insurance companies, municipalities and charities.
Private Banking Serges are customised to meetthe needs Bk s weal t hi est cust omer s.
the management @f u s t oawsetrpartfolios in addition to geneealcountingservices. Customers can choose

between active management of an asset portfolio evtrer advisers of Private Banking Services manage the

assets in accordance with a predetermined investment strategiyyioeon management where the customer
manages its own portfolio with the assistance of an adviser.

An Investment Council operates withAsset Management. Its purpose is to form an investment policy for
customer s’ asset portf o-mitigatthg meassireseis addition ts leingpanfarumifad e nt i f
professional discussions on the best rate of return, opportunitiesmarket and best practice.

Capital Markets handles market transactions in financial instruments, such as bonds, equities, derivatives and
foreign currencies for professional clients. Capital Markets also handles the issue and sale of corporate, municipal
and national government bonds.

Capital Marketsincorporates Fund & Pension Advisory Services, which providdstbieet s cust omer s wi
advice and services in matters relating to savings,
are geneflanvestors involved in securities trading and individuals and companies in relation to pension issues.

Market Making acts as a market maker for a nundféssuersof listed securities, as well as the ISK on the
interbank market. The role of a market mailketo promote normal price formation and liquiditythe market by
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submitting offers to buy or sell the asset to which the market making agreement applies at any time, for its own
account within a maximum price range.

Corporate Finance provides advis@grvices to companies and investors, and is focused on services in relation

to the restructuring of companies, among other things, through mergers and acquisitions, purchase and sale of
companies and advice on project financing. It also advises on amdlioates public offerings and listings on

stock exchanges, as well as providing services to companies listed on a stock exchange.

Business Solutions is a support unit designed to assist the businesy ymasidingbusiness development.
Support divisions

Thelssuerhasthreesupport divisions: Risk Management, Finance, and Operations & IT.

Risk Management

The role of the Risk Managemenstsudkicviedgi onri skt otas ass:
l'iquidity risk antdonoorpietroart i bim@as e r il & 4 e dameirt atriso nisn. tThhee
Management divi sitohneai st eeapoaesahbtesafeali ki asesfessment
Subsi di alrd sheewef tthlred r own ri sk management functions al
information on exposures from the subsidiaries and ¢
Di vision is al sohearsipwea sriibdk rfeoporctoimpg eon ri sk positi
commi ttees and supervisory authorities.

As of DecehmeeRi 2k0 1Banagement Division was comprised o

T The Credit Manageme et pDenvgiaehw remediibtr dreci sli 93898 emade
business units when credit 'laipnpiltidsecpaaTihoemesn te xhcaese dv e thc

on those credit applications. Confirmation by Cre
reevwed the credihtadappdtedeaxteirecn s@ndit s veto rights.
exceeding the confirmation | imits ofl stshieerRi elli Mar

Commi ttdee.arThment al so dates mubdemaregardsnghthe | e

T The Credit Ri sk Department is responsible for me
provi dlisnsyuiettrthe syst ems and processes to measur e, mo
pol icciysideens. &rreasgomRsistkkl ¢ sfor analysis and report
and i mpair ments en@rl eecsi ta nRli spkr oaclesddaur es regarding cr e

i mpairment measurementaranedit mitigation and for

T The Market Ri sk Department is responsible for me
liquidity risk ahdsauelremlisngriadcek ralskng nwitthte | i mit
Thdepartment devellogssaemarmadtint mii 1ls mo dlesssueand ma
Mar ket Ri sk Policy and Liquidity Risk Policy, as \
mar ket ri sk and | gsaueMatryk erti sRd swWi tihsi naltgfoead ¢ s pon:
derivati vds stureadiagi hhe, both for hedging and tra
moni torilnsgs. deorr t he

T The Operational Ri sk Departmehtsdasopersptoinan &Il er if
monitored bediumphlactmetnhes and maintains an effecti)
framewodekparfthment | asssemdmrsageres with operational ro
related to normehtiopealatl oss Bandi odpets anal ysi s,
pl almhlse depart ment hidss ssieepmd n <iyb loen foprertat i onal risk
new pr oddecptasr.t meme is partly responsbhhet&i fiTghre t he
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Operational Ri sk Depaflt sgmatedteiafdisc a thieo wou rkd e tt thee
for information security.

T The Risk Manager for Pension Funds is responsible
and rimkngeyveaxecution of risk assessment and corr
Bamknd FiMiEe The Ri snhnMamg@gskrntory compliance, revi ews
and performs tolerance interdiarlecmonddmas ngto Tthiee |
pension fund and reports to their managing direct

T The | Moadreddlng Department is Irssmptohsi bter halt BRabDV]
(FRBanEHconomi c(ECajpadealls and rebatstdi mabeessedit ri
risk to equity, as well as for providing support
wi t hilns stuteBdpart ment is also responsibl-appooveéede d
i mits.

T ThRi sk Solutioms rPeapamtsindhte f ors alewteil ®mps ngs ech dby p
Management Division, as wel/l as maintaining the d
Di vi si denp.arTthmee nt i s arasiontreeps ponan dhe@exnHmwat busi ness
| opiro/gr aoommdengdevel oped within the Risk Division (¢
that creates data source {OOREWPer cloarnmpen bg xepgpdseU ri ensgg
Ri Dk vi sion and reportingatdicasparyf méesstproynsp did tei € o.r

i mpl ementation of the Basel Commi ttee on Banking
and risk repd@dratieng Cotmann d édSreicph eom i Bawki 8¢ @h@BRS d numkt
2 39

Finance

Finance is a division that incorporates both support and profit functions. The division conggbes
departments: Treasury, Accounting & Financial Reporiiegial, Financial Administratigieconomc Research,
Transaction Services, Loan Products and Development and Operations.

Treaissir yespdrhkes §di efr frbdiqrug di ty management and .mar ket
Treasury manageschhegé¢ ssatcienf lianttiearesni skag,e wvaintdhi n | i1

Board of |Direedciromissany yi nhveersdloers r el ati ons, dealings w
communi cadiomest wct land overseas financi allr efapaut st @atl ison
responsilbd sa dironrt etrhnea | and external interest rate pric

The Accounting & Financial ReportinA&FR ") is responsible for the overall financial accounting ofiiseier

and maintaining financial controls, which includeder dia, reconciliations of subsystems to the general ledger
and transactions control. The A&FR is also responsible for the Groupnthly financial reporting, including the
Group’s quarter!l y an dnaaditonuhre IA&FR is respansle far the accoants payebla t s .
process which involves routing supplier or vendor invoices to accounts payable for procesgiagraedt of
invoices.

Thelssuet s Ldepgrament handles legal aspects oflfseiet s o per at i depastmentinteralial e g a |
provides thelssuerwith legal advice, representhe Issuein district courts, prepas cases reviewed by the
Complaints Committee on Transactions with Financial Undertakinggews and confirms standardised
documents relating to the Issueoperationsandprepaesdocuments and communicatowith regulatorsjn
particularthe FME and the Icelandic Competition Authority. Tissuer s  Ldemarénientalso oversees the
handing of collection of payments in arrears owed to lifsuer

Financid Administration manages thessuet s budgets and forecasting. Compi
management information is a key part of the depart men
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analysis and control for thissuefs operation; it manages and edits thesuet s | nt er nall Capital
As s ess men ICAAP” grdmtersal Ligtiidity Assessment ProcdsdLAAP " ) .

ThEconomic Researchfideppactamenmambei soand ddha@endmisaetrr e
anidt s CcTlhiee Mdtegp.ar t meevte ofpanleiIndwinetshhghleabaanld economy and on
mar klehes .depart ment publishes reseaegvcdl opponts -@an weél | |
exchange, fixed iencsame and equity marKk

Transaction Services providesl sssauredi ¢lessstute® uts liTehrmiem s 0 me
maianct i vities include international payments, cleari
transactions,r fsedumicctioeantamgopéd&nsieonhuhanhdesnandobaplkn

LoaPr oducts andt akewe |coaprnee nda f al | admi ni stration of I
agreementsl| eaimde eint st hccust omer s sndl paymespsnesifbl eansr
and storage of original |l oan document s.

The Operationgdivision comprises twodepartments: Propertieand Appropriated Assets The Properties

department oversees thesuet s i nt er nal 0 p e r dht operatisn aadnnthinténancei of dll itsi e s i
properties, including sadeor purchase ThePr oper ti es department is also resp
facilities, purchase of equipment for ttessuer s oper ati ons, i nt ernarhalsecertyur i ty a

facilities and custodial operations.

AppropriatedAssetsis responsible for selling and renting out real estate assets whitsstleghas acquired
through foreclosure or as a part of debt restructuring. In additionAppeopriated Assetslepartment sells
vehicles, equipment and other items thatliseierhas acquired through foreclosure.

Information Technology

The I nformat(lomiiTwichinmnd oigsy responsi ble for deiwel oping
i nf or matmsonangly ssteel uti ons. The I' T dAvchi bpdtpprimdcabeen
Managemendf t avidatvee$ o,plmefndr mat i on Il Mt e $@pi agrieantei,co m & We b
Devel opment .

ThARrchitecture department reompeErsipoensi béverfalr wreivtes awh
provipdiocgess i mprovement, procurement, strategic plan
architecture and physical document storage supervisioa

TheApplication Management argbftwareDevdopment departmemomprises eight different domain units. The
departmenbversees all business software, both internally developed ang#rirdsoftware.

Thlenformati odepar & mairg evii elge hitwhrdc eus e of i nf enrarkd thnigon f o
and i mproved clTlhstsondeerpasdrmeindcéd.adat ae svpo & eiplowse sf @&gindt da
anal ytics.

ThleT Sedrewpiacret ment woo hphed Sgesk unprtoviwhhée sbbndst eaertl ser v
to internal wusers and the I nf@ErMmapioonedIesc mamibtggmehnf r

Th®peratepastmepesever al di épfeeragsyt®o h @ mi naskm daa taiboars,e
adimni sthaadéevas y popfotrwa r e dne i a raebcuet siso @ a@ mthr @Ir ,0 seecsusriintgy an d
as well as hardware such as data centres, telephone s

The Web Development department designs, maintains and develops all front end web sbhttidients use
such as mobile app, onlifankingand the Issués webpages.
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Other divisions
CEO6s Of fice

The GE®ffice wor ks ctloosad syi swii tsthi dituthei egehEiOmar y r esponsi
arranging meetisngsenfiocorr tmaenalgesneat and Bwa®r dnoft hBi r
i mpl ement ati on of Hdiamains iRoe(sMRU ya@uempMad raknectei,ng & Communi c
directly. to the CEO

HR is responsi bl el atoeed ailds ueensp,| osyecech as salary and be
devel opment .

The Marketing & Communication Department i s 'sesponsi
mar keting stngtehby Bedabsannéesponsible for internal a
Compliance is an independent management wunit placed d

operating in accordance with the letter of appointment from the Boardedtbis. The Data Protection Officer
works independently from Compliance, in accordance with the letter of appointment from the Board of Directors.

Compliance is part of the Issuer’s second | evel contr
f monitoring | aws and actions against money | aunde:
securities trading and | aws on data protsaatiron. (
policy on compliance wiatlh:rlualmeds, regul ations and i

T consuwlntdi nghwdamagte ment on the effects of Iechamreges t O

operations, me as usrods ithd ep esnequnsdcaarmft litioaMtesair et |
operates in accamdlasoendadvi bb,swipnogmpempohcsicengt heni
credibility of and confidence in financial market

Internal Audit

The internal audifunctionis a part of théssuet s or gani sati onal structure and co
oversight system. The role of the internal audit function is to provide independent and objective assurance and
advice, which is intended to add value and improvdsbger s oper ati ons.

The internal audit function evaluates the functionality oflfseier governance, risk management and internal
controls, and thus supports tlesuerin achieving its goals. The internal audit function covers all ofdbeet s
business units, including its subsidiaries, and pension funds managed and operatésshgithe

The internal audit activitysi accountable both administratively and functionally to the Board of Diredtbes.
Board of Directors employs the chief audikecutive, who annuallyonfirms to the board the organisational
independence of the internal atattivity. According to an external quality assessment, the internal audit activity
of thelssuergenerally conforms to the Standards, Definition of Internal Auditing and Code of Ethics, issued by
the Institute dA” )Il.nternal Auditors ("
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LOAN PORTFOLIO

The table below sets out details of Beoup s | o0 ans a firhncial thstitiors assat31t December
2018 and 31 December 201dlassified by type of loan.

2018 2017

(millions of ISK)

Issueraccounts with financial institutions 40,91 30,21¢
Money market loans 29,45¢ 12,77(
Other loans 1,01¢ 1,87
Allowance for impairment (2)

Total 71,38¢ 44,86¢
The table below sets out details of lssuet s | oans a ncdstoraedsat anmodised cosae at31

December 2018 and 31 December 2017

31.12.2018 31.12.2017
Gross Allowance Gross  Allowance
carrying for Carrying carrying for Carrying

amount impairment amount amount impairment amount
Public entities 4,865 (145) 4,720 11,345 (102) 11,243
Individuals 416,040 (2,341) 413,699 359,918 (2,978) 356,94(
Mortgage lending 336,685 (886) 335,799 282,499 (824) 281,67
Other 79,355 (1,455) 77,900 77,419 (2,154) 75,265
Corporates 646,762 (10,319) 636,443 570,563 (13,110) 557,452
Total 1,067,667 (12,805) 1,054,862 941,826 (16,190) 925,63¢€

The following tables show th&roug s ma x i mu mexpopsuee dti31 Deceimisek B)Bnd 31 December
2017 Foronbalance sheet assets, the exposures set out below are bastdamying amounts as reported in
theconsolidatedtatement of financial position. Giffalance sheet amounts the tables beloyare the maximum
amounts theGroup might have to pay for guarantees, loan commitments in their full amount, and undrawn
overdraft and credit card facilities.

Thelssueruses the ISAT 08 industry classification for corporate customers.

25The Icelandic Classification of Economic ActivitiesATB08 is based on the European Classification of Economic Activities
(., NACE") , NACE Rev. 2, classification standard
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Corporations

Financial Public

Construction Real estate

Holding Manu- Agri- Carrying

As at 31 December 2018 institutions entities* _Individuals __Fisheries companies _companies _companies Retail Senices 1% facturing culture Other amount
Cash and balances with Central Bank - 70,854 - - - - - - - - - - 70,854
Bonds and debt instruments 3,507 63,222 - - - 9,336 69 - - - - - 924 77,058
Derivative instruments 1529 - 1 4 48 76 165 39 1 - - - 50 1,923
Loans and advances to financial institutions 71,385 - - - - - - - - - - - - 71,388
Loans and advances to customers - 4,720 413,699 146,912 87,510 137,343 30,971 63,644 119,439 29,799 21,936 8,559 - 1,064,532
Other financial assets 1,903 27 108 - 159 229 3 2,320 45 39 4,864
Total on-balance sheet exposure 78,324 138,823 413,818 146,916 87,717 146,984 31,236 63,686 121,760 29,844 21,975 8,559 974 1,290,61¢
Off-balance sheet exposure 3,760 2,936 31,099 12,935 56,891 22,057 1,884 19,502 21511 5,659 23,994 1,082 31 203,341

Financial guarantees and 255 - 784 827 3,829 1,109 8 2,524 4,653 2,092 593 79 - 16,753

Undrawn loan commitments - - 15 9,217 49,903 19,457 1,319 11,910 9,644 2,317 20,020 195 - 123,997

Undrawn overdraft/credit card facilities 3,505 2,936 30,300 2,891 3,159 1,491 557 5,068 7,214 1,250 3,381 808 31 62,501
Maximum exposure to credit risk 82,084 141,759 444,917 159,851 144,608 169,041 33,120 83,188 143271 35,503 45,969 9,641 1,005 1,493,951
Percentage of maximum exposure to credi 5.5% 9.5% 29.8% 10.7% 9.7% 11.3% 22% 5.6% 9.6% 2.4% 3.1% 0.6% 0.1% 100.1%
Maximum exposure to credit risk and concentration by industry sectors (continued)

Corporations
Financial Public Construction Real estate Holding Manu- Agri- Carrying

As at 31 December 2017 institutions entities* _Individuals Fisheries companies __companies _companies Retail Senvices TC** facturing culture Other amount
Cash and balances with Central Bank - 55,192 - - - - - - - - 55,192
Bonds and debt instruments 2,149 104,314 - - - 9,352 70 - - - - - 1425 117,31C
Derivative instruments 1744 - - - - 1 145 1 2 - - - 2 1,905
Loans and advances to financial institutions 44,866 - - - - - - - - - - - - 44,866
Loans and advances to customers - 11,243 356,940 114,355 80,067 123,483 25,943 52,363 103,706 17,185 8,726 1 925,63€
Other financial assets 2,762 32 80 18 738 4 35 2 1613 168 - 4 5,457
Total on-balance sheet exposure 51,521 170,781 357,020 114,373 80,805 132,840 26,193 52,376 105,321 17,353 8,726 1432 1,150,36¢
Off-balance sheet exposure 4,913 20,539 31,821 11,123 51,826 22,690 2,609 19,999 26,105 4,707 7,845 979 12 205,16¢

Financial guarantees and 1,267 - 805 767 3,547 549 54 2,624 3,682 2,139 449 - 1 15,884

Undrawn loan commitments - 13,174 1 7,246 45,176 20,454 2,255 11,349 12,032 1,423 5,209 204 - 118,52¢

Undrawn overdraft/credit card facilities 3,646 7,365 31,015 3,110 3,103 1,687 300 6,026 10,391 1,145 2,187 775 1 70,761
Maximum exposure to credit risk 56,434 191,320 388,841 125,496 132,631 155,530 28,802 72,375 131,426 36,332 25,198 9,705 1,444 1,355,53¢
Percentage of maxmum exposure to credi 4.2% 14.1% 28.7% 9.3% 9.8% 11.5% 21% 5.3% 9.7% 2.7% 1.9% 0.7% 0.1% 100%

* Public entities consist of central government, state-owned enterprises, Central Bank and municipalities.
** ITC consists of corporations in the information, technology and communication industry sectors.
Maximum exposure to credit risk and concentration by industry sectors (continued)

The tablefor year end 2018 shows both gross carrying amount and Expected CreditEG&S ), by industry
sectors, and the three stage criteria under IFRS 9. Thelalue for year end 2017 shows credit exposure,
allowance and impairment by industry sectors and customer segments under IAS 39.
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The table below show both gross carrying amount and Expected Credit Loss (ECL) by industry sectors and the three-stage criteria under IFRS 9.

Stage 1 Stage 2 Stage 3
Gross Gross Gross Gross Allowance
carrying carrying 12 month  carrying Lifetime carrying Lifetime for Carrying
As at 31 December 2018 amount amount ECL amount ECL amount ECL impairment Fairvalue  amount
Financial institutions 71,387 71,384 2 3 - - - 2 - 71,385
Public entities 4,865 1,859 ® 3,006 (137) - - (145) - 4,720
Individuals 416,040 363,967 (561) 47,581 (602) 4,492 (1,178) (2,341) - 413,69¢
Mortgages 336,685 301,920 (240) 32,390 (343) 2,375 (303) (886) - 33579¢
Other 79,355 62,047 (321) 15,191 (259) 2,117 (875) (1,455) - 77,90C
Corporates 656,432 582,067 (1,714) 38,809 (468) 25,886 (8,137) (10,319) 9,670  646,11%
Fisheries 147,295 135,868 (83) 8,373 (42) 1,458 (258) (383) 1596 146,91z
Construction companies 89,305 79,649 (620) 6,112 (110) 3,544 (1,065) (1,795) - 87,51C
Real estate companies 138,951 127,569 (569) 5,575 (82) 4,829 (957) (1,608) 978  137,34:
Holding companies 31,165 30,818 (84) 199 4 148 (106) (194) - 30,971
Retail 64,457 56,974 (88) 4,391 (28) 1,591 (697) (813) 1,501 63,644
Services 122,383 102,188 (169) 10,514 (159) 7,558 (2,616) (2,944) 2,123 119,43¢
Information, technology and cc 29,922 26,210 (61) 141 1) 99 (61) (123) 3,472 29,79¢
Manufacturing 24,220 17,003 (32) 1,205 (18) 6,012 (2,234) (2,284) - 21,936
Agriculture 8,734 5,788 ®) 2,299 (24 647 (143) (175) - 8,559
Other - - - - - - - - - 0
Total " 1148724 1019277 -2285 89399 -1207 30378  -9315  -12807 9,670 1,13591i
The table below show credit exposure, allowances and impairment by industry sectors and customer segment under IAS 39.
Individually impaired
Of which performing performing*
Gross Gross not Gross Gross
carrying individually  Collective carrying  Individual carrying  Individual Carrying
As at 31 December 2017 amount impaired  allowance amount  allowance amount  allowance amount
Financial institutions 44,866 44,866 - - - - - 44,866
Public entities 11,345 11,210 (56) - - 134 (45) 11,243
Individuals 359,918 354,956 (1,076) 1,507 (409) 3,457 (1,495) 356,940
Mortgages 282,499 280,237 (304) 1,039 (152) 1,225 (370) 281,675
Other 77,419 74,719 (772) 468 (257) 2,232 (1,125) 75,265
Corporates 570,563 547,820 (2,904) 14,299 (5,324) 8,443 (4,881) 557,453
Fisheries 115,045 114,263 (357) 531 (230) 252 (104) 114,355
Construction companies 81,954 79,928 (643) 690 (574) 1,335 (669) 80,067
Real estate companies 124,986 121,234 (548) 2,049 (624) 1,702 (330) 123,483
Holding companies 26,179 26,041 (142) 51 (16) 87 (78) 25,943
Retail 53,078 51,541 (225) 936 (209) 601 (281) 52,363
Services 106,381 100,620 (522) 4,522 (1,562) 1,238 (590) 103,706
Information, technology and cc 32,066 31,984 (374) 55 (48) 28 (21) 31,624
Manufacturing 22,024 13,815 (73) 5,068 (1,978) 3,141 (2,788) 17,185
Agriculture 8,849 8,393 (20) 397 (83) 59 (20) 8,726
Other 1 1 - - - - - 1
Total 986,692 958,852 -4,036 15,806 -5,733 12,034 -6,421 970,502

*Non-performing past due more than 90 days

The table below shows tlgross carrying amaou of loans and advances to financial institutions and customers
by past due status as at 31 December 2018 and 31 DecemBer 201
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Gross carrying amount

Days past due
Allowance
Not past for Carrying
As at 31 December 2018 due 1-5 6-30 31-60 61-90 over 90 impairment amount
Financial institutions 71,387 - - - - - 2 71,385
Public entities 4,848 - 16 1 - - (145) 4,720
Individuals 402,153 2,842 2,780 4,204 879 3,182 (2,341) 413,699
Mortgages 329,665 - 1,984 2,996 590 1,450 (886) 335,79¢
Other 72,488 2,842 796 1,208 289 1,732 (1,455) 77,90C
Corporates 629,832 9,059 4,243 2,549 1,035 9,714 (10,319) 646,113
Fisheries 146,381 371 20 50 3 470 (383) 146,912
Construction companies 84,409 990 785 64 212 2,845 (1,795) 87,51C
Real estate companies 134,799 162 1,238 1,109 215 1,428 (1,608) 137,342
Holding companies 30,853 104 8 114 18 68 (194) 30,971
Retail 62,378 283 532 155 49 1,060 (813) 63,644
Services 113,694 2,630 1,550 919 361 3,229 (2,944) 119,43¢
Information, technology and
communication 29,758 63 3 2 8 88 (123) 29,799
Manufacturing 19,308 4,345 88 88 11 380 (2,284) 21,93€
Agriculture 8,252 111 19 48 158 146 a75) 8,559
Other - - - - - - - 0
Total 1,108,220 11,901 7,039 6,754 1,914 12,896 (12,807)  1,135,91i
Gross carrying amount
Days past due
Allowance
Not past for Carrying
As at 31 December 2017 due 1-5 6-30 31-60 61-90 over 90 impairment amount
Financial institutions 44,866 - - - - - - 44,86€
Public entities 11,155 - 43 - - 134 (102) 11,23C
Individuals 346,324 557 3,747 3,736 831 4,458 (2,978) 356,675
Mortgages 273,771 3 2,892 2,637 466 1,719 (824) 280,664
Other 72,553 554 855 1,099 365 2,739 (2,154) 76,011
Corporations 545,319 5,926 4,415 2,880 1,869 10,431 (13,110) 557,731
Fisheries 113,181 81 148 133 7 1,268 (691) 114,127
Construction companies 80,066 78 333 130 92 1,434 (1,885) 80,248
Real estate companies 120,393 91 1,007 882 517 2,121 (1,503) 123,50¢
Holding companies 26,055 - 2 5 6 120 (236) 25,952
Retail 51,090 86 593 103 482 684 (715) 52,323
Services 100,367 731 2,065 1,408 374 1,549 (2,675) 103,81¢
Information, technology and
communication 31,710 464 70 7 19 28 (443) 31,858
Manufacturing 13,840 4,369 139 139 372 3,158 (4,839) 17,178
Agriculture 8,617 26 58 73 - 69 (123) 8,720
Other 1 - - - - - - 1
Total 947,664 6,483 8,205 6,616 2,700 15,023 (16,190) 970,50z

The table below shows large exposuassat 31 December 28 and 31 December 2017, after credit mitigation.

As at31 December 2018, four customer groups were rated as large exposures in accordance with rules on large
exposurs. Customers are rated as large exposures if their total obligations, or those of finanathityrostrative
connectegarties, exceed 10 percen of t he Gr o Apcording o lthesg riules| ne exposuptert a |
credit risk mitigationmay attain the equivalent of 25 per cemtmoreof the capital base.
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Number |

expo: Large exposure:
(mil1ion
except
At 31 Dec&mber 201
Large exposures between dl0i%g is 3 83,
Large exposures betwe'sncé@tfoi &E 1 -
Tot al 4 53,
Total | arge exposure to eligi 34
At [Belcembé&r 201
Large exposures bet we egelliO0gihahls 2 53,
Large exposures betGrvemepl 0O iakpl 1 -
Tot al 3 53,
Tot al | ar geel iegxiplplisauale t o 2 %

Further information on the aforementioned tables is disclosed in the notes in the 2018 Financial Statements, which
is incorporated by reference to this Base Prospectus.

FUNDING

The Issueris predominantly funded bthreemain sources: deposits from customenarket fundingand share
capital.

Deposits from customers are thesuet s si ngl e | ar g e s tlssdenoffexd ivaniaus tgpesuof c e and
deposits to its customersffering products witHixed and variable rates, nondexed as well as indexed the
Icelandic CPI index. Deposits from customers are predominatelndexed and available on demand.

The Issuer has in place a EUR@),000,00CEur o Medi um EMEN"Mm Natogr@mme t hat i ¢
the Irish Stock Exchange. The EMTN Programmeiut i | i sed to broaden and stren
foreign currencies and all senior unsecured bonds in foreign currencies issued by the Issuer to date are issued
under the EMTN programme.

In addition, the Issuer has in plac&s& 170,000,000,00 Covered Bond Programme, that is listed for trading on

Nasdaq Iceland. Covered Bonds are issued under licence from the Icelandic FME, and in accordance with
reference to Act No. 11/2008 and FME Rules No. 528/2008. The purposepobtitamme is to provifunding

for the | ssuer’s mortgage | oan portfolio and to hedge

Furthermore, the Issuer has in place an ISK 50,000,000,000 debt issuance programme that is listed for trading on
Nasdaq Iceland. The Issuer primgrissues Commercial Paper in the domestic market in ISK under the debt
issuance programme.

The Issuelissued its inaugural Tier 2 issuance of EUR 100 milliotesin September 2018nder its EMTN
ProgrammeThenotesmature in September 2028 and are callable in September 2023. The issuance is rated BBB
by S&P Global Ratings. Theoteshave a fixed 3.13%r cent.coupon for the first five years and were sold at
terms equivalent to a 285 basis point spread oversmgbs in euros.

In October 2018the Nordic Investment BanKNIB") grantecthe Issuer loan of USD 75 milliormaturingin
October 2025.
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Regular auctions of covered bonds were held in 2018 where previously issued bonds were tapimadl by a
nominal value ofSK 32 billion.

Deposits are expected to continue to form a significe
mi ght , however, affect the | ssuer’s deposit base in =
controlsand the increased availability of other investment opportunities for depositors who currently hold deposits

with the Issuer. To reduce the risk of such external factors, the Issuer will continue to diversify its funding profile,
subject to market conditienby issuing bonds in the domestic and international bond markets.

RISK MANAGEMENT FRAM EWORK

Risk is inherent in the Group's activities and is managed through a processgofngnidentification,
measurement, management and monitoring, sutgeetk limits and other controls. Risk identification involves
finding the origins and structures of possible risk factors in the Group's operationsm@erakings. Risk
measurement entails measuring the identified risks for management and monitoring purmadlys. risk
controls and limitgoromotecompliance with rules and procedures, as well as adherence with the Group's risk
appetite.

The objective of the Group's risk policies and procedures is to ensure that the risks in its operations are detected,
measued, monitored and effectivelmanaged. Exposure to risks is managed to ensure that it will remain within
limits and the risk appetite adopted by the Group will comply with regula&apyirements. In order to ensure

that fluctuations which might affect tl@&oup's equity as well as performance are kept limited and manageable,
the Group has adopted policies regarding the risk structure of its asset portfolio which are covered in more detail
under each risk type.

Risk policy is implemented through the riskpaite, goal setting, business strategy, internal policies and limits
that comply with the regulatory framework of the financial markets.

The Board of Directors of thissuerhas overall responsibility for the establishment and oversight of the Group's
risk management framework and riakpetite and risk limit setting. The CEO is responsible for the effective
implementation of the framework and risk appetite through the corpgoatnance structure and committees.
The CEO is a member of the Executive Bhdhe Risk & Finance Committee and the Cr€titnmittee.

The Credit Committee deals with credit riskndividual credit decisions, credit limits on customers and credit

risk policy—while the Risk & Financ€ommittee covers primarily market ridiquidity risk and legal risk. The

Risk & Finance Committee monitors the Grégipverall risk position, is responsitdfter enforcing the Group's

risk appetite and risk limits, reviémg and approing changes to risk models before they are presented to the
Board ofDirectors. The Executive Board serves as a forum for consultation and communication between the CEO
and managing directors, addressing the ngaiment issues in each division and takes decisions on operating
matters not being considered in otB&nding committees.

The Operational Riskommittee is a forum for discussions and decisions on operational risk issues and review
of the effective implementation of the operational frekmework.

Risk appetite is defined as the level and nature of risk thalstheeris willing to take in order to pursue its
articulated strategy. It is defined by constraints reflecting the views of the Board of Directors, the CE® and
Execut i ve B o arisldappetiehisaevi@veaangrévised at least annually.

The material risks which the Group is exposed to and that arise from financial instruments are credit risk, liquidity
risk, market risk and operational risk.

Credit Risk

Credit risk is mainly marged through the credit process and tbeuet s cr edi t ri sk model s
ProbabilitBD"9of DebkaulGLGDETN DBafda dDgpfosADe) (“ These model s
used for various purposes, e.g. in provisioning and managemeningpo
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Credit risk identification

Credit risk is defined as the risk that one party to a financial instrument will cause a financial loss for the other
party by failing to fulfil their agree@bligations and the estimated value of pledged collateral dutesoner
existing claims.

The Group’'s activities may give rise to risk at the t
the risk of loss due to the failure of antity to honour its obligations to deliver cash, securities or atbssts as
contractually agreed.

Credit risk is the greatest single risk faced by the Group and arises principallyifrmans and advances to
customers (i) investments in debsecurities (iii) commitments, guarantees and documentary crelits
cownterparty credit risk in derivatives contrgaed(iv) the aforementionesettlement risk.

Credit risk assessment

Credit risk is measured in three main dimensid¥3; LGD and EAD For the purpose aheasuring PD, the
Group has developed an internal mgtisystem, including a number of internally developed rating models. The
objectives of the ratingystem are to provide a meaningful assessment of obligor characteristics; a meaningful
differentiation of credit quality; and accurate and consigjaantitdive estimates of default risk, i.e. PD. Internal
ratings and associated PD are essential in the risk managemeatg¢asidrmaking process, and in the credit
approval and corporate governance functions.

The rating system has an obligor rating scale whéftects exclusively quantification of the risk of obligor

default, or credit quality. The obligor ratisgale has 10 rating grades forrdbre f aul t ed obl i gor s go
t o ,whefPe” 1 0’ dsthechighest tredit quality, andh e g risausedor defadltedobligors. The rating

assignment is supported by rating models, which takes information such as industry classification, financial
accounts and paymebghaviour into account.

The rating assignment and approval is an integrated pé#neafredit approval process and assignment shall be
updated at least annuglyr whenmaterial information on the obligor or exposure becomes available, whichever
is earlier.

The credit rating models' discriminatory powegrsficantly exceeds the Bashmeworkrequirement of 0.5.
Furthermore, the models are well calibrated, i.ewbighted probability of default for each rating grade is equal
to the actual default rate with respect to reasonable error limits.

LGD is measured using an internal LGD rebfibr the purpose of EC calculations. The internal LGD model takes
into account more types of collateral dadnore sensitive to the collateralisation level than the Basel model.

“Exposure at defadilis an estimate of the amount outstanding (drawn asqeius likely future drawdowns of
yet undrawn lines) in case the borrower defaults.

Credit risk management

The Group's credit ri sk management objective is to e
entails that the only riskakenare tke ones that thelssuer camundestand, measure and manage.

The Group’'s credit risk management i s based on acti ve
& Finance Committee, the Credilommittee, the credit departments within the Risk Managnt Division and

the business units. The Group manages credit risk according to itappsiite statement and credit policy

approved by the Board of Directors as well as detailed lending rules approved by the CEO. The risk appetite and
creditpolicy include limits on large exposures to individual borrowers or grofip®rrowers, concentration of

risk and exposures to certain industries. The @E®s ur es t hat the risk policy is
framework of regulations and guidelines.elksuet s executi ves ar e that¢hslgseelssi bl e f
business units execute the risk policy appropriately and the CEO is responsénlgdeersightin the process as

a whole.
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Incremental credit authorisation levels are defined basedizeno$ units, types of customers and lending
experience of credit officers. The Group has asplemented industry policies to the credit decision process.
Credit decisions exceeding auttsation levels of business units are subject to confirmabgnCredit
Management, a department within Risk Management. Credit decisions exceeding the limits of Credit Management
are subject to approval by tlgroup's Credit Committee. Credit decisions exceeding the limits of the Credit
Committee are subject to approwgl the Board of Directors which holds thigghest credit authorisation within
thelssuer

Credit risk mitigation

Mitigating risk in the credit portfolio is a key ele
part of the creditlecisionprocess. Securinpans with collateral is the main method of mitigating credit risk

whereas for some loan products, collateral is required by legislation, as in the mdirigage market, or is

standard market practice.

The most important types of cateral are real estate, vessels and financial assets (shares or bonds).

The amount and type of collateral required depends on an assessment of the credit risk associated with the
counterparty. Valuation parameters andabeeptability of differenttype§o col | at er al are define
credit policy. Credit extended by the Group may be secured on residentialmmnercial properties, land,

securities, transport vessels, fishing vessels together with thetrarsferable fishing quotas, etc. TheoGp

also securetis loans by means of receivables, inventory and operating assets, such as machinery and equipment.
Residential mortgages involve the underlyiagidential property. Less stringent requirements are set for securing
shortterm persondbans, such as overdrafts and credit card borrowings.

The Group regularly assesses the market value of collateral received. The Group has developed models to estimate
the value of the most frequent typescoflateral. For collateralithout a valuation malel, the Group estimates

the value as the market value less a haifdatrcuts represent @onservative estimate of the costs to sell in a

forced sale. Costs to sell include maintenance costs in the plenimd) which the asset is up for sale, fdes

external advisory services and any loss in value. For listed securities, haircuts are calculated with an internal model
based on variables such as prodatility and marketability.

The Group monitors the market value of mésknarket collateral and mayequire additional collateral in
accordance with the underlying loagreements.

Derivative financial instruments

In order to mitigate credit risk arising from derivatives, the Group chooses the counterparties for derivatives
trading based on stringentles, according to which clients must meet certain conditions set by the Group. The
Group also enters into standard | ntleDAhpt masaler Swap$
agreements with foreign counterparties and similar general nettjragments with domestic counterparties.
Commensurate collateral and margin requirements are in place for all derivative contracts the Group enters into.
Collateral management and monitoring is performed daily and derivative contracts with clients/dredgéd.

The Group’'s supervision system monitors both derivati
equivalent value for each derivative intraday. It also issues margin calls and manages netting agreements.

Amounts due to and from ¢hGroup are offset when the Group has a legally enforceable right to set off a
recognised amount and intends either to settle on a net basis or to realise the asset and settle the liability
simultaneously. External ratings are used where applicable $b iassianaging the credit risk exposure of bonds.
Otherwiset he Group uses fair value estimates based on ava

Credit risk control and monitoring

The Group monitors exposure to identify signs of weakneassiimmer earnings and liquidity as soon as possible.
To monitor customers, the Group usssipplemental to ratingsan Early Warning System which classifies credit
exposure to four credit risk groups (green, yellow, orange and red). The colour clagsificas follows:
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Greenithe customer is considered as performing without signs of repayment problems;

Yellow: the customer shows indication of deteriorating financial strength, which could lead to financial
difficulties;

1  Orange: the customer is or ha=eb in financial difficulties or default; and
1 Red: the customer is in default and in legal collection and/or restructuring.

The Credit Risk department within Risk Management, together with the businesssurétsponsible for the
colour classification the customers and transfer of customers from business units to Restructuring if necessary.

Impairment process

As at 1 January 2018, the Group implemented the-steege expected credit loss model under IFRS 9. Allowance

is calculated as the dronth expected credit loss or the lifetime expected credit |&gected credit losses
depend on whether the credit risk has increased significantly since initial recognition. If the credit risk has not
increased significantly, the loss allowance equalsettpected credit losses resulting from lesents that are
possible within the next 12 months (Stage 1). If the credit risk has increased signifiberajowance measured
equals the lifetimexpected credit losses (Stage 2 and 3). When determinirtbevtiee credit risk on a financial
instrument has increased significantly since inrgagnition, the Group will consider reasonable and supportable
information that is relevant and available without undue cost and effort, includinguzottitative ad qualitative
information.

The expected credit loss is calculated for all loans as a function of PD, EAD andah@B,discounted using

the effective interest rate“EIR”), and incorporates forwardboking information. The forwartboking
information rdlects the expectations of the Valuation Teamdthelssuet s E ¢ dResearcth department and
involves the creation of scenarios of relevant economic variables, including an assessment of the probability for
eachscenario.

Staging and ECL estimation fandividually significant loans is done manually on a quarterly basis. When
assessing individually significant loanganually, the Group considers reasonable and supportable information

that is relevant and available without undue cost and effort, inclbditgiuantitative and qualitative information

and analysis based on the Group’s hi st or -ocked exper
information. Only Stage 3 loans are manually estimated for ECL.

The Group recognises loss allowances fotE@ the following financial instruments that are not measured at
fair value t hr oRVEPhL” :Yeashandbalanées with @entBahkobsnds afid‘debt instruments
loans and advances to financial instituti@ml bans and advances to custers and (ii) offbalance sheet
exposures: ifiancial guarantees and underwriting commitmenitglrawn loan commitmentand wdrawn
overdraft/credit card facilities

When measuring ECL, the Group uses a forwaoking model in compliance with IFRS 9. Bhrequires
considerable judgemeaver how changes in economic factors affect ECL. ECL reflects the present value of cash
shortfalls due to possible default events either ovefdli@ving twelve months or over the expected lifetime of

a financial instrurant, depending on credit deterioration from inception.

The Credit RiskDepartmenis responsible for assessing impairment on loans and receivables and a Valuation
Team, comprised of the CEO, theanaging directors of Finance, Risk Management, Corporatkirgaand
Personal Banking, reviews and approves the assessment.

Total allowance for impairment was ISK 13.1 billion, as at 31 December 2018, as compared to ISK 16.2 billion
at end of year 2017. Allowances have thus decreased during 2018, while thecavarialty amount has increased
considerably. The decrease in allowances is mainly due to woitdoans, lower probability of default and
improved collaterals.
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Liquidity Risk

Liqguidity risk is identified asly greneemphésistsputon®uidity p’ s ke
risk management within thssuer which is both reflected in the risk appetite of the Group as well as in internal

liquidity management policies and rules.

A liquidity policy for the Group is in place and is form@dtby the Risk and Finance Committee. The objective

of the liquidity management policy is to ensure that sufficient liquid assets and funding capacity are available to
meet financial obligations and sustain withdrawals of confidence sensitive deposiisélyananner and at a
reasonable cost, even in times of stress.

The policy aims to ensure that the Group does that by maintaining an adequate level of unencumbered, high
quality liquid assets that can be converted into cash, even in times of stress. The Group has also implemented
stringent stress tests that have aiséalbasis inthéssuet s oper ating environsaueinst t o f u
ability to withstand different and adverse scenarios of stressed operating environments.

The Group’'s liquidity risk is mana gMalket®Riskrdeparanent.y by T
This allows management to monitor and manage liquidity risk throughout the Group. The Risk & Finance
Committee monitors the Group’'s Iliquidity risk, whi l

management process is desidrproperly and operating effectively.

The Group monitors intraday liquidity risk, shoerm 3Gday liquidity risk, liquidity risk for one year horizon
and risk arising from mismatches of longer term assets and liabilities.

The Group’ s | i tpweessintlydesmanage men

1  projecting expected cash flows in a maturity profile rather than relying merely on contractual maturities and
monitoring balance sheet liquidijty

1  monitoring and managing the maturity profile of liabilities andlzdfance sheet commients

1  monitoring the concentration of liquidity risk in order to avoid undue reliance on large financing
counterparties projecting cash flows arising from future busimess

1  maintaining liquidity and contingency plans which outline measures to talke @vent of difficulties arising
from a liquidity crisis.
The liquidity management policy is built on international standards on liquidity risk measurements developed by
t he Basel Commi ttee on Banking SulCR)nd eet stalrle funding . t he
rat NSFR'()* and it also applies measur ementssuert hat best s

Various stress tests have been constructed tdstry to
l i qui diidry grmodilti qui dity risk. T e bsatl raensce tsehsetest ami ex t e
taking tsheuGrewmp operating envigoanwrensubijnd ot iawe owindg w
trends and expert optirnuotni nag et hkee ys tfraecstso rtse sitns .c oTnhse Gr
stress tests that may vary from time to ti me.

The Group complies with t Beamdki qlud @liaryd. RWe.ebk2@@i2b0y %t h
are based onitrleenelnitguiscitt f omrddqu i n the CRD | V/ CRR fra

in lceland in 2017 (Regulation No. 233/2017). Rule No
of 100 per cent. total and 100 Nwer 106mt/.2 0flalr sfed rseir gemn
mi ni mum of 100 per cent. NSFR in foreign currencies.
No . 1032/ 2014 on fuBadmnokig |sceetl amyd timel Gdnngalt he gui del
Il ¢dandic Financi al Supervisory Authority on best prac
guidelines further promote sound management and super

the Graoupk appeli prpoaedséatand porleigetilegnr tTsh eo Griotup Is
position tBa mtkhde tCeentH MH.
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The table bel ow 4«&€tRs asutatt Bd IDeseenber 2018 and 31 Dec

LCRTotLCRFX NSFRFX

As at 31 Becember 201 158% 534 % 16 &6
As at 31 Dlecember 201 157 % 931% 179%
Market Risk

Market risk is the risk that changes in market prices will adversely impact the fair value or future cash flows of
financial instruments. Market risk arises frapen positions in currency, equities and interest rate products, all

of which are exposed to general and specific market movements and changing volatility levels in market rates and
prices, for instance in interest rates, inflation, foreign exchange aatk®quity prices. The majority of the
Group’' s exposures that entail mar ket risk consist of
open currency positions.

The Board of Directors is r esporkappétiteeanclidmg maket tisk.r mi ni n
The CEO of thdssuerappoints the Risk & Finance Committee, which is responsible for developing detailed

market risk management policies and setting market risk limits. Treasury and the Market Making department
within Markets are responsible for managing maniathted positions under the supervision of the Market Risk

unit within Risk Management. The objective of market risk management is to identify, locate and monitor market

risk exposures and analyse and report ta@pate parties. Together, the risk appetite of the Group and the

market risk policies set the overall limits that govern market risk management within the Group.

Market risk monitoring and reporting is governed by the Risk & Finance Committee and enpdenby the
Market Risk department.

The aim of the market risk management process is to quickly detect and correct deficiencies in compliance with
policies, processes and procedures. The Group monitors early indicators that can provide warning aked incre

risk of future losses. Market risk indicators need to be concise, reported in a timely manner, give clear signals,
highlight portfolio risk concentrations and reflect ¢
risk in addition tasummarising risk concentration in different business units and asset classes, as well as across

other attributes such as currencies, interest rates and counterparties. Market risks arising from trading and non
trading activities are measured, monitored eggbrted on a daily, weekly and monthly basis, and the detailed

limits set by the Risk & Finance Committee are monitored by Market Risk.

Interest rate risk

Interest rate risk is managed principally by monitoring interest rate gaps. Interest rate aslagedcentrally
within the Group by the Treasury of thesuer and is monitored by the Market Risk Department.

Sensitivity analysis for trading portfolios

The management of market risk in the trading book is supplemented by monitoring sensitivitytratiitg
portfolios to various scenarios in equity prices and interest rates.

Sensitivity analysis for netrading portfolios

The management of interest rate risk is supplemented by monitoring the sensitivity of financial assets and
liabilities to variousnterest rate scenarios. The Group employs a monthly stress test of the interest rate risk in the
Group’s banking book by measuring the i mpact on prof|
The magnitudes of the shifts are based ondlimnds from the European Banking Authority and the FME, taking

historical interest rate volatility into account.

CPI indexation risk (all portfolios)
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To mitigate the Gr oindexedassetsndnd liabilites, dlesuerfferis hoaCPEridldxed
loans and CRindexed deposits. CPI indexation risk is managed centrally by the Treasurylefukeand is
monitored by the Market Risk Department.

Management of the Group’'s CPI i ndexation rlgseeksi s sup
overall position in CRIndexed financial assets and liabilities netl@tance sheet to various inflation/deflation
scenarios.

Currency risk (all portfolios)

Thelssuercomplies with the Rules No. 950/2010 on Foreign Exchange Balances, asreeOantraBank The

rules stipulate that an institution’s foreign exchang
cent. ofthdssuet s capi tal base, in each cur dssuprsupmitadailyantior al |
monthly reports to the CentrBankwith information on its foreign exchange balance.

Operational risk management

Whereas the executive managing director of each divi
daily maragement of operational risk is in the hands of general managers of each departmdasudihe

establishes, maintains and-oalinates its operational risk management framework at a group level. This
framework complies with tdhat iBoaams el PrCiomuniplteese’ fsor2 OtlHe p
Oper at i on aldsueRnsuwds that op€ratienal risk management stays consistent throughesitighiey

upholding a system of prevention and control that entails detailed procedures, permanensicoipend

insurance policies, together with active monitoring by the Internal Audit Department. By managing operational
risk in this manner, thissuerintends to ensure that alltltesuet s busi ness units are kept ¢
risks, that a rbust monitoring system remains in place and that controls are implemented efficiently and
effectively.

Capital Adequacy

The Group’s capital management policies and practices:s
risk associated with itactivities on a consolidated basis. The capital management framework of the Group
comprises four interdependent areas: capital assessment, risk appetite/capital target, capital planning and
reporting/monitoring. The Group regularly monitors and assesseassk profile inkey business areas on a
consolidated basis and for the most important risk types. Risk appetite sets out the level of risk the Group is willing

to take in pursuit of its business objectives.

The Gy owugppit al requinr emehtasdarcel dewf anddriegul ati ons, o]
on the other. The requirements are based on the Europ
CRR) implementing the Basel 1l capitraelgufimraemewdr lundeEh
of the Basel framework i siBE&Jeor cemedi ofrirslsk mxphlhestur
risk. I'n ce&nf bRanidaguiafetnhene sBas,ell Bferagemmauvad rly assesses
capital need€AARTlhheaghCAAR results are subsequently re
Review and EvailBREOPRTOr By omipsismuUm capital requirement
FME, is the sum ®&fei@udrhmeantd. and Pillar |1

In addition to the minimum capital requirement, thgueris required by law to maintain certain capital buffers
determined by the FME, which may, depending on the situation, be based on recommendations from the Icelandic
Financial Stability Con s e FSC’()". The FSC Issaeras d sySteamatieally impbreant financial
institution in Iceland.

The Group’ s most recent capital reqguirements, as det
REA):

CET1 Tier 1 Total
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Pillar | 4.5% 6.0% 8.0%
Pillar Il R 2.3% 3.0% 4.0%
Minimum requirement under Pillar | and Pillar Il R 6.8% 9.0% 12.0%
Systemic risk buffer 2.85% 2.85% 2.85%
Capital buffer for systematically important institutions 2.00% 2.00% 2.00%
Countercyclical capital buffer 1.19% 1.19% 1.19%
Capital conservation buffer 2.50% 2.50% 2.50%
Combined buffer requirement 8.54% 8.54% 8.54%

153% 17.5% 20.5%

Total Capital Requirement

9 Tier 1 capital is the sum of Common Equity Tier 1 (CET1) capital and Additional Tier 1 (AT1) capital

1 Total capital is the sum of Tier 1 capital and Tier 2 capital

Thelssuet s t arget for the Group’s

Issuet s r i s k alpspeeatso aims to bd in ¢he highest category for r&djusted capital ratio, as

determined and measured by the relevant credit rating agencies.

As at 31 Dece mb e otal @tal Batio wasi4.9 pérrcenu, pomparetl to 26.7 peraeat. 31

mi ni
fully phasedin FME capital requirements, in addition to the management capital buffer that is defined in the

mum tot al

capital

Decemler 2017. As at 31 December 2Qt8e G r o ut@dl GET 1 ratio was 23.6 per cent., compared to 26.3
per. cent.as at31 December2017. Further information can be found in paragraph 50 the 2018 Financial
Statements which is incorporated by reference iritoBhse Prospectus.

LITIGATION

Thelssuerand its subsidiaries are from time to time party to litigation cases, which arise due to the nature of its
business. Théssuerhas formal controls and policies for managing legal claims. Once professional aawice h

been obtained and estimations on any possible amount have been mésdhakes the necessary steps to

mitigate any adverse effects which the claims may have on its financial standing.

Below is a description of pending or threatened proceedgaiast thdssuemwhich may have a significant effect

onthelssuet s f i nanci al position or

On 16 November 2017, the Supreme Court rendered judgmernle tases nos. 770/2016 and 771/2016,
acknowledgig a claim for recognition of the invalidity of collateral that thsuerheld in real estate property

plsswef i tabil ity if

not

owned by a married couple in equal proportionter alia, on the grounds that the signature of the spouse of the

debtor on a collateral agreement did not indicate that the spbtise debtohad agreed to pbas collateral the
part of the property belonging toahspouse, and that other evidence did notcaig that this had beenath
tiskuerhat assessedithemimpaictmfa n c i a |

spouse’s intention. As noted

n

these rulings and does not consider that they will have a significant impact on the amounts disclosedinthe G s

annual financial statements
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In June 2013, a payment card company commenced litigation againsstieeand certain other financial
undertakings claiming tort liability in the amount of around ISK 1.2 billion, plus interest. The plaintiffidrguie

the defendantaereliable in tort for alleged violation of competition rulédn 1 June 2017, the Supreme Court
confirmed the decision of the District Court of Reykjavik to dismiss the case on grounds of insufficient
substantiation. In September 2Q1the same payment card company commenced litigation against the same
defendants as in the previous case claiming tort liability in the amount of around ISK 923 million, plus interest.
The plaintiff, again, argued that the defendatitsuld be heldiable in tort for alleged violation of competition

rules.The Supreme Court dismissed this case on 13 June 2018. In November 2018, a former owner of the payment

card company, having had the alleged rights assigned to him from the payment card company, besughsa

against the same parties and demanded acknowl edgement

competition rules. Thdssuerrejects all claims put forth by the plaintiff and hagbmittedthat the case be
dismissed

In December2014, thelssuersold to Arion Bank all its shares in Valitor Holding hfValitor "), the parent
company of Valitor hf. The agreement includes an indemnity clause under whidstlees to proportionally
compensate Arion Bank with regards to certaises concerning Valitor that relate to events that occurred before
delivery of the sold sharesyter alia, for potential compensatory damages that Valitor may be obligated to pay

for an alleged | oss sustained dnerd Atage oN thd matteohas eent er mi |

filed before the District Court of Reykjavik.

In January 2017, théssuercommenced proceedings before the Reykjavik District Court against BPS ehf.,
Eignarhaldsfélagid Borgun slf., Borgun hf. and the then CEO of Bdnfurhelssuerconsideedthe defendants

to have been in possession of information about the shareholding of Bdrganvisa Europe Ltd. when the
Issuersold its 31.2per centshareholding in Borgun haindthey failed to disclosé to thelssuer The Issuer
demangddac k nowl edgement of the def end éssueran’these graubds.Thet vy
defendants demanded dismissal of the case which was rejected by the Reykjavik District Court in JUite 2017.
defendantshensubmitted their written defencasresponse tthelssuet s p | dneaduiing was madem10
September 201,8n favour of the Bankhie Reykjavik District Courppointedassessors to evaluate certain issues
regarding Borgunh f . ' s a n n utatéments.iTmsaraliogi veas cordirmed byhe Court of Appeal
(Landsréttur) on 30 October 2018

I n September 2018, the Il cel andi c Bank Bssueythe IGelamdis i o n
CentralBank the Icelandic State and certain conmiparand associations. The Pension Fund demands that an
agreement from 1997 between the Fund and the defendants be amendeddiastiyg requirthe defendanto

pay a total of around ISK 5,600 million to the Fund, out of whichdkaershall pay asund ISK 4,100 million,

and, secondlyso as to requir¢ghe defendantso guar ant ee the obligations of
(Hlutfallsdeild), the total amount ofvhich are higher thah h e  Fagsed@t'arsy time. At a hearing of the case

on 8 Janug 2019 before the District Court of Reykjaytke Issuesubmitted a statement of defence, rejecting

all claims.

On 8 March 2018, the Supreme Court concluded in case no. 159&0ith did not involve the Issuerthat a
commercialBank could not claimpenalty rates on two mortgages that had fallen due during a temporary
moratorium on payments for an individual under Act No. 101/2010, on Debt Mitigation for Individlbeltssuer

has assessed the impact of the ruling and commenced recalculation iofloarta to which th&ank believes

that thelegal precederset by that case maypply. Moreover, thdssuerhas made a provision fathe estimated
impact of the ruling in its annual financial statensdat 2018.

COMPETITION

The Icelandic competitive talscape is comprised of four commercial bafdg; savings banksandfive credit
undertakings The financials market also includesn securities companiesne securities brokerage amidne
management companies ohdertakings for collective investmeit transferable securitie6 UCITS” .)In
addition, he HFF, a fully statewned mortgage lender, offers financing for residential housing in Iceland (see
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AFinanci al Mar®ehesr i Rellewdmtndl nst it u)tThereis subsmial t he f i r
competition for the types of banking and other products and servicésstierprovides.Such competition is

affected by various factors such as, consumer demand, technological changes, new entrants, regulatory actions

and impact of consolidation.

Thelssuet s main competitors are the ot her ,ArerBagkand o mmer Ci
Kvika Bank With the recovery of the Icelandic economy, demand for new lending and other financial products

has increasedThe Issuer is subject toonsiderable regulatory scrutiny that can hinder competitiveness, in
particular visa-vis Fintech firms, which are not subject to the same regulatory buAdigmn the next couple of

year s, Il celand is expected to menylthoth noasurhersRrilDusinessesh i ¢ h ¢
to use third party providers to manage their finances. Issuers, however are obligated to provide thes#ythird
providers access to their customer s’ APt'c)o u mbaklesthhr ough
third-parties to build financial service on toplminks dat a and i nfrastructure. It i
increased competition. Aemerging source ofatnpetition for the Issuer comefrom smaller specialised

institutions such as Fitechcompaniesandshadowbanking where online solutions may have greater impact on

the marketThe Icelandic pension funds have also become more active competitors after they started increasing

their mortgage lending to the public at aggressive inteagss, partially as a result of the fact that they are not

subject to the speci al t ax whi c@Ghanges $n Texllaws @& th theim f i na
int erpretation c¢ aulBd shEepmsiomhfendslalsosproede éonien for deposits, as a
proportion ofanindividuals s avi ngs (proportion of persons’ sal ary &

pension funds rather than in bank deposits, since it is required to do so.Buttdvermoreforeign banks are

creating competitioim the Icelandic corporate market with loan offerings to larger compdhiasrger activity

among smaller financial institutions manages to produce larger, better capitalised companies that are able to offer
a wide array of products and services at more competitive prices, competition may intensify even further in the
coming years

Thelssuerwill continue to offer a full range of specialised financial services to individuals, corporate entities and
institutions,as well as work on further product developments to meet consumer dearahésce increased
competition from domestic competitors, as well as foreign banks potentially seeking to establish operations in
Iceland.

The AGM of the Issuer held on 14 April 20&6trusted the Board of Directors to add to its protocols provisions
on the competitive independence of the Issuer towards otherastated commercidbanks
ADMINISTRATIVE, MANA GEMENT, AND SUPERVISORY BODIES

As at the date of this Base Prospectus,3beior Management and Directors of the Issuer, their functions and
their principal outside activities (if any) are as follows:

Name Function Principal Outside Activities

Senior Management

Ms. Lilja Bjork Einarsdottir CEO Board member of thelcelandic
Financial Services Association, ¢
Haskolasjoarinn.

Mr. Arinbjérn Olafsson Managing Director ¢ Board member of Flygildi ehf. ai
| nf ormati onlITT Adgerdarannsoknafélag islands.

Mr. Arni b6r bPorbjérnsson Managing Director ¢ Board member of Motus el
Corporate Banking Greidslumidlun islands ehf.

Mr. Helgi Teitur Helgason Managing Director of Persor Board member of Motus ehf. a
Banking Greidslumidlun islands ehf.
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Name

Function

Principal Outside Activities

Ms. Hrefna Osp Sigfinnsdéttir
Mr. Hreidar Bjarnason
Ms. Perla Osp Asgeirsdottir

Board of Directors
Ms. Helga Bjork Eiriksdottir

Ms. Berglind Svavarsdottir

Mr. Einar b6r Bjarnason

Mr. Hersir Sigurgeirsson

Ms. Sigridur Benediktsdottir

Managing Director oMarkets

Managing Director of Finan
(CFO" )

Managing Director of Ris
Management, CRO

Chairman

Board Member

Board Member

Board Member

Board Member
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Chairman of the Board
IcelandSIF

N/A

N/A

General Manager and Bo:

Member of Integrum ehf.

Board Member of Budz Boot Car
ehf.

General Manager and Altern
Board Member of Forli ehf.

Attorney and partner a@Reykjavik
Law Firm.

Board Member of Kulygirehf.
Chairman of the Board of Icelant
Bar Association

General Manager
Member of Gyrus ehf.

and Bo:

Chairman of the Board of Directc
of Intellecta ehf.
Alternate  Board
Gloggvir ehf

Member

Associate Professor in the Fact
of Business Administration of tl
University of Iceland, ar
independent consultant.

Board Member C
Endurreisnarsjédurinn  ehf. a
Audfraedasetur sf.

General Manager and Bo:
Member of Kvanehf.
Senior lecturer and dean

undergraduate studies of Glo
Affairs at Yale University in th
US, where she was awarded
doctorate in economics in M
2005

Board member of noprofit
organization NewHave Reads



Name Function Principal Outside Activities

Ms. Gudran O. Bléndal Alternate Board Member of Eimskiggfélac
islands hf.
Mr. Thorvaldur Jacobsen Alternate Associate partner of Valc

Consulting A/S.

Was Managing Director
Vatryggingarfélag islands hf. fro
2012 until 2017.

Board Member of Sensa ehf. ¢
Sunnuvegur 13 ehf.

The business address of each of the Senior Management and Directors above is AusturstradRiel/kjahak,
Iceland.

There are no potential conflicts of interests between any duties of the Senior Managed Directors above
and their private interests and/or other duties
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