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BASE PROSPECTUS

18X Arion Bank

ARION BANK HF.
(incorporated with limited liability in Iceland)

€1,000,000,000
Euro Medium Term Note Programme

Under this €1,000,000,000 Euro Medium Term Note Programme (the Programme), Arion Bank hf. (the
Bank) may from time to time issue notes (the Notes) denominated in any currency agreed between the Bank
and the relevant Dealer (as defined below).

The maximum aggregate nominal amount of all Notes from time to time outstanding under the Programme
will not exceed €1,000,000,000 (or its equivalent in other currencies calculated as described in the
Programme Agreement (as defined in "Subscription and Sale")), subject to increase as described herein. The
Notes may be issued on a continuing basis to one or more of the Dealers specified under "Overview of the
Programme™" and any additional Dealer appointed under the Programme from time to time by the Bank (each
a Dealer and together the Dealers), which appointment may be for a specific issue or on an ongoing basis.
References in this Base Prospectus to the relevant Dealer shall, in the case of an issue of Notes being (or
intended to be) subscribed by more than one Dealer, be to all Dealers agreeing to subscribe such Notes.

An investment in Notes issued under the Programme involves certain risks. For a discussion of these
risks see "'Risk Factors™.

Application has been made to the Commission de Surveillance du Secteur Financier (the CSSF) in its
capacity as competent authority under the Luxembourg Act dated 10 July 2005 on prospectuses for securities
(the Prospectus Act 2005) to approve this document as a base prospectus. The CSSF assumes no
responsibility for the economic and financial soundness of the transactions contemplated by this Base
Prospectus or the quality or solvency of the Bank in accordance with Article 7(7) of the Prospectus Act
2005. Application has also been made to the Luxembourg Stock Exchange for Notes issued under the
Programme to be admitted to trading on the Luxembourg Stock Exchange's regulated market and to be listed
on the Official List of the Luxembourg Stock Exchange.

References in this Base Prospectus to Notes being listed (and all related references) shall mean that such
Notes have been admitted to trading on the Luxembourg Stock Exchange's regulated market and have been
admitted to the Official List of the Luxembourg Stock Exchange. The Luxembourg Stock Exchange's
regulated market is a regulated market for the purposes of the Markets in Financial Instruments Directive
(Directive 2004/39/EC).

Notice of the aggregate nominal amount of Notes, interest (if any) payable in respect of Notes, the issue
price of Notes and certain other information which is applicable to each Tranche (as defined under "Terms
and Conditions of the Notes") of Notes will be set out in a final terms document (the Final Terms) which
will be filed with the CSSF. Copies of Final Terms in relation to Notes to be listed on the Luxembourg
Stock Exchange will also be published on the website of the Luxembourg Stock Exchange (www.bourse.lu)

The Notes have not been and will not be registered under the United States Securities Act of 1933, as
amended, (the Securities Act) and are subject to U.S. tax law requirements. Subject to certain exceptions,
Notes may not be offered, sold or delivered within the United States or to, or for the account or benefit of,
U.S. persons (see "Subscription and Sale™).
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The Programme provides that Notes may be listed or admitted to trading, as the case may be, on such other
or further stock exchanges or markets as may be agreed between the Bank and the relevant Dealer. The
Bank may also issue unlisted Notes and/or Notes not admitted to trading on any market.

The Bank has been rated BB+ by Standard & Poor’s Credit Market Services Europe Limited (Standard &
Poor’s). The Programme has been rated BB+ by Standard & Poor’s. Standard & Poor’s is established in the
European Union and is registered under the Regulation (EC) No. 1060/2009 (as amended) (the CRA
Regulation). As such Standard & Poor’s is included in the list of credit rating agencies published by the
European Securities and Markets Authority on its website (at http://www.esma.europa.eu/page/List-
registered-and-certified-CRAS) in accordance with the CRA Regulation. Notes issued under the Programme
may be rated or unrated by the rating agency referred to above. Where a Tranche of Notes is rated, such
rating will be disclosed in the Final Terms and will not necessarily be the same as the rating assigned to the
Programme by Standard & Poor’s. A security rating is not a recommendation to buy, sell or hold securities
and may be subject to suspension, reduction or withdrawal at any time by the assigning rating agency.

Arranger

Deutsche Bank

Dealers
Barclays Citigroup
Deutsche Bank Goldman Sachs International
Morgan Stanley Nomura
Pareto Securities UBS Investment Bank

The date of this Base Prospectus is 23 April 2014.
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IMPORTANT INFORMATION

This Base Prospectus comprises a base prospectus in respect of all Notes issued under the Programme for the
purposes of Article 5.4 of Directive 2003/71/EC as amended (which includes the amendments made by
Directive 2010/73/EU to the extent that such amendments have been implemented in a relevant Member
State of the European Economic Area) (the Prospectus Directive).

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

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

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

No person is or has been authorised by the Bank to give any information or to make any representation not
contained in or not consistent with this Base Prospectus or any other information supplied in connection with
the Programme or the Notes and, if given or made, such information or representation must not be relied
upon as having been authorised by the Bank or any of the Dealers.

Neither this Base Prospectus nor any other information supplied in connection with the Programme or any
Notes (a) is intended to provide the basis of any credit or other evaluation or (b) should be considered as a
recommendation by the Bank or any of the Dealers that any recipient of this Base Prospectus or any other
information supplied in connection with the Programme or any Notes should purchase any Notes. Each
investor contemplating purchasing any Notes should make its own independent investigation of the financial
condition and affairs, and its own appraisal of the creditworthiness, of the Bank. Neither this Base
Prospectus nor any other information supplied in connection with the Programme or the issue of any Notes
constitutes an offer or invitation by or on behalf of the Bank or any of the Dealers to any person to subscribe
for or to purchase any Notes.

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

IMPORTANT INFORMATION RELATING TO THE USE OF THIS BASE PROSPECTUS AND
OFFERS OF NOTES GENERALLY

This Base Prospectus may only be used for the purposes for which it has been published.
This Base Prospectus does not constitute an offer to sell or the solicitation of an offer to buy any Notes in

any jurisdiction to any person to whom it is unlawful to make the offer or solicitation in such jurisdiction.
The distribution of this Base Prospectus and the offer or sale of Notes may be restricted by law in certain



jurisdictions. The Bank and the Dealers do not represent that this Base Prospectus may be lawfully
distributed, or that any Notes may be lawfully offered, in compliance with any applicable registration or
other requirements in any such jurisdiction, or pursuant to an exemption available thereunder, or assume any
responsibility for facilitating any such distribution or offering. In particular, no action has been taken by the
Bank or the Dealers which is intended to permit a public offering of any Notes or distribution of this Base
Prospectus in any jurisdiction where action for that purpose is required. Accordingly, no Notes may be
offered or sold, directly or indirectly, and neither this Base Prospectus nor any advertisement or other
offering material may be distributed or published in any jurisdiction, except under circumstances that will
result in compliance with any applicable laws and regulations. Persons into whose possession this Base
Prospectus or any Notes may come must inform themselves about, and observe, any such restrictions on the
distribution of this Base Prospectus and the offering and sale of Notes. In particular, there are restrictions on
the distribution of this Base Prospectus and the offer or sale of Notes in the United States, the European
Economic Area (including the United Kingdom and Iceland), Japan and Hong Kong, see "Subscription and
Sale".

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

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

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

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

(iii)  has sufficient financial resources and liquidity to bear all of the risks of an investment in the Notes,
including Notes where the currency for principal or interest payments is different from the potential
investor's currency;

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

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

Legal investment considerations may restrict certain investments. The investment activities of certain
investors are subject to legal investment laws and regulations, or review or regulation by certain authorities.
Each potential investor should consult its legal advisers to determine whether and to what extent (1) Notes



are legal investments for it, (2) Notes can be used as collateral for various types of borrowing and (3) other
restrictions apply to its purchase or pledge of any Notes. Financial institutions should consult their legal
advisers or the appropriate regulators to determine the appropriate treatment of Notes under any applicable
risk-based capital or similar rules.

PRESENTATION OF INFORMATION

In this Base Prospectus, all references to:

Financial Statements means the audited consolidated annual financial statements of the Bank for
the financial year ended 31 December 2013;

References in this Base Prospectus to the Group are to the Bank and its consolidated subsidiaries,
taken as a whole;

U.S. dollars, U.S.$ and $ refer to United States dollars;
ISK, krona or kronur refer to Icelandic Krona;
Sterling and £ refer to pounds sterling; and

euro and € refer to the currency introduced at the start of the third stage of European economic and
monetary union pursuant to the Treaty on the Functioning of the European Union, as amended.
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STABILISATION

In connection with the issue of any Tranche of Notes, the Dealer or Dealers (if any) named as the
Stabilisation Manager(s) (or persons acting on behalf of any Stabilisation Manager(s)) in the
applicable Final Terms may over-allot Notes or effect transactions with a view to supporting the
market price of the Notes at a level higher than that which might otherwise prevail. However, there is
no assurance that the Stabilisation Manager(s) (or persons acting on behalf of a Stabilisation
Manager) will undertake stabilisation action. Any stabilisation action may begin on or after the date
on which adequate public disclosure of the terms of the offer of the relevant Tranche of Notes is made
and, if begun, may be ended at any time, but it must end no later than the earlier of 30 days after the
issue date of the relevant Tranche of Notes and 60 days after the date of the allotment of the relevant
Tranche of Notes. Any stabilisation action or over-allotment must be conducted by the relevant
Stabilisation Manager(s) (or persons acting on behalf of any Stabilisation Manager(s)) in accordance
with all applicable laws and rules.



OVERVIEW OF THE PROGRAMME

The following overview does not purport to be complete and is taken from, and is qualified in its entirety
by, the remainder of this Base Prospectus and, in relation to the terms and conditions of any particular
Tranche of Notes, the applicable Final Terms.

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

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

Issuer: Arion Bank hf.

Risk Factors: There are certain factors that may affect the Bank’s ability to
fulfil its obligations under Notes issued under the Programme.
These are set out under "Risk Factors" and include the exposure
of the Bank to credit risk, market risk, operational risk and
liquidity risk. In addition, there are certain factors which are
material for the purpose of assessing the market risks associated
with Notes issued under the Programme. These are set out under
"Risk Factors™ and include certain risks relating to the structure
of particular Series of Notes and certain market risks.

Description: Euro Medium Term Note Programme
Arranger: Deutsche Bank AG, London Branch
Dealers:

Barclays Bank PLC

Citigroup Global Markets Limited
Deutsche Bank AG, London Branch
Goldman Sachs International

Morgan Stanley & Co. International plc
Nomura International plc

Pareto Securities AB

UBS Limited

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

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

Notes having a maturity of less than one year



Fiscal Agent:
Listing Agent:

Programme Size:

Distribution:

Currencies:

Maturities:

Issue Price:

Form of Notes:

Fixed Rate Notes:

Floating Rate Notes:

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

Citibank, N.A., London Branch
Banque Internationale a Luxembourg, société anonyme

Up to €1,000,000,000 (or its equivalent in other currencies
calculated as described in the Programme Agreement)
outstanding at any time. The Bank may increase the amount of
the Programme in accordance with the terms of the Programme
Agreement.

Notes may be distributed by way of private or public placement
and in each case on a syndicated or non-syndicated basis.

Notes may be denominated in, subject to any applicable legal or
regulatory restrictions, any currency agreed between the Bank
and the relevant Dealer.

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

Notes may be issued on a fully-paid basis and at an issue price
which is at par or at a discount to, or premium over, par.

The Notes will be issued in bearer form as described in "Form of
the Notes".

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

Floating Rate Notes will bear interest at a rate determined:

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



Change of Interest Basis:

Zero Coupon Notes:

Redemption:

Denomination of Notes:

first Tranche of the Notes of the relevant Series); or

(b) on the basis of the reference rate set out in the applicable
Final Terms.

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

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

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

Notes may be offered in circumstances where the provisions
relating to Floating Rate Notes will apply for a certain period
and, at the end of such period, the provisions relating to Fixed
Rate Notes will apply until the Maturity Date (or vice versa), as
set out in the applicable Final Terms.

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

The applicable Final Terms will indicate either that the relevant
Notes cannot be redeemed prior to their stated maturity (other
than for taxation reasons or following an Event of Default) or
that such Notes will be redeemable at the option of the Bank
and/or the Noteholders upon giving notice to the Noteholders or
the Bank, as the case may be, on a date or dates specified prior to
such stated maturity and at a price or prices and on such other
terms as may be agreed between the Bank and the relevant
Dealer. The Notes will only be redeemed at an amount other
than 100 per cent. of their nominal amount in the case of certain
Zero Coupon Notes.

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

The Notes will be issued in such denominations as may be
agreed between the Bank and the relevant Dealer save that the
minimum denomination of each Note will be such amount as
may be allowed or required from time to time by the relevant
central bank (or equivalent body) or any laws or regulations
applicable to the relevant Specified Currency, see "Certain
Restrictions - Notes having a maturity of less than one year"
above, and save that the minimum denomination of each Note
will be €100,000 (or, if the Notes are denominated in a currency
other than euro, the equivalent amount in such currency).
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Taxation:

Negative Pledge:
Cross Default:

Status of the Notes:

Rating:

Listing:

Governing Law:

Selling Restrictions:

All payments in respect of the Notes will be made without
deduction for or on account of withholding taxes imposed by any
Tax Jurisdiction as provided in Condition 6. In the event that
any such deduction is made, the Bank will, save in certain
limited circumstances provided in Condition 6, be required to
pay additional amounts to cover the amounts so deducted.

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

The terms of the Notes will contain a cross default provision as
further described in Condition 8.1(c).

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

The Programme has been rated BB+ by Standard & Poor’s.
Series of Notes issued under the Programme may be rated or
unrated. Where a Series of Notes is rated, such rating will be
disclosed in the applicable Final Terms and will not necessarily
be the same as the ratings assigned to the Programme. A
security rating is not a recommendation to buy, sell or hold
securities and may be subject to suspension, reduction or
withdrawal at any time by the assigning rating agency.

Application has been made to the CSSF to approve this
document as a base prospectus. Application has also been made
for Notes issued under the Programme to be listed the
Luxembourg Stock Exchange.

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

The applicable Final Terms will state whether or not the relevant
Notes are to be listed and/or admitted to trading and, if so, on
which stock exchanges and/or markets.

The Notes and any non-contractual obligations arising out of or
in connection with the Notes will be governed by, and shall be
construed in accordance with, English law.

There are restrictions on the offer, sale and transfer of the Notes
in the United States, the European Economic Area (including the
United Kingdom and Iceland), Japan and Hong Kong and such
other restrictions as may be required in connection with the
offering and sale of a particular Tranche of Notes, see

10
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"Subscription and Sale".

United States Selling Restrictions: Regulation S, Category 2. TEFRA C or D/TEFRA not
applicable, as specified in the applicable Final Terms.

11



RISK FACTORS

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

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

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

FACTORS THAT MAY AFFECT THE BANK'S ABILITY TO FULFIL ITS OBLIGATIONS
UNDER NOTES ISSUED UNDER THE PROGRAMME

The Bank's business is materially affected by Iceland's economy which was in recession throughout 2009
and 2010 and, although GDP growth returned in 2011, 2012 and 2013, Iceland’'s economy remains
vulnerable to a range of internal risks and external shocks

Iceland's economy entered into a severe recession in the fourth quarter of 2008, with gross domestic product
(GDP) falling by 6.6 per cent. in 2009 and by 4.1 per cent. in 2010, in each case relative to the year before.
The recession followed a period of high growth of Iceland's economy that began in 2003 and was
characterised by enhanced access to credit at lower interest rates, which resulted in rising real estate prices
and a sharp expansion of private consumption. GDP grew at an annual rate of over 7 per cent. in each of
2004 and 2005. The economic growth became increasingly imbalanced, however, as the mounting debt of
households, rising real estate prices and expansion of private consumption in turn fuelled inflationary
pressures and a widening deficit.

Early in October 2008, Iceland's economy experienced a serious banking crisis when nearly nine-tenths of
Iceland's banking system collapsed. The three large commercial banks, Glitnir Bank hf. (Glitnir),
Landsbanki Islands hf. (Landsbanki) and Kaupthing Bank hf. (Kaupthing), were taken into special
resolution regimes on the basis of emergency legislation passed by Parliament. This collapse accelerated the
prevailing recessionary forces, as did the international contraction in world trade and economic activity in
the last months of 2008 and the first half of 2009.

To restore confidence and stabilise the economy, a joint economic programme was developed in November
2008 (the Joint Economic Programme) by the Icelandic government, the Icelandic Central Bank (the
Central Bank) and the International Monetary Fund (the IMF) under a two year Stand-By Arrangement that
was subsequently extended until 31 August 2011. The Stand-By Arrangement included a loan of
approximately U.S.$2.1 billion and was accompanied by bilateral loan commitments from European
neighbours and other loan commitments and standing facilities aggregating approximately U.S.$3 billion.
The Joint Economic Programme was successfully concluded in August 2011.

Although Iceland's economy has shown some signs of recovery since 2011, with GDP growth of 2.7 per
cent. in 2011, 1.4 per cent. in 2012 and 3.3 per cent. in 2013, it is too early to predict whether or not there
will be a sustained and stable recovery because of the difficulties in resolving the problems arising out of the
financial crisis and sustaining the economic recovery process.
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Iceland's economy is also vulnerable to a range of risks affecting the banking system (see "Iceland’s banking
sector is in the process of being restructured and remains subject to considerable risks. Should any of these
risks materialise the Bank could be materially and adversely affected, either directly or by association
should the risks primarily materialise in relation to other Icelandic banks™) as well as risks relating to a
range of domestic and external factors discussed below.

The domestic factors that could undermine or reverse Iceland's recent economic recovery include:

) Removal of capital controls: As a result of the financial crisis in 2008, the Central Bank introduced
capital controls in November 2008 which are now in the process of being gradually relaxed in
accordance with the capital controls liberalisation strategy established in March 2011. In March
2013, the Icelandic parliament repealed the original deadline for the removal of capital controls and
there is currently no set date for their removal. Removing the restrictions on capital flows imposed
by the capital control regime too rapidly would likely result in rapid and severe depreciation of the
krona, resulting in increased inflation and strain on borrowers in Iceland as well as disruption to the
Icelandic economy and financial system, resulting in depressed consumption, foreign direct
investment and employment levels. For example, should current capital controls be lifted without the
appropriate safeguards in place, funding of Iceland’s commercial banks could be adversely affected
by the rapid withdrawal of krona demand deposits by customers, particularly non-resident holders of
krona, who are currently prevented from doing so by the capital control regime, but who would be
able to withdraw their krona funds at will if these restrictions were lifted. If the capital control
regime is terminated too quickly, or in a manner which fails to protect the Icelandic economy from
the negative impact of its removal, there will be negative consequences for the government’s fiscal
position, the stability and recovery of Iceland’s financial sector, and the Icelandic economy as a
whole.

° Lack of foreign direct investment: Even if gradual liberalisation of the capital control regime is
successful, there can be no assurance that additional foreign direct investment in Iceland will
materialise when capital controls are removed. Should there be insufficient foreign direct investment
in Iceland following removal of the capital controls, Iceland's fiscal and balance of payments deficits
could worsen.

° Other factors: Other factors also pose significant risks to Iceland's economic and fiscal position. For
example, as a result of slower than expected economic growth, lower than projected tax revenue,
high labour costs and other factors, Iceland missed its budget targets in 2010, 2011, 2012 and 2013.
Whilst inflation currently remains within the Central Bank’s target rate, because of concerns of an
output gap over the next two years the Central Bank’s inflation outlook for this period is that the rate
of inflation could rise. As a result of these other factors, including the high level of corporate and
household debt, the ongoing restructuring of the financial sector including the winding up of the
failed banks, and levels of consumption or foreign direct investment, Iceland's economy risks a
return to recession, either on its own or in tandem with the economies of its largest trading partner,
the European Union.

Iceland's economy remains vulnerable to external factors, including conditions in Europe and other
international economic and political developments, many of which are outside the control of the government.
In particular, instability or deterioration of the international financial markets and the European sovereign
debt crisis could have a material adverse effect on the recovery of Iceland's economy. Although the financial
sector in Iceland is subject to capital controls and is mostly funded by domestic deposits, a global recession
is likely to affect demand for, and the price of, Iceland's most important exports (being fish products and
aluminium) and adversely impact its receipts from tourism (which is also an important element of its
economy).

Should Iceland's economy be adversely affected by domestic factors or external shocks, whether as a result
of any of the above factors or for other reasons, this could adversely affect the ability of the Bank's
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customers to repay their loans (many of which have already been restructured) which in turn could have a
material adverse affect on the Bank's business, financial conditions, results of operations, cash flows and
prospects, and its ability to make payments in respect of the Notes.

Iceland’s banking sector is in the process of being restructured and remains subject to considerable risks.
Should any of these risks materialise the Bank could be materially and adversely affected, either directly
or by association should the risks primarily materialise in relation to other Icelandic banks

Following the collapse of Glitnir, Landsbanki and Kaupthing (the Old Banks), the Icelandic Financial
Supervisory Authority (the FME) transferred certain of their assets and liabilities (including the domestic
deposits) into three new banks, Islandsbanki, Landsbankinn and Arion, respectively (the New Banks), that
were established in October 2008. The Icelandic banking sector is dominated by the New Banks but also
includes other commercial banks and savings banks. The New Banks currently have limited access to the
international financial markets and have so far engaged in only limited new lending, primarily domestic
lending in krona. The vast majority of the New Banks' funding comes from deposits by customers and it may
be difficult for these banks to diversify their funding in the near future. Since October 2008, the government
has maintained a policy that deposits in banks domiciled in Iceland are guaranteed by the State but this
guarantee may be withdrawn at any time, which may adversely affect the availability of deposits and
therefore have a negative impact on the business and assets of Icelandic banks. Moreover, as current capital
controls are lifted, funding of Icelandic banks could be adversely affected by the withdrawal of deposits by
customers who are currently unable to do so due to such capital controls. The government has stated its
intention to manage the exchange controls with a view to mitigating the risk of capital flight from such
customers. However, there is no guarantee that the central bank will be able to halt capital flight as controls
are lifted. In addition, the ability of the central bank to manage the controls may be affected by the need for
foreign investment to spur economic growth. If the capital control regime is terminated too quickly, or in a
manner which fails to protect the Icelandic financial sector from the negative impact of its removal, Icelandic
banks would suffer a material adverse effect.

Further, the growth of foreign currency transactions by Icelandic banks is expected to be limited by
continued capital controls, which may continue to be in place for some time as there is no set date for their
removal. Even though a large amount of Icelandic banks' assets are denominated in foreign currencies, the
banks do not have access to foreign funding or exchange rate hedging to the same degree as before and may
continue to experience difficulty in protecting the value of their portfolios.

Uncertainty about the quality of the loan assets held by the New Banks and the continued high levels of non-
performing loans on their balance sheets is a major risk to the business, financial condition, performance and
prospects of Icelandic banks. Iceland's New Banks are capitalised with pre-crisis domestic loans extended by
the failed banks, many of which are being restructured and many of which may be unrecoverable. During the
period from 2003 through 2007, the Old Banks maintained liberal lending policies, and Icelandic households
and businesses took on a large amount of debt, of which a large proportion was denominated in, or indexed
to the value of, a foreign currency. Prior to October 2008, the Old Banks lent extensively in foreign currency.
As a result, a large portion of the assets of the New Banks consist of foreign currency loans to businesses and
individuals in Iceland that were made before the financial crisis. As a result of the pre-crisis lending practices
of the Old Banks, these borrowers were highly indebted before the crisis, and the subsequent collapse of the
krona raised their foreign loan balances sharply. In many cases, these borrowers lack sources of foreign
currency income or assets to service their borrowings. The depreciation of the krona and the resulting
changes in operating conditions have caused these borrowers financial and operating difficulties. Many
borrowers have negotiated deferred payments or have had their loans frozen temporarily, many others are in
need of balance sheet restructuring and defaults have escalated. In the current economic climate, it is
exceptionally difficult to determine both borrowers’ actual capacity to pay and the value of loan collateral.
Uncertainty about the quality of the loan book also reflects legal risk regarding loans linked to foreign
currencies, especially with respect to commercial loans indexed to a foreign currency, and various adverse
Supreme Court judgments in relation to such loans have resulted in significant impairments being taken by
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Icelandic banks. As a result, loan recovery is unusually uncertain, in terms of both the amount recoverable
and whether loans will be repaid on time.

Levels of non-performing loans, determination of loan values and the levels of write-offs will depend, in the
medium term, on general economic developments and on the operating and financial condition of the
particular borrowers, as well as decisions by the Icelandic Supreme Court affecting the value of foreign
exchange indexed loans. Worldwide financial and economic developments, and particularly financial and
economic developments in the United Kingdom and the other European countries that constitute Iceland's
main trading partner countries, will also have an effect. If the assets of one or more of the New Banks turn
out to be inadequate to sustain the relevant bank’s capital adequacy ratios, capital contributions from the
State will likely be necessary to restore their financial condition. Any such rescue could be costly for the
State and would represent a major setback for the growth and international acceptance of the new Icelandic
banking system.

Iceland's savings banks, which represent a smaller share of the banking system than the commercial banks,
have also experienced distress. The total assets of the savings bank system amounted to ISK 56 billion as of
30 June 2013 compared to ISK 627 billion as of 31 December 2007. The biggest factor in this decline was
the collapse of Reykjavik Savings Bank (SPRON), the largest of the savings banks, which was taken over by
the FME in March 2009. SPRON's deposits were subsequently transferred to the Bank, and a bond was
issued to the Bank to back up those deposits, secured by the estate of SPRON and by a State indemnity.
Overall, the savings banks have made substantial write-offs due to falling securities prices and anticipated
loan losses.

Iceland's new banking system is small and the New Banks have limited opportunities for growth in the near
term. Given the existing leverage of Icelandic households and businesses and continuing lack of economic
growth, the New Banks are not expected to grow significantly through domestic lending in the near term. It
is also unlikely that the New Banks will grow through international operations in the near future. The New
Banks have begun to re-establish credit lines with foreign institutions which is beginning to give them access
to foreign currency transactions, but on a limited scale. They are unlikely to be able to engage in such
transactions to any meaningful degree until capital controls are completely removed, which may not happen
for a considerable time as there is no set date for the removal of capital controls. If Iceland's banking system
does not increase in size and in the strength of its assets and business, or if some or all of the New Banks
should collapse, Iceland's economy could be vulnerable to renewed disruptions, cessation or reversal of
growth and a deepening recession. The New Banks could also be adversely affected if other developments in
the Icelandic economy or in world affairs result in further slowing of growth in Iceland's economy or trigger
a deepening recession.

In addition, the guarantee by the Icelandic Government of deposits in domestic commercial and savings
banks that has been in place since October 2008 has never been enacted into Law by the Icelandic
Parliament, and the basis of this guarantee is an announcement from the Prime Minister’s Office of 6
October 2008 stating that deposits in domestic commercial and savings banks and their branches in Iceland
will be fully covered. This announcement has since been repeated by subsequent Governments and the
European Free Trade Association Surveillance Authority has not objected to the guarantee under the
European Economic Area (EEA) State Aid rules to date. It is assumed that the blanket guarantee will be
gradually lifted when the banking market both domestic and foreign has stabilised. However, a sudden lifting
of the guarantee, with or without regulatory intervention, could have an impact on deposit holders and the
outflow of deposits held by Arion.

The estates of Glitnir, Landshanki and Kaupthing have not reached any form of composition and these banks
have not been formally declared bankrupt. As a result, there have been limited payments of funds from the
estates to creditors. A significant share of the bankruptcy estates assets are in Icelandic krona, primarily in
the form of shares in the New Banks. At this point, it is unclear what will happen to those shares in the New
Banks when they are distributed to creditors of Glitnir, Landsbanki and Kaupthing. Such process, and any
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significant sales of the shares by creditors, could materially adversely impact the share price and market
capitalisation of each of the New Banks.

The occurrence of any the factors described above could seriously undermine Iceland's economy and
confidence in the banking system in Iceland and could have a material adverse effect on the Bank's business,
financial conditions, results of operations, cash flows and prospects, and its ability to make payments in
respect of the Notes.

Existing currency restrictions — Icelandic rules on foreign exchange

On 28 November 2008, the Icelandic Parliament passed Act no. 134/2008 (the Amending Act) on
Amendments to the Act on Foreign Exchange no 87/1992, as amended (the Foreign Exchange Act) granting
the Icelandic Central Bank powers to intervene in the currency-market with the view of stabilising the
foreign exchange rate of the Icelandic krona. For this purpose, the Central Bank issued new Rules on Foreign
Exchange no 1082 of 28 November 2008 (the Foreign Exchange Rules). The Foreign Exchange Rules were
codified with the adoption of Act no 127/2011 in 2011 amending the Foreign Exchange Act. The Foreign
Exchange Act has since been amended three times, once in March 2012 and twice in March 2013. The
general regime on currency restrictions is set out in Article 13 of the Foreign Exchange Act.

The Foreign Exchange Rules as codified with certain minor amendments effectively prohibit the outflow of
foreign currency from Iceland except in the case of a payment for goods or services. Therefore, all financial
transactions leading to currency outflow are prohibited unless explicitly permitted. More specifically these
rules include provisions prohibiting certain transactions, including lending and borrowing between resident
and non-resident parties, as well as currency-derivatives of any kind and the acquisition by domestic parties
of financial instruments denominated in foreign currency. Furthermore, these rules make it compulsory for
Icelanders and Icelandic companies to “repatriate” all of their foreign currency.

The Foreign Exchange Act provides for several general exceptions. Commercial banks are provided with a
general exemption from certain provisions of the Foreign Exchange Act and consequently the capital
controls. Accordingly, commercial banks, savings banks and credit institutions operating under a FME
licence are exempt from restrictions on borrowing and lending between national and foreign parties, the
restriction on assuming liability for payments between national and foreign parties, and the requirement to
repatriate all foreign currency.

In addition to the general exemptions, the Foreign Exchange Act provides for specific exemptions from the
restrictions under this legislation, subject to the Central Bank’s approval. An application of any such
exemptions must be made to the Central Bank and this process can take around 8 weeks.

However, in the case of the winding-up, bankruptcy or insolvency of the Bank the exemptions from the
Foreign Exchange Act may not apply and, therefore, restrictions will be effected in respect of payments of
foreign currency due under the Notes, whether by reason of the Foreign Exchange Act, the Act on
Bankruptcy no. 21/1991 or applicable provisions under the Act on Financial Undertakings, which may
effectively prohibit the outflow of foreign currency from Iceland.

Subject to the preceding paragraph, the payment by the Bank of interest on the relevant Interest Payment
Date and of principal on the relevant Maturity Date will, therefore, be exempt from the restrictions of the
Foreign Exchange Act under the general exemption. However, it is not clear whether the general exemption
covers prepayments and, therefore, whether it covers the payment of an Early Redemption Amount or an
Optional Redemption Amount under the Notes.

Accordingly, the Bank has separately obtained a specific exemption from the Foreign Exchange Act set out
in the Central Bank’s letter dated 10 April 2014 which confirms that, subject to the preceding paragraph of
this risk factor, the payment of an Early Redemption Amount or an Optional Redemption Amount under the
Notes will be exempt from the Foreign Exchange Act. The amendments made in March 2012 by Act no
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17/2012 imposed further restrictions on the outflow of foreign currency. This involved two amendments to
the capital controls regime, among others, in response to a perceived increase in circumvention of the
currency controls. Before these amendments, an investor could change its interests in the principal
amortisation and indexation payments under a Consumer Price Index (CPI) indexed annuity bond into
foreign currency and transfer such payments out of the economy. This legislation removed the previous
exemption provided for such payments and these are now subject to the general capital controls regime,
meaning that only interest payments remain within the exemption. Furthermore, the wide exemptions for
payments by the winding-up committees of the failed Icelandic banks to creditors were removed and are now
subject to the Central Bank’s approval.

Two additional amendments were made to the Foreign Exchange Act in March 2013. Firstly on 9 March,
Act No 16/2013 was adopted, implementing certain changes to the currency control regime, including the
removal of the expiration date from the Foreign Exchange Act. Moreover these amendments imposed limits
on the exemptions which the Central Bank can apply and the extent to which these may now be subject to
prior consultation with the relevant ministry. These limits primarily relate to financial institutions or legal
entities under the control of the FME through winding up proceedings or legal entities with a balance sheet
exceeding ISK 400bn and where the transaction may have a substantial effect on the debt position of the
economy or regards ownership of a commercial bank. Secondly, on 26 March 2013 further amendments
were adopted with Act No. 35/2013, primarily relating to general exemptions and enhanced authorisations
for the Central Bank. These amendments enhanced the Central Bank’s surveillance of foreign exchange,
including in relation to payments of interest, indexation, dividends and contractual maturities. The Central
Bank also received authorisation to collect certain information, which may extend to any relevant third party,
and to impose fines.

On 25 March 2011, the Central Bank of Iceland announced a new strategy for the gradual removal of
remaining capital controls in phases, each of which is subject to conditions. The three conditions for lifting
of controls include: macroeconomic stability, an adequate level of foreign reserves and a sound financial
system.

The above currency controls constitute protective measures under Article 44 of the EEA Agreement (the
EEA Agreement) and have as such been notified to the European Free Trade Association (the EFTA)
Standing Committee under the procedures provided for in Protocol 18 of the EEA Agreement as well as
Protocol 2 of the Agreement between the EFTA States on the Establishment of a Surveillance Authority and
a Court of Justice (the Surveillance and Court Agreement). Following a referral by the District Court of
Reykjavik, the Court of Justice of the European Free Trade Association States (the EFTA Court) issued a
reasoned opinion on 14 December 2011, whereby the EFTA Court ruled that it had competence under these
currency controls and the Surveillance and Court Agreement to review such currency controls, inter alia, in
light of the general principle of proportionality. The Court further declared that at the time in question these
currency controls were proportionate. However, this ruling of the EFTA Court does not preclude further
scrutiny of the above currency controls by the relevant EEA institutions at any time.

In light of this, prospective investors must consider the risk of further changes to the above currency controls
and the impact this may have on an investment in the Notes.

The Bank has a number of significant exposures and its loan portfolio contains a high level of impaired
loans and would be materially adversely affected should a customer to which it has a large exposure
default or if the level of impairment in its loan portfolio were to increase

The Bank was established as the successor to Kaupthing following its take over by the FME at the end of
2008. Following the establishment of the Bank, a portfolio of assets and liabilities was transferred to the
Bank. These assets and liabilities resulted in significant foreign exchange, interest rate and liquidity
mismatches. In addition, the serious recession in Iceland in 2009 and 2010 resulted in a significant increase
in non-performing loans and poor asset quality.

17



The valuation of assets that were transferred to the Bank from Kaupthing attempted to account for all
realised and foreseen losses and this has significantly reduced the credit risk that would otherwise have been
present in the Bank's loan portfolio. However, the Bank is still exposed to credit risk in its loan portfolio as a
result of these transfers relating to the accuracy of the transfer valuation performance of the loans and the
extent to which the Bank is successful in restructuring non-performing loans. The Bank also has credit
concentrations transferred in a few significant customers and certain business sectors.

In accordance with applicable Icelandic regulations, a large exposure is defined as an exposure to a group of
financially related borrowers which exceeds 10 per cent. of a bank's capital base net of eligible collateral.
The legal maximum for individual large exposures is 25 per cent. of a bank's risk capital and the sum of all
large exposures cannot exceed 400 per cent. of a bank's risk capital. The loans which were transferred from
Kaupthing to the Bank include loans which have led to high counterparty concentration for the Bank. In
particular, as at 31 December 2013, the Bank had three large exposures (as defined by Icelandic regulation)
and two further loans with a gross exposure in excess of 10 per cent. of its capital base. Should any of the
customers to which the Bank has a large exposure default, this would have a material adverse effect on the
Bank's business, financial conditions, results of operations, cash flows and prospects, and its ability to make
payments in respect of the Notes.

At 31 December 2013, 6.3 per cent. of the Bank's customer loans (the customer loan portfolio) were
classified as problem loans. 1.9 per cent. of this figure relates to a bond issued by Drémi hf which was
transferred to the Bank when it acquired the deposits of SPRON following its collapse in March 2009 and in
respect of which an agreement was reached at the end of 2013 to settle its claim in respect of the amount
outstanding (see note 21 to the Financial Statements). As at 31 December 2013, the Bank's provisions on its
customer loan portfolio amounted to 4.4 per cent. of the total gross amount of the portfolio and 6.5 per cent.
of the aggregate amount of customer loans outstanding had been wholly or partially impaired. At 31
December 2013, the value of collateral that the Bank holds relating to loans individually determined to be
impaired amounted to ISK 15 billion, or 34.9 per cent., of the aggregate amount of such loans.

As at 31 December 2013, the aggregate amount of the Bank's 10 largest customer loans equalled 19 per cent.
of its total gross customer loans at that date. The Bank’s loan portfolio is also highly concentrated in
Icelandic borrowers.

The Bank has developed a number of solutions to assist customers that are experiencing payment difficulties.
The recovery strategy is based on identifying clusters of similar customers, such as small to medium sized
enterprises (SMEs) and individuals, and implementing standardised solutions for those customers. In the
case of larger companies, the solutions are tailored to the circumstances of each company. Although
significant progress has been made in restructuring the debts of the Bank's largest corporate customers,
considerable work remains in relation to the restructuring of the debts of SMEs and individuals, especially in
the case of customers with foreign currency loans that have been the subject of court cases. The goal of the
corporate restructuring process is to create companies with a healthy capital structure, no covenant breaches,
satisfactory operating results and motivated management teams and owners, although no assurance can be
given as to the extent to which this can be achieved or that the Bank will not be forced to put a significant
number of corporate customers into liquidation, thereby experiencing material losses.

Should a customer to which the Bank has a large exposure default or if the outcome of the restructuring
process is that a greater number of loans prove to be non-recoverable in whole or in part than originally
anticipated, the Bank's business, financial conditions, results of operations, cash flows and prospects, and its
ability to make payments in respect of the Notes, would be materially adversely affected.

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

A high proportion of the Bank's mortgage loans are inflation-linked. Under these loans, the monthly
repayment increases if and to the extent that inflation in Iceland increases. Following the financial crisis in
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2008, inflation in Iceland increased significantly. This resulted in higher payments falling due under
inflation-linked loans at the same time as borrowers faced lower wages and less purchasing power. In
November 2013, the government of Iceland announced an action plan aimed at reducing the payment burden
under inflation-linked mortgages. The government intends to finance this action plan through a levy (see
“Changes in tax laws or in their interpretation could harm the Bank'’s business”) but should this levy need to
be increased or new levies or taxes introduced which affect the Bank then this may have a materially
negative impact on the Bank's loan portfolio, financial condition and results of operations. The
implementation of this action plan will involve the government effectively paying down such inflation-
linked mortgage loans on behalf of borrowers, which is to be funded by an increase in the annual levy
imposed on certain financial institutions, including the Bank. (See “- Changes in tax laws or in their
interpretation could harm the Bank’s business”.

If the action plan is unsuccessful in reducing the payment burden of borrowers under such inflation-linked
mortgage loans, further measures would be taken to reduce this burden.

The Bank is exposed to significant liquidity risk. In particular, the Bank's funding is dominated by
deposits and a significant amount of these are on demand. The Bank is also limited in its ability to seek
alternative sources of funding

The Bank's primary source of funding is deposits from individuals, corporations and financial institutions.
The Bank's liquidity risk stems from the fact that the maturity of its loans exceeds the maturity of its
deposits, the majority of which are on demand deposits.

The Bank's total deposit base was ISK 500 billion at 31 December 2013. The Bank's other funding at 31
December 2013 was in the form of long-term senior debt and subordinated debt (ISK 205 billion and ISK 32
billion, respectively, at 31 December 2013) and equity (ISK 140 billion at 31 December 2013). As at 31
December 2013, around 52.8 per cent. of the Bank's deposits were on demand, 26.1 per cent. had a maturity
of up to three months, 16.2 per cent. had a maturity of between three and 12 months, 4.3 per cent. had a
maturity of between one and five years and 0.6 per cent. had a maturity of more than five years.

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

As per the LCR methodology, the Group's deposit base is split into different categories depending on
customer type. A second categorisation is used where term deposits refer to deposits with a residual maturity
greater than 30 days. Deposits that can be withdrawn within 30 days are marked stable if the customer has a
business relationship with the Group and the amount is covered by the Depositors' and Investors' Guarantee
Fund, which is a fund set up in Iceland pursuant to the provisions of Act No. 98/1999 and which guarantees a
minimum level of protection to depositors in commercial banks and savings banks, and to customers of
companies engaging in securities trading pursuant to law. Other deposit funds are considered less stable. A
weight is attributed to each category, representing the expected outflow under stressed conditions.

According to the LCR classification, 55.7 per cent of the Bank’s deposits are categorised as “less stable”
while deposits classified as “stable” or “term deposits” represent 8 and 35 per cent, respectively of all
deposits. Deposits from financial entities being wound up represent 15.46 per cent. of total deposits and
deposits from pension funds and domestic financial entities represent 13.44 and 8 per cent, respectively, of
total deposits.

The Bank's strategy is to seek to increase the maturity profile of its liabilities and to strengthen the Bank's
liquidity reserve. The Bank has made significant progress in converting its on demand deposits to term
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deposits. At 31 December 2009, over 90 per cent. of the Bank's deposits were on demand compared to 52.8
per cent. at 31 December 2013. However, no assurance can be given that the Bank will continue to be
successful in so converting its base deposits or will otherwise be able to increase the maturity profile of its
funding.

The Bank's non-deposit funding principally comprises covered bond issues (including covered bonds
previously issued by Kaupthing and assured by the Bank in January 2012), a limited number of other loans
(including two subordinated loans from the Icelandic state, a loan from the Central Bank and a senior
unsecured bond offering denominated in Norwegian krone (NOK)) and equity funding.

For so long as the Bank is unable to match more closely the maturity profiles of its assets and liabilities, the
Bank will continue to be exposed to a material risk that it may be unable to repay its funding or will only be
able to do so at excessive cost. The Bank is also exposed to the risk that it experiences a material loss of its
least stable deposits in the future. In either of these cases, the Bank's business, financial conditions, results
of operations, cash flows and prospects and its ability to make payments in respect of the Notes would be
materially adversely affected.

The Bank is exposed to significant foreign exchange risk through a currency mismatch between its assets
and liabilities and through legal uncertainties relating to certain foreign currency loans

The Bank is primarily exposed to currency risk through a currency mismatch between its assets and
liabilities, given that it has a greater proportion of foreign currency denominated assets on its balance sheet
than foreign currency denominated liabilities.

The Bank's strategy for reducing its currency imbalance is first to seek to convert into ISK foreign currency
denominated loans to customers who have ISK income and second to hedge its other currency imbalances,
principally through agreements with the Central Bank and other counterparties. Notwithstanding the
foregoing, for so long as the Bank is unable to match more closely the currencies of its assets and liabilities,
the Bank will continue to be exposed to a material risk that it may experience significant losses as a result of
changes in currency exchange rates.

Currently, the legitimacy of certain types of loans remains unclear. By a series of judgments since 2010, the
Icelandic Supreme Court has held that certain types of foreign currency-linked loans and lease agreements
with SMEs were in fact loans in Icelandic krona and indexed to a foreign currency exchange rate. As a
result, these loans were held to be in breach of applicable Icelandic legislation relating to interest and price
indexation. Following these judgments, the Bank recalculated approximately 2,000 retail and corporate
foreign currency indexed ISK loans as ISK denominated loans.

During 2012, further Supreme Court cases were determined (including cases to which the Bank was party) as
a result of which, in November 2012, the Bank decided to recalculate additional foreign currency-linked
loans. After consideration of such cases, the Bank provisioned ISK 1.5 billion in 2013 in addition to ISK
19.6 billion of loan amounts impaired in 2011 and 2012. The Bank remains party to court cases relating to
such loans, see "Description of the Bank—Litigation".

The recalculation of foreign currency-linked loans has adversely affected the Bank's results of operations and
financial position in 2011, 2012 and 2013. There remains uncertainty regarding these loans in three respects:

e estimation uncertainty in relation to the types of loan covered by the Supreme Court judgments and with
respect to the assumptions used in the method of recalculation of recalculated loans;

o there are differing views as to the rate of interest that should be paid with respect to recalculated loans
from the date of their recalculation; and
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o there may be future cases or new legislation in respect of other categories of loan not currently
considered to be vulnerable by the Bank.

Reflecting this uncertainty, there is no assurance that the Bank will not make further material impairment
provisions in respect of its customer loans during 2014 and future years. Any such provisions could
materially adversely affect the Bank's results of operations and financial condition, and therefore impact its
ability to make payments in respect of the Notes.

The Bank is exposed to a range of other typical market risks, including interest rate risk, equity price risk
and inflation risk

The Bank's exposure to market risk arises from imbalances in the Bank's balance sheet as well as in market
making activities and position taking in certain securities traded by it. The Bank's strategy towards market
risk is to seek to limit the risk exposure that arises as a result of imbalances in the Bank's balance sheet but to
accept limited market risk in its trading book. The market risk in the trading book arises from proprietary
trading activities whereas market risk in the banking book arises from mismatches in assets and liabilities
principally in relation to currencies, maturities and interest rates. The Bank principally trades Icelandic
treasury notes and housing fund bonds and, to a limited extent, listed equity securities. The Bank has
implemented a number of position limits and other controls designed to limit its trading book exposure but
no assurance can be given that these controls will be effective in all circumstances. The Bank is exposed to
the risk that these controls do not prove to be effective in all circumstances and that the Bank could therefore
experience material losses on its trading book. In addition, to the extent that these securities are marked to
market, the Bank could experience significant fluctuations in its consolidated income statement as a result of
movements in the market value of these securities.

In relation to its balance sheet, the Bank's operations are subject to interest rate risk associated with
mismatches between its interest bearing assets and its interest bearing liabilities. The principal mismatch is
the large maturity gap resulting from the fact that the Bank has significant on demand liabilities. The Bank
also faces interest rate risk between its interest bearing assets and interest bearing liabilities due to different
floating rate calculations in different currencies. The Bank's own account equity price risk principally arises
as a result of the fact that, through the loan restructuring process, it has acquired significant shareholdings in
troubled companies. The Bank is exposed to inflation risk when there is a mismatch between its inflation-
linked assets and liabilities. As at 31 December 2013, the total amount of the Bank's inflation-linked assets
was ISK 292 billion and the total amount of its inflation-linked liabilities was ISK 224 billion. The Bank
also has significant maturity mismatches in its inflation-linked assets and liabilities. Whilst the Bank has
implemented a range of risk management procedures designed to control these risks, no assurance can be
given that these controls will be effective in all circumstances. The Bank is exposed to the risk that these
controls do not prove to be effective in all circumstances and that the Bank could therefore experience
material losses.

Any losses experienced by the Bank as a result of its market risk exposures could materially adversely affect
the Bank's business, financial conditions, results of operations, cash flows and prospects and its ability to
make payments in respect of the Notes.

While the Bank seeks to manage its operational risks, these risks remain an inherent part of its business

The operational risks that the Bank faces include the possibility of inadequate or failed internal or external
processes or systems failures, human error, regulatory breaches, employee misconduct or external events
such as fraud. The Bank’s business inherently generates operational risks. The business is dependent on
processing numerous complex transactions. The recording and processing of these transactions are
potentially exposed to the risk of human and technological errors or a breakdown in internal controls relating
to the due authorisation of transactions. Given the volume of transactions processed by the Bank, errors may
be repeated or compounded before they are discovered and rectified, and there can be no assurance that risk
assessments made in advance will adequately estimate the costs of these errors.
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The Bank has implemented controls designed to mitigate operational risks but these controls cannot
eliminate such risks and failures in internal control could subject the Bank to regulatory scrutiny. These
events could potentially result in financial loss as well as harm to the Bank's reputation.

The Bank's risk management methods may leave it exposed to unidentified, unanticipated or incorrectly
guantified risks, which could lead to material losses or material increases in liabilities

The Bank's risk management strategies may fail under certain circumstances, particularly when confronted
with risks that have not been identified or anticipated. Risk methodologies and techniques that the Bank
adopts to assess credit risk, market risk, liquidity risk and operational risk may be flawed or may not take all
risks into account, and it is possible that the methods for assessing these risks are not sound or are based on
faulty information, or that they will be misunderstood, not implemented correctly or misapplied by the
Bank's personnel. In addition, the Bank's risk management policies are constantly being re-evaluated and
there may be a lag in implementation. Furthermore, some of the Bank’s qualitative tools and metrics for
managing risk are based upon the use of observed historical market behaviour. The Bank may apply
statistical and other tools to these observations to arrive at quantifications of risk exposures. These tools and
metrics may fail to predict future risk exposures.

The Bank's losses thus could be significantly greater than its risk management measures would indicate. In
addition, the Bank's quantified modelling does not take all risks into account. The Bank's more qualitative
approach to managing risks takes into account a broader set of risks, but is less precise than quantified
modelling and could prove insufficient. Unanticipated or incorrectly quantified risk exposures could have a
material adverse effect on the Bank's business, financial condition and results of operations, and its ability to
make payments in respect of the Notes.

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

The Bank currently faces competition from the two other large commercial banks in Iceland, Landsbhankinn
and Islandsbanki. The Bank also faces competition domestically from the Housing Financing Fund, a
provider of financing for residential housing in Iceland (see “Financial Markets in Iceland — Other relevant
institutions”). As Iceland's economy recovers and demand for new lending and other banking products
increases, the Bank expects to face increased competition from both the other large Icelandic banks and
smaller specialised institutions as well as, potentially, foreign banks seeking to establish operations in
Iceland.

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

The Bank is exposed to the risk of failure of its information technology (IT) systems and breaches of its
security systems

The Bank relies on the proper functioning and continuity of its IT systems. Any significant interruption,
degradation, failure or lack of capacity of its IT systems or any other systems in its clearing operations or
elsewhere could cause it to fail to complete transactions on a timely basis or at all. A sustained failure of the
Bank’s IT systems centrally or across its branches would have a significant impact on its operations and the
confidence of its customers in the reliability and safety of its banking systems.

The secure transmission of confidential information is a critical element of the Bank's operations. The Bank

cannot guarantee that its existing security measures will prevent security breaches, including break-ins,
viruses and disruptions. Persons that circumvent the security measures could use the Bank's or its clients'
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confidential information wrongfully, which could expose it to a risk of loss, adverse regulatory consequences
or litigation.

There are regulatory and legal risks inherent in the Bank's businesses

The Bank's operations entail considerable regulatory and legal risk, including litigation and liability risk. The
Bank and certain of its subsidiaries are subject to government regulation and supervision as financial
companies in Iceland, and regulations may be extensive and may change rapidly, as they have done since the
global financial crisis. In addition, certain of the Bank's and its subsidiaries' operations are contingent upon
licences issued by financial authorities.

Violations of rules and regulations, whether intentional or unintentional, may lead to the withdrawal of some
of these licences or to liability claims. Any breach of these or other regulations may adversely affect the
Bank's reputation or financial condition, results of operations and prospects. In addition, existing laws and
regulations could be amended, the manner in which laws and regulations are enforced or interpreted could
change and new laws or regulations could be adopted, which could adversely affect the way the Bank
operates its business and its market reputation.

The Bank is also exposed to legal risks in its role as a financial intermediary and consultant to third party
businesses. These risks include potential liability for the Bank's role in determining the price of a company
and for advice the Bank provides to participants in corporate transactions and in disputes over the terms and
conditions of trading arrangements. The Bank also faces the possibility that counterparties in trading
transactions will claim that the Bank failed to properly inform them of the associated risks or that they were
not authorised or permitted to enter into these transactions with the Bank and that their obligations are
therefore not enforceable. The Bank is also exposed to customer claims, including significant claims in
relation to loans advanced by its predecessor, Kaupthing. See "The Bank is involved as defendant in ongoing
litigation which, if determined adversely to the Bank, could result in significant losses. In addition, the Bank
is a plaintiff in a case which, if not successful, could have a material adverse effect on the Bank's results of
operations".

The Bank may also be subject to claims arising from disputes with employees for, among other things,
alleged illegal dismissal, discrimination or harassment. These risks may often be difficult to assess or
guantify and their existence and magnitude often remain unknown for substantial periods of time. Liability
resulting from any of the foregoing or other claims could have a material adverse effect on the Bank's
business, financial condition and results of operations, and its ability to make payments in respect of the
Notes.

The Bank is involved as defendant in ongoing litigation which, if determined adversely to the Bank, could

result in significant losses. In addition, the Bank is a plaintiff in a case which, if not successful, could

have a material adverse effect on the Bank's results of operations

The bank is involved as defendant in a number of cases, including:

. cases concerning the legality of foreign currency-linked loans owed to the Bank; and

. competition claims by the Icelandic Competition Authority (ICA), see "The Bank is subject to
investigations by the ICA in relation to alleged abuse of a dominant position and any determination
that the Bank has violated the law could result in fines or business restrictions".

Should any of the cases described above be determined adversely to the Bank, this could have a material

adverse effect on its results of operations and financial condition, and therefore impact its ability to make
payments in respect of the Notes. See "Description of the Bank — Litigation".
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The Bank is subject to investigations by the ICA in relation to alleged abuse of a dominant position and
any determination that the Bank has violated the law could result in fines or business restrictions

The ICA has opened the following formal investigations concerning the Bank:

. an investigation into the alleged abuse of an alleged collective dominant position by the three major
banks in Iceland, including the Bank. The investigation was initiated by separate complaints from
BYR hf., MP banki hf. and an insurance company in 2010. The complaints from BYR hf. and MP
banki hf. concern the terms of the banks’ mortgage arrangements, which, according to the complaint,
deter individuals from moving their business to other banks and thereby restrict competition. The
insurance company’s complaint concerns the banks’ alleged tying of banking services and
insurances; and

. an investigation into alleged abuse of a dominant position and collusion between all card issuers in
Iceland, including the Bank, following a complaint by Kortathjonustan, a credit card payment
acquirer, in 20009.

The Bank has made objections to all of the complaints. The extent of the investigations and outcome of the
cases is still uncertain as well as any effect on the Bank, although if the Bank is found to have violated the
law it could be subject to fines or future restrictions on its business activities, either of which could
materially adversely affect its results of operations, financial condition and reputation.

Changes in tax laws or in their interpretation could harm the Bank's business

The Bank's results of operations could be harmed by changes in tax laws and tax treaties or the interpretation
thereof, changes in corporate tax rates and the refusal of tax authorities to issue or extend advanced tax
rulings. The unavailability of tax rulings could diminish the range of structured transactions the Bank can
enter into with its clients.

In December 2010, the Icelandic Parliament passed a new law (Act No. 155/2010) under which certain types
of financial institution, including the Bank, are required to pay an annual levy calculated at 0.041 per cent. of
the carrying amount of their liabilities as determined for tax purposes, with effect from the year ending 31
December 2010. In December 2011, a transitional provision was introduced under which financial
institutions, including the Bank, must pay an additional 0.0875 per cent. of their tax base as assessed for the
years 2012 and 2013. In late 2013, this levy was further increased in order to finance a government plan on
household debt relief in relation to inflation-linked mortgage loans (see “The Bank has a high proportion of
inflation-linked mortgage loans and there is a risk that legislation might be imposed which varies the terms
of these loans in a manner that is adverse to the Bank”). The levy for the year 2013 was 0.376 per cent. on
the total debt of the Bank excluding tax liabilities in excess of ISK 50 billion at end of the year. Non-
financial subsidiaries are exempt from this tax. For the year 2012 this levy was 0.1285 per cent. on the total
debt of the Bank excluding tax liabilities. There can be no assurance that this levy may not be increased
further in the future, including in the event the 2013 increase in the levy is insufficient to meet the costs of
the above government plan on household debt relief or such relief does not result in a sufficient reduction in
the payment burden for the borrowers concerned and any such increase could have a material adverse effect
on the financial condition of the Bank.

In June 2009, the Icelandic Parliament adopted an amendment to the income tax law as a result of which
payments of Icelandic sourced interest by an Icelandic debtor (such as the Bank) to a foreign creditor
(including holders of Notes who are not Icelandic) is taxable in Iceland and can be subject to withholding tax
at the rate of 10 per cent. This withholding is applicable unless the foreign creditor can demonstrate and
obtain approval from the Icelandic Inland Revenue that an exemption applies, such as the existence of a
relevant double taxation treaty (and in such a case the provisions of the double tax treaty will apply). Also
exempt are bonds issued by certain financial institutions (including the Bank) and energy companies. Subject
to certain other requirements, the exemption applies to bonds that are held through a clearing system (such as
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the Icelandic Securities Depository, Euroclear and Clearstream, Luxembourg) within a member state of the
Organisation for Economic Co-operation and Development (the OECD), the EEA, a founding member state
of European Free Trade Association or the Faroe Islands.

In December 2011, the Icelandic Parliament passed a new law (Act no. 165/2011) under which certain types
of financial institution, including the Bank, were required to pay a special additional 5.45 per cent. tax levied
on all remuneration paid to employees, with effect from 1 January 2012. This levy was subsequently raised
to 6.7 per cent. but has since been lowered and as of 1 January 2014 the levy is set at 5.5 per cent of such
remuneration.

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

The new international regulatory framework for banks, Basel Ill, has been developed and includes
requirements regarding regulatory capital, liquidity, leverage ratio and counterparty credit risk
measurements. In December 2010, the Basel Committee issued the first version of the Basel 111 framework
and a revised version was issued in June 2012. On 26 June 2013, the European parliament and Council
adopted a legislative package (known as CRD 1V) for the implementation of the Basel Il framework in the
European Union and to strengthen the regulation of the banking sector. CRD IV replaces the current Capital
Requirements Directives (2006/48/EC and 2006/49/EC) with a Directive (2013/36/EU) (the CRD IV
Directive) and a Regulation ((EU) No. 575/2013) (CRR). The global implementation plan of the framework
extends throughout 2018. The Ministry of Industries and Innovation has formed a committee to implement
CRD 1V in Iceland. The timeframe for the implementation has not yet been published.

The introduction of new rules in Iceland reflecting CRD IV could limit the Bank’s ability to effectively
manage its capital requirements. These and other changes to capital adequacy and liquidity requirements
imposed on the Bank may require the Bank to raise additional tier 1, core tier 1 and tier 2 capital by way of
further issuances of securities and could result in existing tier 1 and tier 2 securities ceasing to count towards
the Bank’s regulatory capital, either at the same level as at present or at all. Any failure by the Bank to
maintain any increased regulatory capital requirements or to comply with any other requirements introduced
by regulators could result in intervention by regulators or the imposition of sanctions, which may have a
material adverse effect on the Bank’s financial condition and results of operations and may also have other
effects on the Bank’s financial performance and on the pricing of the Notes, both with or without the
intervention by regulators or the imposition of sanctions. Prospective investors in the Notes should consult
their own advisers as to the consequences of the implementation of CRD IV in Iceland.

Catastrophic events, terrorist attacks and other acts of war could have a negative impact on the Bank's
business

Catastrophic events, terrorist attacks, other acts of war or hostility, and responses to those acts may create
economic and political uncertainties, which could have a negative impact on economic conditions in Iceland
and, more specifically, on the Bank's business, financial condition, results of operations, cash flows and
prospects, in ways that cannot be predicted.

The Bank may be unable to recruit or retain experienced and qualified personnel and is dependent on key
members of management

The Bank's future success depends, in part, on its ability to attract, retain and motivate qualified and
experienced banking and management personnel. Competition for personnel with relevant expertise is
significant, due to the relatively small number of available qualified individuals. The geographical location
of employment in Iceland may also make employment by the Bank less attractive to a large portion of
potential applicants.
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The loss of the services of key members of the Bank's senior management or staff with institutional and
client knowledge may significantly delay the Bank's achievement of its business objectives and could have a
material adverse effect on its business and prospects.

The Bank's insurance coverage may not adequately cover all losses

The Bank maintains customary insurance policies for its operations, including insurance for its liquid assets,
money transport and directors' and officers' liability, as well as insurance against computer crimes and for
employee dishonesty and mistakes. Due to the nature of the Bank's operations and the nature of the risks that
it faces, there can be no assurance that the coverage that the Bank maintains is adequate to cover the losses
for which it believes it is insured.

The Bank's accounting policies and methods are critical to how it reports its financial condition and
results of operations. They require management to make estimates about matters that are uncertain.

Accounting policies and methods are fundamental to how the Bank records and reports its financial
condition and results of operations. Management must exercise judgment in selecting and applying many of
these accounting policies and methods so they comply with IFRS.

Management has identified certain accounting policies in the notes to its financial statements as being critical
because they require management's judgement to ascertain the valuations of assets, liabilities, commitments
and contingencies. See note 2 to the Financial Statements.

A variety of factors could affect the ultimate value that is obtained either when earning income, recognising
an expense, recovering an asset or reducing a liability. The Bank has established detailed policies and control
procedures that are intended to ensure that these critical accounting estimates and judgements are well
controlled and applied consistently. In addition, the policies and procedures are intended to ensure that the
process for changing methodologies occurs in an appropriate manner. Because of the uncertainty
surrounding the Bank's judgements and the estimates pertaining to these matters, the Bank cannot guarantee
that it will not be required to make changes in accounting estimates or restate prior period financial
statements in the future.

Abnormal pricing as a consequence of capital controls

The currency controls described in "Existing currency restrictions — Icelandic rules on foreign exchange"
mean that domestic parties, primarily investors, are prohibited from transferring their funds and investing
outside of the Icelandic market. Consequently they are confined to and must focus their investments on
Iceland, which entails various risks, including a risk for abnormal pricing and financial bubbles occurring
within several sectors of the Icelandic market. This applies both to investments in shares of listed and un-
listed companies, investment funds, various other financial instruments, and real-estate (primarily
commercial) and may have a negative impact on the Bank's business.

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

The claims of holders of senior ranking unsecured debt instruments, such as the Notes, issued by a financial
institution such as the Bank which holds bank deposits are subordinated to Article 101 of the Act on
Financial Undertakings to the claims of certain depositors. Should the Bank therefore enter into winding-up
proceedings pursuant, the claims of Noteholders would be subordinated to the claims of such depositors and
there may not be sufficient assets in the resulting estate to pay the claims of Noteholders after the claims of
those depositors have been paid.

The Council of the European Union has published revised proposals for a bank recovery and resolution
directive which is intended to enable a range of actions to be taken in relation to credit institutions and
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investment firms considered to be at risk of failing. The full scope of the directive and its impact on the
Bank is currently unclear but the implementation of the directive or the taking of any action under it
could materially affect the value of any Notes.

On 18 December 2013, the Council of the European Union published a revised draft of a directive providing
for the establishment of an EU-wide framework for the recovery and resolution of credit institutions and
investment firms (the RRD). Iceland, Liechtenstein, Norway and Switzerland are members of the EFTA and
Iceland, together with Liechtenstein and Norway (the EEA EFTA States) is also a party to the EEA
Agreement by which the EEA EFTA States participate in the internal market of the European Union (the
EU). On 27 November 2013, the EFTA Working Group on Financial Services stated that “it would appear
that [the proposal represented by the June 2012 draft of the RRD] may be deemed EEA relevant and thus
likely to be incorporated into the EEA Agreement once adopted by the EU side.” The draft RRD 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 critical financial and economic functions,
while minimising the impact of an institution's failure on the economy and financial system.

The draft RRD currently contains four resolution tools and powers which may be used alone or in
combination where an institution is considered as 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 transfer all or part of the business of the firm
to a "bridge institution™ (an entity created for this purpose that is wholly or partially in public control); (iii)
asset separation - which enables resolution authorities to transfer impaired or problem assets to a bridge
institution or one or more asset management vehicles to allow them to be managed with a view to
maximising their value through eventual sale or orderly wind-down; and (iv) bail-in - which gives resolution
authorities the power to write down the claims of unsecured creditors of a failing institution and to convert
unsecured debt claims to equity (subject to certain parameters as to which liabilities would be eligible for the
bail-in tool).

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

The draft RRD currently contemplates that it will be applied by Member States from 1 January 2015 except
for the bail-in tool which is to be applied from 1 January 2016.

The powers currently set out in the draft RRD would impact how credit institutions and investment firms are
managed as well as, in certain circumstances, the rights of creditors. However, the proposed directive is not
in final form and changes may be made to it in the course of the legislative process. Accordingly, it is not
yet possible to assess the full impact of the draft RRD on the Bank and there can be no assurance that, if
implemented in Iceland, the fact of its implementation or the taking of any actions currently contemplated in
it would not adversely affect the rights of Noteholders, the price or value of their investment in the Notes
and/or the ability of the Bank to satisfy its obligations under the Notes.

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

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

27



FACTORS WHICH ARE MATERIAL FOR THE PURPOSE OF ASSESSING THE MARKET
RISKS ASSOCIATED WITH NOTES ISSUED UNDER THE PROGRAMME

Risks related to the structure of a particular issue of Notes

A range of Notes may be issued under the Programme. A number of these Notes may have features which
contain particular risks for potential investors. Set out below is a description of the most common such
features, distinguishing between factors which may occur in relation to any Notes:

Risks applicable to all Notes

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

An optional redemption feature of Notes is likely to limit their market value. During any period when the
Bank may elect to redeem Notes, the market value of those Notes generally will not rise substantially above
the price at which they can be redeemed. This also may be true prior to any redemption period.

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

If the Bank has the right to convert the interest rate on any Notes from a fixed rate to a floating rate, or vice
versa, this may affect the secondary market and the market value of the Notes concerned.

Fixed/Floating Rate Notes are Notes which may bear interest at a rate that converts from a fixed rate to a
floating rate, or from a floating rate to a fixed rate. Where the Bank has the right to effect such a conversion,
this will affect the secondary market and the market value of the Notes since the Bank may be expected to
convert the rate when it is likely to produce a lower overall cost of borrowing. If the Bank converts from a
fixed rate to a floating rate in such circumstances, the spread on the Fixed/Floating Rate Notes may be less
favourable than then prevailing spreads on comparable Floating Rate Notes tied to the same reference rate.
In addition, the new floating rate at any time may be lower than the rates on other Notes. If the Bank
converts from a floating rate to a fixed rate in such circumstances, the fixed rate may be lower than then
prevailing market rates.

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

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

the greater the price volatility as compared to more conventional interest-bearing securities with comparable
maturities.

Risks related to Notes generally

Set out below is a description of material risks relating to the Notes generally:
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The terms of the Notes contain provisions which may permit their modification without the consent of all
investors.

The terms of the Notes contain provisions for calling meetings of Noteholders to consider matters affecting
their interests generally. These provisions permit defined majorities to bind all Noteholders including
Noteholders who did not attend and vote at the relevant meeting and Noteholders who voted in a manner
contrary to the majority.

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

Withholding under the EU Savings Directive.

Under Council Directive 2003/48/EC on the taxation of savings income, Member States are required to
provide to the tax authorities of other Member States details of certain payments of interest or similar income
paid or secured by a person established in a Member State to or for the benefit of an individual resident in
another Member State or certain limited types of entities established in another Member State.

On 24 March 2014, the Council of the European Union adopted a Council Directive amending and
broadening the scope of the requirements described above. Member States are required to apply these new
requirements from 1 January 2017. The changes will expand the range of payments covered by the
Directive, in particular to include additional types of income payable on securities. The Directive will also
apply a “look through approach” to certain payments where an individual resident in a Member State is
regarded as the beneficial owner of that payment for the purposes of the Directive. This approach may apply
to payments made to or by, or secured for or by, persons, entities or legal arrangements (including trusts),
where certain conditions are satisfied, and may in some cases apply where the person, entity or arrangement
is established or effectively managed outside of the European Union.

For a transitional period, Luxembourg and Austria are required (unless during that period they elect
otherwise) to operate a withholding system in relation to such payments. The changes referred to above will
broaden the types of payments subject to withholding in those Member States which still operate a
withholding system when they are implemented. In April 2013, the Luxembourg Government announced its
intention to abolish the withholding system with effect from 1 January 2015, in favour of automatic
information exchange under the Directive.

The end of the transitional period is dependent upon the conclusion of certain other agreements relating to
information exchange with certain other countries. A number of non-EU countries and territories including
Switzerland have adopted similar measures (a withholding system in the case of Switzerland).

If a payment were to be made or collected through a Member State which has opted for a withholding system
and an amount of, or in respect of, tax were to be withheld from that payment, neither the Bank nor any
Paying Agent (as defined in the terms of the Notes) nor any other person would be obliged to pay additional
amounts with respect to any Note as a result of the imposition of such withholding tax. The Bank is required
to maintain a Paying Agent in a Member State that is not obliged to withhold or deduct tax pursuant to the
Directive.

U.S. Foreign Account Tax Compliance Withholding

Whilst the Notes are in global form and held within Euroclear Bank SA/NV or Clearstream Banking, société
anonyme (together the ICSDs), in all but the most remote circumstances, it is not expected that the new
reporting regime and potential withholding tax imposed by sections 1471 through 1474 of the U.S. Internal
Revenue Code of 1986 (FATCA) will affect the amount of any payment received by the ICSDs (see
“Taxation - Foreign Account Tax Compliance Act”). However, FATCA may affect payments made to
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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 financial institution 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 documentation or
consents that may be necessary for the payments to be made free of FATCA withholding. Investors should
choose the custodians or intermediaries with care (to ensure each is compliant with FATCA or other laws or
agreements related to FATCA) and provide each custodian or intermediary with any information, forms,
other documentation or consents that may be necessary for such custodian or intermediary to make a
payment free of FATCA withholding. Investors should consult their own tax adviser to obtain a more
detailed explanation of FATCA and how FATCA may affect them. The Bank’s obligations under the Notes
are discharged once it has paid the common depositary or common safekeeper for the ICSDs (as bearer of
the Notes) and the Bank has therefore no responsibility for any amount thereafter transmitted through the
ICSDs and custodians or intermediaries. To the extent any such amount is subject to FATCA withholding an
investor may, therefore, receive a lesser amount than would otherwise be the case.

The value of the Notes could be adversely affected by a change in English law or administrative practice.

The terms of the Notes are based on English law in effect as at the date of this Base Prospectus. No
assurance can be given as to the impact of any possible judicial decision or change to English law or
administrative practice after the date of this Base Prospectus and any such change could materially adversely
impact the value of any Notes affected by it.

Investors who purchase Notes in denominations that are not an integral multiple of the Specified
Denomination may be adversely affected if definitive Notes are subsequently required to be issued.

In relation to any issue of Notes which have denominations consisting of a minimum Specified
Denomination plus one or more higher integral multiples of another smaller amount, it is possible that such
Notes may be traded in amounts in excess of the minimum Specified Denomination that are not integral
multiples of such minimum Specified Denomination. In such a case a holder who, as a result of trading such
amounts, holds an amount which is less than the minimum Specified Denomination in his account with the
relevant clearing system at the relevant time may not receive a definitive Note in respect of such holding
(should definitive Notes be printed) and would need to purchase a principal amount of Notes such that its
holding amounts to a Specified Denomination.

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

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

The Icelandic statutory exemption from withholding only applies to Notes held through a securities
depository in an OECD state, EU state, an EFTA state or the Faroe Islands. If Notes in definitive form are
issued, holders should be aware that the tax exemption may not be available. However, the Bank will be
required to pay the necessary additional amounts under Condition 6 in such circumstances to cover any
resulting amounts deducted.

Reliance on Euroclear and Clearstream, Luxembourg procedures

Notes issued under the Programme will be represented on issue by one or more Global Notes that may be
delivered to a common depositary or common safekeeper for Euroclear and Clearstream, Luxembourg (each
as defined under "Form of the Notes™). Except in the circumstances described in each Global Note, investors
will not be entitled to receive Notes in definitive form. Each of Euroclear and Clearstream, Luxembourg and
their respective direct and indirect participants will maintain records of the beneficial interests in each Global
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Note held through it. While the Notes are represented by a Global Note, investors will be able to trade their
beneficial interests only through the relevant clearing systems and their respective participants.

While the Notes are represented by Global Notes, the Bank will discharge its payment obligation under the
Notes by making payments through the relevant clearing systems. A holder of a beneficial interest in a
Global Note must rely on the procedures of the relevant clearing system and its participants to receive
payments under the Notes. The Bank has no responsibility or liability for the records relating to, or payments
made in respect of, beneficial interests in any Global Note.

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

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

The Notes will be unsecured and do not have the benefit of a negative pledge provision. If the Bank defaults
on the Notes, or in the event of a bankruptcy, liquidation or reorganisation, then, to the extent that the Bank
has granted security over its assets, the assets that secure those obligations will be used to satisfy the
obligations thereunder before the Bank could sell or otherwise dispose of those assets in order to make any
payment on the Notes. As a result of the granting of such security, there may only be limited assets available
to make payments on the Notes in such circumstances. In addition, there is no restriction on the issue by the
Bank of other similar securities that do have the benefit of security, which may impact on the market price of
its securities, such as the Notes, that are unsecured.

Risks related to the market generally

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

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

Notes may have no established trading market when issued, and one may never develop. If a market does
develop, it may not be very liquid. Therefore, investors may not be able to sell their Notes easily or at prices
that will provide them with a yield comparable to similar investments that have a developed secondary
market.

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

The Bank will pay principal and interest on the Notes in the Specified Currency. This presents certain risks
relating to currency conversions if an investor's financial activities are denominated principally in a currency
or currency unit (the Investor's Currency) other than the Specified Currency. These include the risk that
exchange rates may significantly change (including changes due to devaluation of the Specified Currency or
revaluation of the Investor's Currency) and the risk that authorities with jurisdiction over the Investor's
Currency may impose or modify exchange controls. An appreciation in the value of the Investor's Currency
relative to the Specified Currency would decrease (1) the Investor's Currency-equivalent yield on the Notes,
(2) the Investor's Currency-equivalent value of the principal payable on the Notes and (3) the Investor's
Currency-equivalent market value of the Notes.

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

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

Investment in Fixed Rate Notes involves the risk that if market interest rates subsequently increase above the
rate paid on the Fixed Rate Notes, this will adversely affect the value of the Fixed Rate Notes.

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

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

In general, European regulated investors are restricted under Regulation (EC) No. 1060/2009 (as amended)
(the CRA Regulation) from using credit ratings for regulatory purposes, unless such ratings are issued by a
credit rating agency established in the EU and registered under the CRA Regulation (and such registration
has not been withdrawn or suspended), subject to transitional provisions that apply in certain circumstances
whilst the registration application is pending. Such general restriction will also apply in the case of credit
ratings issued by non-EU credit rating agencies, unless the relevant credit ratings are endorsed by an
EU-registered credit rating agency or the relevant non-EU rating agency is certified in accordance with the
CRA Regulation (and such endorsement action or certification, as the case may be, has not been withdrawn
or suspended). The list of registered and certified rating agencies published by the European Securities and
Markets Authority (ESMA) on its website in accordance with the CRA Regulation is not conclusive
evidence of the status of the relevant rating agency included in such list, as there may be delays between
certain supervisory measures being taken against a relevant rating agency and the publication of the updated
ESMA list. Certain information with respect to the credit rating agencies and ratings is set out on the cover
of this Base Prospectus.
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DOCUMENTS INCORPORATED BY REFERENCE

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

The auditors' report and audited consolidated annual financial statements of the Bank for the
financial year ended 31 December 2012 and 31 December 2013 including the information set out at
the following pages of the Annual Report for the financial year ended 31 December 2012 and the
Annual Report for the financial year ended 31 December 2013, respectively, in particular:

Annual Report for the Annual Report for the
financial year ended financial year ended 31

31 December 2012 December 2013
Consolidated Statement of Financial Page 109 Page 113
Position .........ccoviiiiii
Significant Accounting Policies ............ Pages 113 to 126 Pages 167 to 176
Consolidated Statement of Cash Flows.... Page 111 Page 115
Consolidated Statement of Comprehensive  Page 108 Page 112
Income.......ooevviiiiiiiii
Consolidated Statement of Changes in Page 110 Page 114
EqQuity...coovviiiii e
NOtES. .t Pages 112 to 180 Page 117 to 176
Independent Auditor’s Report ............... Page 107 Page 111

Any other information incorporated by reference that is not included in the cross-reference list above
is considered to be additional information to be disclosed to investors rather than information
required by the relevant Annexes of the Prospectus Regulation. The non-incorporated parts of the
Annual Report for the financial year ended 31 December 2012 and the Annual Report for the
financial year ended 31 December 2013 are either deemed not relevant for an investor or are
otherwise covered elsewhere in this Base Prospectus.

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

Copies of documents incorporated by reference in this Base Prospectus can be obtained from the
Luxembourg Stock Exchange's website at www.bourse.lu, from the registered office of the Bank and from
the specified offices of the Paying Agents for the time being in London and can be viewed electronically free
of charge at http://www.arionbanki.is/.
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Any websites referenced in this Base Prospectus are referenced for information purposes only and the
contents of any website referenced in this Base Prospectus do not form part of (and are not incorporated by
reference into) this Base Prospectus.

Any documents themselves incorporated by reference in the documents incorporated by reference in this
Base Prospectus shall not be incorporated by reference in this Base Prospectus as they are either deemed not
relevant for an investor or are otherwise covered elsewhere in this Base Prospectus

The Bank will, in the event of any significant new factor, material mistake or inaccuracy relating to
information included in this Base Prospectus which is capable of affecting the assessment of any Notes,
prepare a supplement to this Base Prospectus or publish a new Base Prospectus for use in connection with
any subsequent issue of Notes.
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FORM OF THE NOTES

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

Q) if the Global Notes are intended to be issued in new global note (NGN) form, as stated in the
applicable Final Terms, be delivered on or prior to the original issue date of the Tranche to a
common safekeeper (the Common Safekeeper) for Euroclear Bank SA/NV (Euroclear) and
Clearstream Banking, société anonyme (Clearstream, Luxembourg); and

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

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

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

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

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

The applicable Final Terms will specify that a Permanent Global Note will be exchangeable (free of charge),

in whole but not in part, for definitive Notes with, where applicable, interest coupons and talons attached
upon either (a) not less than 60 days' written notice from Euroclear and/or Clearstream, Luxembourg (acting
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on the instructions of any holder of an interest in such Permanent Global Note) to the Fiscal Agent as
described therein or (b) only upon the occurrence of an Exchange Event or (c) at any time at the request of
the Bank. For these purposes, Exchange Event means that (i) an Event of Default (as defined in Condition
8) has occurred and is continuing, (ii) the Bank has been notified that both Euroclear and Clearstream,
Luxembourg have been closed for business for a continuous period of 14 days (other than by reason of
holiday, statutory or otherwise) or have announced an intention permanently to cease business or have in fact
done so and no successor clearing system is available or (iii) the Bank has or will become subject to adverse
tax consequences which would not be suffered were the Notes represented by the Permanent Global Note in
definitive form. The Bank will promptly give notice to Noteholders in accordance with Condition 12 if an
Exchange Event occurs. In the event of the occurrence of an Exchange Event, Euroclear and/or Clearstream,
Luxembourg (acting on the instructions of any holder of an interest in such Permanent Global Note) may
give notice to the Fiscal Agent requesting exchange and, in the event of the occurrence of an Exchange
Event as described in (iii) above, the Bank may also give notice to the Fiscal Agent requesting exchange.
Any such exchange shall occur not later than 45 days after the date of receipt of the first relevant notice by
the Fiscal Agent.

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

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

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

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

Pursuant to the Agency Agreement (as defined under "Terms and Conditions of the Notes"), the Fiscal Agent
shall arrange that, where a further Tranche of Notes is issued which is intended to form a single Series with
an existing Tranche of Notes at a point after the Issue Date of the further Tranche, the Notes of such further
Tranche shall be assigned a common code and ISIN which are different from the common code and ISIN
assigned to Notes of any other Tranche of the same Series until such time as the Tranches are consolidated
and form a single Series, which shall not be prior to the expiry of the distribution compliance period (as
defined in Regulation S under the Securities Act) applicable to the Notes of such Tranche.

Any reference herein to Euroclear and/or Clearstream, Luxembourg shall, whenever the context so permits,
be deemed to include a reference to any additional or alternative clearing system specified in the applicable
Final Terms.

A Note may be accelerated by the holder thereof in certain circumstances described in Condition 8. In such
circumstances, where any Note is still represented by a Global Note and the Global Note (or any part
thereof) has become due and repayable in accordance with the Terms and Conditions of such Notes and
payment in full of the amount due has not been made in accordance with the provisions of the Global Note
then the Global Note will become void at 8.00 p.m. (London time) on such day. At the same time, holders of
interests in such Global Note credited to their accounts with Euroclear and/or Clearstream, Luxembourg, as
the case may be, will become entitled to proceed directly against the Bank on the basis of statements of
account provided by Euroclear and/or Clearstream, Luxembourg on and subject to the terms of a deed of
covenant (the Deed of Covenant) dated 23 April 2014 and executed by the Bank.
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The Bank may agree with any Dealer that Notes may be issued in a form not contemplated by the Terms and
Conditions of the Notes, in which event a supplement to this Base Prospectus or a new Base Prospectus will
be made available which will describe the effect of the agreement reached in relation to such Notes.
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APPLICABLE FINAL TERMS

Set out below is the form of Final Terms which will be completed for each Tranche of Notes which have a
denomination of €100,000 (or its equivalent in any other currency) or more issued under the Programme.

[Date]
ARION BANK HF

Issue of [Aggregate Nominal Amount of Tranche] [Title of Notes]
under the €1,000,000,000
Euro Medium Term Note Programme

PART A—- CONTRACTUAL TERMS

Terms used herein shall be deemed to be defined as such for the purposes of the Conditions set forth in the
Base Prospectus dated 23 April 2014 [and the supplement[s] to it dated [date] [and [date]] which [together]
constitute[s] a base prospectus for the purposes of the Prospectus Directive (the Base Prospectus). This
document constitutes the Final Terms of the Notes described herein for the purposes of Article 5.4 of the
Prospectus Directive and must be read in conjunction with the Base Prospectus. Full information on the
Bank and the offer of the Notes is only available on the basis of the combination of these Final Terms and
the Base Prospectus. The Base Prospectus has been published on the Luxembourg Stock Exchange's website
(www.bourse.lu).

1. @ Series Number: [ ]
(b) Tranche Number: [ ]
) Date on which the Notes will be The Notes will be consolidated and form a single Series
consolidated and form a single with [provide issue amount/ISIN/maturity date/issue
Series: date of earlier Tranches] on [the Issue Date/exchange of

the Temporary Global Note for interests in the
Permanent Global Note, as referred to in paragraph 18
below, which is expected to occur on or about
[date]][Not Applicable]

2. Specified Currency or Currencies: [ ]
3. Aggregate Nominal Amount:
(@) Series: [ ]
(b) Tranche: [ ]
4. Issue Price: [ ] per cent. of the Aggregate Nominal Amount [plus

accrued interest from [insert date] (if applicable)]
5. @) Specified Denominations: [ ]

(N.B. Notes must have a minimum denomination of EUR
100,000 (or equivalent))
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10.

11.

12.

(b) Calculation Amount:

@) Issue Date:
(b) Interest Commencement Date:
Maturity Date:

Interest Basis:

Redemption/Payment Basis:

Change of Interest Basis:

Put/Call Options:

Status of the Notes:

(Note — where multiple denominations above [€100,000]
or equivalent are being used the following sample
wording should be followed:

"[€100,000] and integral multiples of [€1,000] in excess
thereof up to and including [€199,000]. No Notes in
definitive form will be issued with a denomination above
[€199,000]."))

[ ]
(If only one Specified Denomination, insert the Specified
Denomination. If more than one Specified

Denomination, insert the highest common factor. Note:
There must be a common factor in the case of two or
more Specified Denominations.)

[ ]

[specify/Issue Date/Not Applicable]

(N.B. An Interest Commencement Date will not be
relevant for certain Notes, for example Zero Coupon
Notes.)

[Specify date or for Floating Rate Notes Interest
Payment Date falling in or nearest to [specify month and

year]]

[[ 1 per cent. Fixed Rate]

[[[ ] month
[LIBOR/EURIBOR/NIBOR/STIBOR/REIBOR/CIBOR
11 +/- [ ] per cent. Floating Rate]

[Zero coupon]

(see paragraph [13]/[14]/[15]below)

Subject to any purchase and cancellation or early
redemption, the Notes will be redeemed on the Maturity
Date at [ ] per cent. of their nominal amount

(N.B. The Notes will only be redeemed at an amount
other than 100 per cent. of their nominal amount in the
case of certain Zero Coupon Notes)

[For the period from (and including) the Interest
Commencement Date, up to (but excluding) [date]
paragraph [13/14] applies and for the period from (and
including) [date], up to (and including) the Maturity
Date, paragraph [13/14] applies][Not Applicable]

[Issuer Call]
[Not Applicable]

[(see paragraph [16]/[17] below)]

Senior
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PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE

13.

14.

Fixed Rate Note Provisions

(@)

(b)

(©)

(d)

(€)
()

Rate(s) of Interest:

Interest Payment Date(s):

Fixed Coupon Amount(s):

(Applicable to Notes in definitive

form.)

Broken Amount(s):

(Applicable to Notes in definitive

form.)

Day Count Fraction:

Determination Date(s):

Floating Rate Note Provisions

(@)

(b)

(©)
(d)

(€)

Specified

Business Day Convention:

Period(s)/Specified
Interest Payment Dates:

Additional Business Centre(s):

Manner in which the Rate of

Interest and Interest Amount is
to be determined:

Party responsible for calculating

the Rate of Interest and Interest

Amount
Agent):

(if not

the

Fiscal

[Applicable/Not Applicable]
(If not applicable, delete the remaining subparagraphs
of this paragraph)

[ ] per cent. per annum payable in arrear on each
Interest Payment Date

[ ] in each year up to and including the Maturity
Date
(Amend appropriately in the case of irregular coupons)

[ ] per Calculation Amount

[[ 1 per Calculation Amount, payable on the Interest
Payment Date falling [infon] [ ]][Not Applicable]

[30/360] [Actual/Actual (ICMA)]

i ] in each year][Not Applicable]

(Only relevant where Day Count Fraction is
Actual/Actual (ICMA). In such a case, insert regular
interest payment dates, ignoring issue date or maturity
date in the case of a long or short first or last coupon)

[Applicable/Not Applicable]
(If not applicable, delete the remaining subparagraphs
of this paragraph)

[ 11, subject to adjustment in accordance with the
Business Day Convention set out in (b) below/, not
subject to adjustment, as the Business Day Convention
in (b) below is specified to be Not Applicable]

[Floating Rate Convention/Following Business
Day Convention/Modified Following Business Day

Convention/ Preceding Business Day
Convention/[specify other]][Not Applicable]

[ ]

[Screen Rate Determination/ISDA Determination]

[ ]
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15.

()

(9)

(h)

(i)
)
(k)
(1

Screen Rate Determination:

. Reference Rate:

) Interest  Determination
Date(s):

. Relevant Screen Page:

ISDA Determination:

° Floating Rate Option:
° Designated Maturity:
. Reset Date:

Linear Interpolation:

Margin(s):
Minimum Rate of Interest:
Maximum Rate of Interest:

Day Count Fraction:

Zero Coupon Note Provisions

[currency]l] ] month [LIBOR/EURIBOR/NIBOR/
STIBOR/REIBOR/CIBOR].

[ ]

(Second London business day prior to the start of each
Interest Period if LIBOR (other than Sterling or euro
LIBOR), first day of each Interest Period if Sterling
LIBOR and the second day on which the TARGET2
System is open prior to the start of each Interest Period
if EURIBOR or euro LIBOR. Second Oslo, Stockholm,
Reykjavik or Copenhagen (as the case may be) business
day prior to the start of each Interest Period if NIBOR,
STIBOR, REIBOR or CIBOR)

[ ]
(In the case of EURIBOR, if not Reuters EURIBOR01

ensure it is a page which shows a composite rate or
amend the fallback provisions appropriately)

[ ]
[ ]
[ ]

(In the case of a LIBOR or EURIBOR based option, the
first day of the Interest Period)

[Not Applicable/Applicable - the Rate of interest for the
[long/short] [first/last] Interest Period shall be calculated
using Linear Interpolation (specify for each short or
long interest period)]

[+/-]1 [ ] per cent. per annum
[ ] per cent. per annum
[ ] per cent. per annum

[Actual/Actual (ISDA)][Actual/Actual]
Actual/365 (Fixed)

Actual/365 (Sterling)

Actual/360

[30/360][360/360][Bond Basis]
[30E/360][Eurobond Basis]

30E/360 (ISDA)]

(See Condition [Interest] for alternatives)

[Applicable/Not Applicable]
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Accrual Yield:

Reference Price:

Day Count Fraction in relation to
Early Redemption Amounts:
PROVISIONS RELATING TO REDEMPTION

Issuer Call:

Optional Redemption Date(s):

Optional Redemption Amount:

If redeemable in part:

Minimum Redemption

Maximum Redemption

Notice periods:

Final Redemption Amount:

(If not applicable, delete the remaining subparagraphs
of this paragraph)

[ ] per cent. per annum

[ ]

[30/360]
[Actual/360]
[Actual/365]

[Applicable/Not Applicable]
(If not applicable, delete the remaining subparagraphs
of this paragraph)

[ ]

[l ] per Calculation Amount]

[Set out appropriate variable details in this pro forma,
for example reference obligation]

[ ]

Minimum period: [ ] days

Maximum period: [ ] days

(N.B. When setting notice periods, the Bank is advised to
consider the practicalities of distribution of information
through intermediaries, for example, clearing systems
(which require a minimum of 5 clearing system business
days' notice for a call) and custodians, as well as any
other notice requirements which may apply, for
example, as between the Bank and the Fiscal Agent)

[ ] per Calculation Amount

(N.B. Except in the case of Zero Coupon Notes where a
Redemption/Payment Basis other than 100 per cent. of
the nominal amount has been specified, the Final
Redemption Amount shall be equal to 100 per cent. of
the Calculation Amount per Calculation Amount)

GENERAL PROVISIONS APPLICABLE TO THE NOTES

Form of Notes:

[Temporary Global Note exchangeable for a Permanent
Global Note which is exchangeable for Definitive Notes
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(b) New Global Note:

19. Additional Financial Centre(s):

20. Talons for future Coupons to be attached
to Definitive Notes:

THIRD PARTY INFORMATION

[on 60 days' notice given at any time/only upon an
Exchange Event]]

[Temporary Global Note exchangeable for Definitive
Notes on and after the Exchange Date]

[Permanent Global Note exchangeable for Definitive
Notes [on 60 days' notice given at any time/only upon
an Exchange Event/at any time at the request of the
Bank]]

[Notes shall not be physically delivered in Belgium,
except to a clearing system, a depository or other
institution for the purpose of their immobilisation in
accordance with article 4 of the Belgian Law of 14
December 2005."]

(N.B. The exchange upon notice/at any time options
should not be expressed to be applicable if the Specified
Denomination of the Notes in paragraph 5 includes
language substantially to the following effect:
"[€100,000] and integral multiples of [€1,000] in excess
thereof up to and including [€199,000]." Furthermore,
such Specified Denomination construction is not
permitted in relation to any issue of Notes which is to be
represented on issue by a Temporary Global Note
exchangeable for Definitive Notes.)

[Yes][No]

[Not Applicable/give details]
(Note that this paragraph relates to the date of payment
and not Interest Period end dates to which
sub-paragraph 14(c) relates)

[Yes, as the Notes have more than 27 coupon payments,
Talons may be required if, on exchange into definitive
form, more than 27 coupon payments are still to be
made/No]

[[Relevant third party information] has been extracted from [specify source]. The Bank confirms that such
information 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 behalf of ARION BANK HF.:

By:

Duly authorised

Include for Notes that are to be offered in Belgium.

By:

Duly authorised
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PART B - OTHER INFORMATION

LISTING AND ADMISSION TO

TRADING

Q) Listing and Admission to trading

(i) Estimate of total expenses
related to admission to trading:

RATINGS

Ratings:

[Application has been made by the Bank (or on its
behalf) for the Notes to be admitted to trading on
[specify relevant regulated market (for example the
Bourse de Luxembourg, the London Stock Exchange's
regulated market or the Regulated Market of the Irish
Stock Exchange) and, if relevant, listing on an official
list (for example, the Official List of the Luxembourg
Stock Exchange)] with effect from [ ].]

[Application is expected to be made by the Bank (or on
its behalf) for the Notes to be admitted to trading on
[specify relevant regulated market (for example the
Bourse de Luxembourg, the London Stock Exchange's
regulated market or the Regulated Market of the Irish
Stock Exchange) and, if relevant, listing on an official
list (for example, the Official List of the Luxembourg
Stock Exchange)] with effect from [ ].]

[ ]

[The Notes to be issued [[have been]/[are expected to
be]] rated]/[The following ratings reflect ratings
assigned to Notes of this type issued under the
Programme generally]:

[insert details]] by [insert the legal name of the relevant
credit rating agency entity(ies) and associated defined
terms].

Each of [defined terms] is established in the European
Union and is registered under Regulation (EC) No.
1060/2009 (as amended) (the CRA Regulation).]

(The above disclosure should reflect the rating allocated
to Notes of the type being issued under the Programme
generally or, where the issue has been specifically rated,
that rating.)

INTERESTS OF NATURAL AND LEGAL PERSONS INVOLVED IN THE ISSUE

[Save for any fees payable to the [Managers/Dealers], so far as the Bank is aware, no person
involved in the issue of the Notes has an interest material to the offer. The [Managers/Dealers] and
their affiliates have engaged, and may in the future engage, in investment banking and/or
commercial banking transactions with, and may perform other services for, the Bank and its
affiliates in the ordinary course of business - Amend as appropriate if there are other interests]
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[(When adding any other description, consideration should be given as to whether such matters
described constitute "significant new factors" and consequently trigger the need for a supplement to
the Base Prospectus under Article 16 of the Prospectus Directive.)]

YIELD (Fixed Rate Notes only)

Indication of yield:

[ ]

HISTORIC INTEREST RATES (Floating Rate Notes only)

Details of historic [LIBOR/EURIBOR/NIBOR/STIBOR/REIBOR/CIBOR] rates can be obtained
from [Reuters].

OPERATIONAL INFORMATION

()
(i)
(iii)

(iv)
v)

[(vi)

ISIN Code:
Common Code:

Any clearing system(s) other
than Euroclear and Clearstream,
Luxembourg and the relevant
identification number(s):

Delivery:

Names and addresses of
additional Paying Agent(s) (if
any):

Intended to be held in a manner

which would allow Eurosystem
eligibility:

[ ]

[ ]
[Not Applicable/give name(s) and number(s)]

Delivery [against/free of] payment

[ ]

[Yes. Note that the designation "yes" simply means that
the Notes are intended upon issue to be deposited with
one of the ICSDs as common safekeeper and does not
necessarily mean that the Notes will be recognised as
eligible collateral for Eurosystem monetary policy and
intra day credit operations by the Eurosystem either
upon issue or at any or all times during their life. Such
recognition will depend upon the ECB being satisfied
that Eurosystem eligibility criteria have been met.]/

[No. Whilst the designation is specified as "no" at the
date of these Final Terms, should the Eurosystem
eligibility criteria be amended in the future such that the
Notes are capable of meeting them the Notes may then
be deposited with one of the ICSDs as common
safekeeper. Note that this does not necessarily mean
that the Notes will then be recognised as eligible
collateral for Eurosystem monetary policy and intra day
credit operations by the Eurosystem at any time during
their life. Such recognition will depend upon the ECB
being satisfied that Eurosystem eligibility criteria have
been met.]]
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DISTRIBUTION

(M Method of distribution: [Syndicated/Non-syndicated]
(i) If syndicated, names of [Not Applicable/give names]
Managers:
(iii)  Date of [Subscription] [ ]
Agreement:

(iv) Stabilisation Manager(s) (if any): [Not Applicable/give name]

(V) If non-syndicated, name of [Not Applicable/give name]
relevant Dealer:
(vi) U.S. Selling Restrictions: [Reg. S Compliance Category 2; TEFRA D/TEFRA

C/TEFRA not applicable]]
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TERMS AND CONDITIONS OF THE NOTES

The following are the Terms and Conditions of the Notes which will be incorporated by reference into each
Global Note (as defined below) and each definitive Note, in the latter case only if permitted by the relevant
stock exchange or other relevant authority (if any) and agreed by the Bank and the relevant Dealer at the
time of issue but, if not so permitted and agreed, such definitive Note will have endorsed thereon or attached
thereto such Terms and Conditions. The applicable Final Terms (or the relevant provisions thereof) will be
endorsed upon, or attached to, each Global Note and definitive Note. Reference should be made to
"Applicable Final Terms" for a description of the content of Final Terms which will specify which of such
terms are to apply in relation to the relevant Notes.

This Note is one of a Series (as defined below) of Notes issued by Arion Bank hf. (the Bank) pursuant to the
Agency Agreement (as defined below).

References herein to the Notes shall be references to the Notes of this Series and shall mean:

@) in relation to any Notes represented by a global Note (a Global Note), units of each Specified
Denomination in the Specified Currency;

(b) any Global Note; and
(©) any definitive Notes issued in exchange for a Global Note.

The Notes and the Coupons (as defined below) have the benefit of an Agency Agreement (such Agency
Agreement as amended and/or supplemented and/or restated from time to time, the Agency Agreement)
dated 23 April 2014 and made between the Bank and Citibank, N.A., London Branch as fiscal agent (the
Fiscal Agent, which expression shall include any successor agent) and the other paying agents named
therein (together with the Fiscal Agent, the Paying Agents, which expression shall include any additional or
successor paying agents).

The final terms for this Note (or the relevant provisions thereof) are set out in Part A of the Final Terms
attached to or endorsed on this Note which supplement these Terms and Conditions (the Conditions).
References to the applicable Final Terms are, unless otherwise stated, to Part A of the Final Terms (or the
relevant provisions thereof) attached to or endorsed on this Note. The expression Prospectus Directive
means Directive 2003/71/EC (and amendments thereto, including the 2010 PD Amending Directive) to the
extent implemented in the relevant Member State of the European Economic Area and includes any relevant
implementing measure in the relevant Member State and the expression 2010 PD Amending Directive
means Directive 2010/73/EU.

Interest bearing definitive Notes have interest coupons (Coupons) and, in the case of Notes which, when
issued in definitive form, have more than 27 interest payments remaining, talons for further Coupons
(Talons) 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. Global Notes do not have Coupons or Talons
attached on issue.

Any reference to Noteholders or holders in relation to any Notes shall mean the holders of the Notes and
shall, in relation to any Notes represented by a Global Note, be construed as provided below. Any reference
herein to Couponholders shall mean the holders of the Coupons and shall, unless the context otherwise
requires, include the holders of the Talons.

As used herein, Tranche means Notes which are identical in all respects (including as to listing and

admission to trading) and Series means a Tranche of Notes together with any further Tranche or Tranches of
Notes which (a) are expressed to be consolidated and form a single series and (b) have the same terms and
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conditions or terms and conditions which are the same in all respects save for the amount and date of the first
payment of interest thereon and the date from which interest starts to accrue.

The Noteholders and the Couponholders are entitled to the benefit of the Deed of Covenant (such Deed of
Covenant as modified and/or supplemented and/or restated from time to time, the Deed of Covenant) dated
23 April 2014 and made by the Bank. The original of the Deed of Covenant is held by the common
depositary for Euroclear (as defined below) and Clearstream, Luxembourg (as defined below).

Copies of the Agency Agreement and the Deed of Covenant are available for inspection during normal
business hours at the specified office of each of the Paying Agents. If the Notes are to be admitted to trading
on the regulated market of the Luxembourg Stock Exchange the applicable Final Terms will be published on
the website of the Luxembourg Stock Exchange (www.bourse.lu). The Noteholders and the Couponholders
are deemed to have notice of, and are entitled to the benefit of, all the provisions of the Agency Agreement,
the Deed of Covenant and the applicable Final Terms which are applicable to them. The statements in the
Conditions include summaries of, and are subject to, the detailed provisions of the Agency Agreement.

Words and expressions defined in the Agency Agreement or used in the applicable Final Terms shall have
the same meanings where used in the Conditions unless the context otherwise requires or unless otherwise
stated and provided that, in the event of inconsistency between the Agency Agreement and the applicable
Final Terms, the applicable Final Terms will prevail.

In the Conditions, euro means the currency introduced at the start of the third stage of European economic
and monetary union pursuant to the Treaty on the Functioning of the European Union, as amended.

1. FORM, DENOMINATION AND TITLE

The Notes are in bearer form and, in the case of definitive Notes, serially numbered, in the currency
(the Specified Currency) and the denominations (the Specified Denomination(s)) specified in the
applicable Final Terms. Notes of one Specified Denomination may not be exchanged for Notes of
another Specified Denomination.

This Note may be a Fixed Rate Note, a Floating Rate Note or a Zero Coupon Note, or a combination
of any of the foregoing, depending upon the Interest Basis shown in the applicable Final Terms.

Definitive Notes are issued with Coupons attached, unless they are Zero Coupon Notes in which
case references to Coupons and Couponholders in the Conditions are not applicable.

Subject as set out below, title to the Notes and Coupons will pass by delivery. The Bank and the
Paying Agents will (except as otherwise required by law) deem and treat the bearer of any Note or
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 but, in
the case of any Global Note, without prejudice to the provisions set out in the next succeeding
paragraph.

For so long as any of the Notes is represented by a Global Note held on behalf of Euroclear Bank
S.A./N.V. (Euroclear) and/or Clearstream Banking, société anonyme (Clearstream, Luxembourg),
each person (other than Euroclear or Clearstream, Luxembourg) who is for the time being shown in
the records of Euroclear or of Clearstream, Luxembourg as the holder of a particular nominal
amount of such Notes (in which regard any certificate 