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

The maximum aggregate nominal amount of all Notes from time to time outstanding under the Programme will not 
exceed € 1  ,~K)0,000,000 (or its equivalent in other currencies calculated as described herein). subject to increase as 
described herein. 

The Notes may be issued on a continuing basis to one or more of the Dealers specified under “Summary of the  
Programme” and any additional Dealer appointed under the Programme from time to time by the Issuer (each a 
“Dealer” and together the “Dealers”), which appointment may be for a specific issue or on an ongoing basis. 
References in this Offering Circular 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 :ill Dealers agreeing to purchase such Notes. 

Application has been made to the Luxembourg Stock Exchange for Notes issued under the Programme during the 
period of 12 months from the date of this Offering Circular to be listed on the Luxembourg Stock Exchange. Notice 
of the aggregate nominal amount of Notes, interest (if any) payable in respect of Notes. the issue price of Notes and 
any other terms and conditions not contained herein which are applicable to each Tranche (as defined under “Tel-nrs 
~7nd Conditions of the Note.?) of Notes will be set out in a pricing supplement (the “Pricing Supplement’’) which. 
with respect to Notes to be listed on the Luxembourg Stock Exchange, will be delivered to the Luxembourg Stock 
Exchange on or before the date of issue of the Notes of such Tranche. 

The Programme provides that Notes may be listed on such other or further stock exchange(s) as may be agreed 
between the Issuer and the relevant Dealer. The Issuer may also issue unlisted Notes. 

The Issuer may agree with any Dealer that Notes may be issued in a form not contemplated by the Temis and 
Conditions of the Notes herein, in which event (in the case of Notes intended to be listed on the Luxembourg Stock 
Exchange) a supplementary Offering Circular, if appropriate. will be made available which will describe the effect 
of the agreement reached in relation to such Notes. 

The Programme is rated by Moody’s Investors Service Limited (“Moody’s”). Senior Notes issued under the 
Prograrnme may be rated or unrated. Where an issue of Senior Notes is rated, its rating will not necessiirily be the 
same as the rating applicable to the Programme. A rating is not a recommendation to buy, sell or hold securities and 
may be subject to suspension, change or withdrawal at any time by the assigning rating agency. 
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Schroder Salomon Smith Barney 
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The Issuer, having made all reasonable enquiries, confirms that this Offering Circular contains 
or incorporates all information which is material in the context of the issuance and otl‘ering of Notes, 
that the information contained or incorporated in this Offering Circular is true and accurate in all 
material respects and is not misleading, that the opinions and intentions expressed in this Offering 
Circular are honestly held and that there are no other facts the omission of which would make this 
Offering Circular or any of such information or the expression of any such opinions or intentions 
misleading. The Issuer accepts responsibility accordingly. 

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

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 Offering Circular or any other information provided by the Issuer in connection 
with the Programme. No Dealer accepts any liability in relation to the information contained or 
incorporated by reference in this Offering Circular or any other information provided by the Issuer 
in connection with the Programme. 

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

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

Neither the delivery of this Offering Circular nor the offering, sale or delivery of any Notes shall 
in any circumstances imply that the information contained herein concerning the Issuer is correct at 
any time subsequent to the date hereof or that any other information supplied in connection with the 
Programme is correct as of any time subsequent to the date indicated in the document containing the 
same. The Dealers expressly do not undertake to review the financial condition or affairs of the Issuer 
during the life of the Programme or to advise any investor in the Notes of any information coming to 
their attention. Investors should review, inter alia, the most recently published documents 
incorporated by reference into this Offering Circular when deciding whether or not to purchase any 
Notes. 

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 U.S. 
persons (see LLSubscnption and Sale” below). 

This Offering Circular does not constitute an offer to sell or the solicitation of an offer to buy 
any Notes in any jurisdiction to any person tu whom it is unlawful to make the offer or solicitation in 
such jurisdiction. The distribution of this Offering Circular and the offer or sale of Notes may be 
restricted by law in certain jurisdictions. The Tssuer and the Dealers do not represent that this 
Offering Circular 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 
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pursuant to an exemption available thereunder, or assume any responsibility for facilitating any such 
distribution or offering. In particular, no action has been taken by the Issuer or  the Dealers which 
would permit a public offering of any Notes or  distribution of this document in any jurisdiction where 
action for that purpose is required. Accordingly, no Notes may be offered or sold, directly or  indirectly, 
and neither this Offering Circular 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 Offering Circular or any 
Notes may come must inform themselves about, and observe, any such restrictions on the distribution 
of this Offering Circular and the offering and sale of Notes. In particular, there are restrictions on the 
distribution of this Offering Circular and the offer or  sale of Notes in the United States, the United 
Kingdom, Japan and Iceland, see “Subscription and Sale”. 

All references in this document to “U.S. dollars”, “US.$” and ‘3‘’ refer to United States dollars, 
to “ISK”, “krona” or Lbkrdnur” refer to the currency of Iceland, to “Japanese Yen” and “Yen” refer to 
the currency of Japan, to “Swiss francs” refer to the currency of Switzerland, to “Sterling” and “P 
refer to pounds sterling and to “euro” and T’)’ refer to the currency introduced at  the start of the third 
stage of European economic and monetary union pursuant to the Treaty establishing the European 
Community, as amended. 

Schroder is a trademark of Schroder Holdings plc and is used under licence by Salomon Brothers 
International Limited. 
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In connection with the issue and distribution of any Tranche of Notes. the Dcaler (if any) disclosed as 
the stabilising manager in the applicable Pricing Supplement or any person acting for him may over-allot or 
effect transactions with a view to supporting the market price of the Notes of the Series (as defined below) 
of which such Tranche forms part at a level higher than that which might not otherwise prevail for ;I limited 
period after thc issue date . However. there may bc no obligation on the stabilising manager or any agent of 
his to do this . Such stabilising. if commenced. may be discontinued at any time and must be brought to an 
end after a limited period . 
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DOCUMENTS INCORPORATED BY REFERENCE 

The following documents published or issued from time to time after the date hereof shall be deemed 
to be incorporated in, and to form part of, this Offering Circular: 

(a) the most recently published audited non-consolidated annual financial statements and the most 
recently published audited consolidated financial statements (if any) of the Issuer and, i f  published 
later, the most recently published interim non-consolidated financial statements and the most recently 
published interim consolidated financial statements (if any) of the Issuer; and 

all supplements or amendments to this Offering Circular circulated by the Issuer from time to time, 

save that any statement contained herein or in a document which is deemed to be incorporated by 
reference herein shall be deemed to be modified or superseded for the purpose of this Offering Circular to 
the extent that a statement contained in any such subsequent document which is deemed to be incorporated 
by reference herein modifies or supersedes such earlier statement (whether expressly, by implication or 
otherwise). Any statement so modified or superseded shall not be deemed, except as so modified or 
superseded, to constitute a part of this Offering Circular. 

(b) 

The Issuer will provide, without charge, to each person to whom a copy of this Offering Circular has 
been delivered, upon the request of such person, a copy of‘ any or all of the documents deemed to be 
incorporated herein by reference unless such documents have been modified or superseded as specified 
above. Requests for such documents should be directed to the Issuer at its offices set out at the end of this 
Offering Circular. In addition, such documents will be available from the principal office in Luxembourg of‘ 
Banque Ginirale du Luxembourg S.A. (the “Luxembourg Listing Agent”) for Notes listed on the 
Luxembourg Stock Exchange. 

The Issuer will, in connection with the listing of the Notes on the Luxembourg Stock Exchange, so 
long as any Note remains outstanding and listed on such exchange, in the event of any material change in 
the condition of the Issuer which is not reflected in this Offering Circular, prepare a supplement to this 
Offering Circular or publish a new Offering Circular for use in connection with any subsequent issue of the 
Notes to be listed on the Luxembourg Stock Exchange. 

If the terms of the Programme are modified or amended in a manner which would make this Offering 
Circular, as so modified or amended, inaccurate or misleading, a new offering circular will be prepared. 
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GENERAL DESCRIPTION OF THE PROGRAMME 

Under the Programme, the Issuer may from time to time issue Notes denominated in any currency, 
subject as set out herein. A summary of the terms and conditions of the Programme and the Notes appears 
below. The applicable terms of any Notes will be agreed between the Issuer and the relevant Dealer prior to 
the issue of the Notes and will be set out in the Terms and Conditions of the Notes endorsed on, attached to, 
or incorporated by reference into. the Notes, as modified and supplemented by the applicable Pricing 
Supplement attached to, or endorsed on, such Notes, as more fully described under “Form of the Notes” 
below. 

This Offering Circular and any supplement will only be valid for listing Notes on the Luxembourg 
Stock Exchange during the period of 12 months from the date of this Offering Circular in an aggregate 
nominal amount which, when added to the aggregate nominal amount then outstanding of all Notes 
previously or simultaneously issued under the Programme, does not exceed €1 ,OOO.OOO,OOO or its equivalent 
in other currencies. For the purpose of calculating the euro equivalent of the aggregate nominal amount of 
Notes issued under the Programme from time to time: 

(a) the euro equivalent of Notes denominated in another Specified Currency (as specified in the 
applicable Pricing Supplement in relation to the relevant Notes, described under “Form ofthe Notc>s”) 
shall be determined, at the discretion of the Issuer, either as of the date on which agreement i s  reached 
for the issue of Notes or on the preceding day on which commercial banks and foreign exchange 
markets are open for business in London, in each case on the basis of the spot rate for the sale of the 
euro against the purchase of such Specified Currency in the London foreign exchange market quoted 
by any leading international bank selected by the Issuer on the relevant day of calculation; 

the euro equivalent of Dual Currency Notes, Index Linked Notes and Partly Paid Notes (each as 
specified in the applicable Pricing Supplement in relation to the relevant Notes, described under 
“Form o j ’ th~  Notes”) shall be calculated in the manner specified above by reference to the original 
nominal amount on issue of such Notes (in the case of Partly Paid Notes regardless of the subscription 
price paid); and 

the euro equivalent of Zero Coupon Notes (as specified in the applicable Pricing Supplement in 
relation to the relevant Notes, described under “Form n f t h  Notes”) and other Notes issued at a 
discount or a premium shall be calculated in the manner specified above by reference to the net 
proceeds received by the Issuer for the relevant issue. 

(b) 

(c) 
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SUMMARY OF THE PROGRAMME 

The following summary does not purport to be complete und is taken .from, und is yuulificd in itA 
entirot! by, the remainder qf this Qfering Circular and, in relation to the terms and conditions of any 
particulur- Trunrhr of Notps, thP upplicablp Pricing Supplemmt. Words and eqwessions defined in “Fornt qf 
the Nores” and “Terms and Conditions of the Notes” belon. shall hui’o the sanw nipanings in this summur!. 

Issuer: Blinadarbanki Islands hf. 

Description: Euro Medium Term Note Programme 

Arranger: Salomon Brothers International Limited 

Dealers: 

Certain Restrictions: 

Commerzbank Aktiengesellschaft 
Daiwa Securities SMBC Europe Limited 
Dresdner Bank Aktiengesellschaft 
HSBC Bank plc 
Nordea Bank Danmark A/S 
Salomon Brothers International Limited 
SEB Merchant Banking, Skandinaviska Enskilda Banken AB (publ) 
SociM Gknkrale 

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

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 “Suhsr.ription and Sul~”)  including 
the following restrictions applicable at the date of this Offering Circular. 

Swiss Francs 

Issues of Notes denominated in Swiss francs or carrying a Swiss franc- 
related element with a maturity of more than one year (other than Notes 
privately placed with a single investor with no publicity) will be effected 
in compliance with the relevant regulations of the Swiss National Bank 
based on article 7 of the Federal Law on Banks and Savings Banks of 8th 
November, 1934 (as amended) and article 15 of the Federal Law on Stock 
Exchanges and Securities Trading of 24th March, 1995 in connection with 
article 2, paragraph 2 of the Ordinance of the Federal Banking 
Commission on Stock Exchanges and Securities Trading of’ 2nd 
December, 1996. Under the said regulations, the relevant Dealer or, in the 
case of a syndicated issue, the lead manager (the “Swiss Dealer”). must be 
a bank domiciled in Switzerland (which includes branches or subsidiaries 
of a foreign bank located in Switzerland) or a securities dealer duly 
licensed by the Swiss Federal Banking Commission pursuant to the 
Federal Law on Stock Exchanges and Securities Trading of 24th March, 
1995. The Swiss Dealer must report certain details of the relevant 
transaction to the Swiss National Bank no later than the lssue Date of the 
relevant Notes. 

Notes with a maturity of less than one year 

Notes issued on terms that they must be redeemed before their first 
anniversary will, if the proceeds of the issue are accepted in the United 
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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”. 

Issuing and Principal Paying 
Agent: 

Citibank, N.A. 

Programme Size: 

Distribution: 

Currencies: 

Redenomination: 

Maturities: 

Issue Price: 

Form of Notes: 

Fixed Rate Notes: 

Floating Rate Notes: 

Up to €1,000,000,000 (or it? equivalent in other currencies calculated as 
described under “Generul Description qf the ProRrummp”) outstanding at 
any time. The Issuer 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. 

Subject to any applicable legal or regulatory restrictions, any currency 
agreed between the Issuer and the relevant Dealer. 

The applicable Pricing Supplement may provide that certain Notes may be 
redenominated in euro. The relevant provisions applicable to any such 
redenomination are contained in Condition 4. 

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

Notes may be issued on a fully-paid or a partly-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 o f t h e  
Notes”. 

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

Floating Rate Notes will bear interest at a rate determined: 

(i) 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 2000 ISDA Definitions (as published by 
the International Swaps and Derivatives Association, Inc., and as 
amended and updated as at the Issue Date of the first Tranche of thc 
Notes of the relevant Series); or 

(ii) on the basis of a reference rate appearing on the agreed screen page 
of a commercial quotation service; or 

(iii) on such other basis as may be agreed between the Issuer and the 
relevant Dealer. 

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



Index Linked Notes: Payments of principal in respect of Index Linked Redemption Notes or of 
interest in respect of Index Linked Interest Notes will be calculated by 
reference to such index and/or formula or to changes in the prices of 
securities or commodities or to such other factors as the Issuer and the 
relevant Dealer may agree. 

Other provisions in relation 
to Floating Rate Notes and 
Index Linked Interest Notes: 

Floating Rate Notes and Index Linked Interest Notes may also have a 
maximum interest rate, a minimum interest rate or both. 

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

Dual Currency Notes: 

Zero Coupon Notes: 

Redemption: 

Payments (whether in respect of principal or interest and whether at 
maturity or otherwise) in respect of Dual Currency Notes will be made in 
such currencies, and based on such rates of exchange. as the Issuer and thc 
relevant Dealer may agree. 

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

The applicable Pricing Supplement will indicate either that the relevant 
Notes cannot be redeemed prior to their stated maturity (other than in 
specified instalments, if applicable. or for taxation reasons or following an 
Event of Default) or that such Notes will be redeemable at the option of 
the Issuer and/or the Noteholders upon giving notice to the Noteholders or 
the Issuer. as the case may be, on a date or dates specified prior to such 
stated maturity and at a price or prices and on such othcr terms as may be 
agreed between the Issuer and the relevant Dealer. 

The applicable Pricing Supplement may provide that Notes may be 
redeemable in two or more instalments of such amounts and on such dates 
as are indicated in the applicable Pricing Supplement. 

Notes issued on terms that they must be redeemed before their first 
anniversary may be subject to restrictions on their denomination and 
distribution, see ”Certain Rrstr-irtions - Notes M’ith a muturity of less thari 
one year” above. 

Taxation: 

Denomination of Notes: Notes will be issued in such denominations as may be agreed between the 
Issuer and the relevant Dealer save that the minimum denomination of 
each Note will be such 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 “Ccrtcrin Restrictions - 
Notes with a maturitj oj less than ant' yeur” above. 

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

Negative Pledge: The terms of the Notes will contain a negative pledge provision as further 
described in Condition 3. 

9 



Cross Default: The terms of the Notes will contain a cross default provision as further 
described in Condition IO. 

Status of the Senior Notes: The Senior Notes will constitute direct, unconditional, unsubordinated 
and, subject to the provisions of Condition 3, unsecured obligations of the 
Issuer and will rank pari pussu 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 
Issuer, from time to time outstanding. 

Subordination: 

Rating: 

Listing: 

Governing Law: 

Selling Restrictions: 

Payments in respect of the Subordinated Notes will be subordinated as 
described in Condition 2(b). 

The Programme is rated by Moody’s. Senior Notes issued under the 
Programme may be rated or unrated. Where an issue of Senior Notes is 
rated, its rating will not necessarily be the same as the rating applicable to 
the Programme. A rating is not a recommendation to buy, sell or hold 
securities and may be subject to suspension, change or withdrawal at any 
time by the assigning rating agency. 

Application has been made for Notes issued under the Programme to be 
listed on the Luxembourg Stock Exchange. The Notes may also be listed 
on such other or further stock exchange(s) as may be agreed between the 
Issuer and the relevant Dealer in relation to each Series. 

Unlisted Notes may also be issued. 

The applicable Pricing Supplement will state whether or not the relevant 
Notes are to be listed and, if so, on which stock exchange($). 

The Notes will be governed by, and construed in accordance with, English 
law, except the provisions of Condition 2(b) which will be governed by 
Icelandic law. 

There are restrictions on the offer, sale and transfer of the Notes in the 
United States, the United Kingdom, Japan and Iceland and such other 
restrictions as may be required in connection with the offering and sale of 
a particular Tranche of Notes, see “Suhst.ription ond S u l ~ ” .  
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FORM OF THE NOTES 

Each Tranche of Notes will be in bearer form and will be initially issued in the form of a temporary 
global note (a “Temporary Global Note”) or, if so specified in the applicable Pricing Supplement, a 
permanent Global Note (a “Permanent Global Note”) which, in either case, will be delivered on or prior to 
the original issue date of the Tranche to a common depositary (the “Common Depositary”) for, Euroclear 
Bank S.A./N.V. as operator of the Euroclear System (“Euroclear”) and Clearstream Banking, sociiti 
anonyme (“Clearstream, Luxembourg”). 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 Notcs due prior to the 
Exchange Date (as defined below) will be made against presentation of the Temporary Global Note 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 
US. 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 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 (i) interests in a Permanent Global Note of the same Series or (i i)  for definitive 
Notes of the same Series with, where applicable, receipts, interest coupons and talons attached (as indicated 
in the applicable Pricing Supplement and subject, in the case of definitive Notes. to such notice pcriod as i s  
specified in the applicable Pricing Supplement), 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 foi- 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 without any requirement for certification. 

The applicable Pricing Supplement will specify that a Permanent Global Note will be exchangcable 
(free of charge), in whole but not in part, for definitive Notes with, where applicable, receipts, interest 
coupons and talons attached upon either (i) not less than 60 days’ written notice from Euroclear and/or 
Clearstream, Luxembourg (acting on the instructions of any holder of an interest in such Permanent Global 
Note) to the Agent as described therein or ( i i )  only upon the occurrence of an Exchange Event, For these 
purposes, “Exchange Event” means that (i) an Event of Default (as defined in Condition 10) has occurred 
and is continuing, ( i i )  the Issuer has been notified that both Euroclear and Clearstream, Luxembourg have 
been closed for business for a continuous period of 14 days (other than by reason of holiday, statutory or 
otherwise) or have announced an intention permanently to cease business or have in fact done so and no 
successor clearing system is available or (iii) the Issuer 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 Issuer will promptly give notice to Noteholders in accordance with Condition 14 i i  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 Agent requesting exchange and, in the event of the occurrence of an Exchange Event as 
described in (iii) above, the Issuer may also give notice to the 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 Agent. 

The following legend will appear on all Noteh which have an original maturity of more than 365 days 
and on all receipts and 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 16SCj) AND 1287(a) OF THE INTERNAL REVENUE 
CODE.” 
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The sections referred to provide that United States holders, with certain exceptions, will not be 
entitled to deduct any loss on Notes, receipts or interest coupons and will not be entitled to capital gains 
treatment of any gain on any sale, disposition, redemption or payment of principal in respect of such Notes, 
receipts 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 “Turns und Conditioris efthe Notos”). the 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, 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 at least 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 Pricing Supplement. 

A Note may be accelerated by the holder thereof in certain circumstances described in Condition 10. 
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 X.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 Issuer 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 9th July. 2002 and executed by the Issuer. 
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Applicable Pricing Supplement 

Set out helm+ is thc form of Pricing Supplemcnt which hill bc completedfor each Tranrhc of Notes 
issued under rhe Propummp. 

[Date] 

BUNADARBANKI ISLANDS H E  

Issue of [Aggregate Nominal Amount of Tranche] [Title of' Notes] 
under the €1,000,000,000 

Euro Medium Term Note Programme 

This document constitutes the Pricing Supplement relating to the issue of Notes described herein. 
Terms used herein shall be deemed to be defined as such for the purposes of the Conditions set forth in the 
Offering Circular dated 9th July, 2002. This Pricing Supplement is supplemental to and must he read in 
conjunction with such Offering Circular. 

[Inc.lude whichever of the ,folloM*ing u p p l ~  01. sperib us "Not Applicable" (NIA). Notc that the 
numbering should remain as set out below, even { f  "Not Applicubli>" is indicatcd,for indiciduul purugruphs 
or sub-puiu~qruphs.] 

[If' the Notes must be redeemed before the first anniversory of their- dutP of issue, the minimum 
denomination may need to be f IUU,UUU or its equivalent in any other currenry] 

1.  Issuer: Bunadarbanki Islands hf. 

2. (i) Series Number: I1 

(ii) Tranche Number: 

3. Specified Currency or Currencies: 

4. Aggregate Nominal Amount: 

(i) Series: 

(ii) Tranche: 

5. ( i )  Issue Price: 

(ii) Net proceeds 

6. Specified Denominations: 

7. (i) Issue Date: 

(i i)  Interest Commencement Date: 

8. Maturity Date: 

9. Interest Basis: 

[ I  
(If'jirngiblc with uti existing Series, dcrails of 
that Series, including the dutc on H'hich the 
Notes become fiingiblej 

[ I  

1 1  

[ I  
[ ] per cent. of the Aggregate Nominal Amount 
[plus accrued interest from [insert date] (in the 
ruse of fungible issues only, $applicable)] 

[ I  

1 1  

[Fixed rate - specxv clutel 
Floating rate - Interest Payment Date falling in 
or nearest to [spccz'fv month]] 

I[ ] per cent. Fixed Rate] 
[[LIBOR/EURIBOR] +/- [ ] per cent. Floating 
Rate] 
[Zero Coupon] 
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10. KedemptionPayment Basis: 

1 I .  

12. 

13. 

14. 

15. 

[Index Linked Interest] 
[Dual Currency Interest] 
[sperifi other] 
(further particulars specified below) 

[Redemption at par] 
[Index Linked Redemption] 
[Dual Currency Redemption] 
[Partly Paid] 
[Instalment] 
[spec[fi other-] 

[Spcc{[v derails qf aity provision ,ji)r change of 
Nores into another- tntu-est Basis or 
Rcdwptionl Puyment Busis] 

Change of Interest Basis or Redemption/ 
Payment Basis: 

Put/Call Options: [Investor Put] 
[Issuer Call] 
[(further particulars specified below)] 

Status of the Notec: [Senior/Subordinatedj 

Listing: [Luxembour€/s~pc.j~~ othcr-/None] 

Method of distribution: [ Syndicated/Non-s yndicated] 

PROVISIONS RELATING TO INTEREST (IF ANY) PAYABLE 

16. Fixed Rate Note Provisions 

(i) Rate(s) of Interest: 

( i i )  Interest Payment Date(s): 

(iii) Fixed Coupon Amount(s): 

(iv) Broken Amount(s): 

(v) Day Count Fraction: 

(vi)  Determination Date(s): 

[ Applicable/Not Applicable] 
( I f  not applicable, delete thi3 remuitling sub- 
paragraphs of' this paragraph) 

[ 1 per cent. per annum [payable 
[ annually/semi-annually/quarterly] in arrear] 
( t f  puyuhle other than annually, consider 
amending Condition 5(d) 

[ [ ] in each year up to and including the 
Maturity Datelllsperfi utlwr] 
(NB: This will need to be umended in the ruse 
of long or- slmrt coupons) 

[ j per [ 1 in nominal amount 

[Insert particulars of any initial orfinal broken 
interest amounts which do  not correspond with 
the Fixed Coupon Amount] 

[30/360 or Actual/Actual (ISMA) or specifi 
other]) 

[ ] in each year 
[Insert regular interest puymrnt dates, ignoring 
issue date or maturih dute in the case of a long 
or sliort first or lust coupon 
N E :  This wil l  need to he untended in the case of 
regular interest puyment dutes MAick are not of 
equal duration 
N B :  Only relevant Myhere DLIJ Count Fraction 
is ActuullAr.tuul (ISMA)] 
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(vii) Other terms relating to the method of 
calculating interest for Fixed Rate Notes: 

17. Floating Rate Note Provisions 

Specified Period(s)/Specified Interest 
Payment Dates: 

Business Day Convention: 

Additional Business Centreis): 

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 (if not the 
Agent): 

Screen Rate Determination: 

Reference Rate: 

- Interest Determination Date(s): 

- Relevant Screen Page: 

(vii) ISDA Determination: 

- Floating Rate Option: 

- Designated Maturity: 

- Reset Date: 

(viii) Marginis): 

(ixj Minimum Rate of Interest: 

(x) Maximum Rate of lnterest: 

[None/Give details] 

[Applicable/Not Applicable] 
(lf not uppl idde .  delete the remaining sub- 
purugruphs qf'this paragraph) 

1 1  

[Floating Rate Convention/Following Business 
Day Convention/Modified Following Business 
Day Convention/Preceding Business Day 
Convention/lspcJcifi othcr]] 

1 1  

[Screen Rate DeterminationASDA 
Determination/.~pct'~~ other] 

1 1  

1 1  
(Either LIBOR, EURIBOR or other, nlthough 
additional infornintion is required if otlzer - 
inchdin-g ,fiillhurk poiisions in the Agenqv 
Agreement) 

I1  
(Scrond London business day prior to the start 
of' each Interest Period if LIBOR (other thun 
Sterling or euro LIBOR), first duy of each 
Interest Period if Sterling LIBOR und thi3 
second duy nn which the TARGET System is 
open prior- to the sturt ofeurh Interest Period if 
EURIBOR or euro LIBOR) 

1 1  
(In the case of' EURIBOR, if not Telertrte Puge 
248 ensure it is a page which shoM7s u 
ccimposite rute or amend die ,fullhack 
prob*isionJ upprupriutelyj 

[+/-I ] per cent. per annum 

[ 3 per cent. per annum 

[ ] per cent. per annum 
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(xi) Day Count Fraction: 

(xii) Fall back provisions, rounding provisions 
and any other terms relating to the method 
of calculating interest on Floating Rate 
Notes, if different from those set out in the 
Conditions: 

18. Zero Coupon Note Provisions 

(i) Accrual Yield: 

(ii) Reference Price: 

(iii) Any other formula/basis of determining 
amount payable: 

(iv) Fall back provisions, rounding provisions 
and any other terms relating to the method of 
calculating interest on Floating Rate Notes. 
if different from those set out in  the 
Conditions: 

19. Index Linked Interest Note Provisions 

Index/Formula: 

Calculation Agent responsible for 
calculating the principal and/or interest due: 

Provisions for determining coupon where 
calculation by reference to Index and/or 
Formula is impossible or impracticable: 

Specified Period(s)/Specified Interest 
Payment Dates: 

Business Day Convention: 

Additional Business Centre(s): 

Minimum Rate of Interest: 

(viii) Maximum Rate of Interest: 

[Actual/365 
Actua1/365 (Fixed) 
Actua1/365 (Steri ing) 
Actua1/360 
30/360 
30E/360 
Other-] 
(See Condition 5 .fbr ulternutives) 

r 1  

[ Applicable/Not Applicable] 
(lf not upplicublc, delete the remuining sub- 
paragraphs of this purugruph) 

[ ] per cent. per annum 

r 1  

I 1  
(Consider upplicuble d q  wunr ,fraction if not 
U.S. dollar denominated) 

[Conditions 7(e)(iii) and 7Cj) applylspecifi 
otlzer] 
(Consider upplicwhle du! count ,fruction if not 
US. dollar denwninuredj 

[Applicable/Not Applicable] 
(If nor applicable, delPte the remaining 
suhpurugruphs qf this parugruph) 

[give or annex detuils] 

I1 

1 1  

[Floating Rate Convention/Following Business 
Day Convention/Modified Following Business 
Day Convention/Preceding Business Day 
Conventionlspecih other] 

[ I  
] per cent. per annum 

1 1 per cent. per annum 
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(ix) Day Count Fraction: 

20. Dual Currency Note Provisions 

Rate of Exchange/method of calculating 
Rate of Exchange: 

Calculation Agent, if any, responsible for 
calculating the principal and/or interest 
payable: 

Provisions applicable where calculation 
by reference to Rate of Exchange 
impossible or impracticable: 

Person at whose option Specif‘ied 
Currency(ies) idare payable: 

PROVISIONS RELATING TO REDEMPTION 

21. Issuer Call: 

(i)  Optional Redemption Date(s): 

(ii) Optional Redemption Amount of each 
Note and method, if any, of calculation of 
such amount(s): 

( i i i )  If redeemable in part: 

(a) Minimum Redemption Amount: 

(b) Maximum Redemption Amount: 

Notice period (if other than as set out in 
the Conditions): 

(iv) 

22. Investor Put: 

(i) Optional Redemption Date(s): 

(iij Optional Redemption Amount of each 
Note and method, if any, of calculation of 
such amount($): 

(iii) Notice period (if other than as set out in 
the Conditions): 

23. Final Redemption Amount of each Note: 

I 1  
[ ApplicableLNot Applicable] 
( I f  not upplicuhle, delcte the r-cmuining suh- 
purugruphs qf this pur-ugruph) 

[give derails] 

1 1  

1 1  

[ Applicable/Not Applicable] 
(If‘ not upplic~ahle, delcrc rhc remuitzing nrh- 
paragraphs of this purugr-uph) 

I 1  

1 1  

1 1  

[ I  

1 1  

IApplicable/Not Applicable] 
(lj” not applicable, delet(> the remuininty suh- 
purugraphs of this purugruph) 

I 1  

1 1  

[Nominal Amount/.rpecify otherlsee Appendix] 
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24. Early Redemption Amount of each Note [ ] 
payable on redemption for taxation reasons or 
on event of default and/or the method of 
calculating the same (if required or if different 
from that set out in Condition 7(e)): 

GENERAL PROVISIONS APPLICABLE TO THE NOTES 

25 

26. 

27. 

28. 

29. 

30. 

Form of Notes: 

Additional Financial Centre(s) or other special 
provisions relating to Payment Dates: 

Talons for future Coupons or Receipts to be 
attached to Definitive Notes (and dates on 
which such Talons mature): 

Details relating to Partly Paid Notes: amount of 
each payment comprising the Issue Price and 
date on which each payment is to be made and 
consequences of failure to pay, including any 
right of the Issuer to forfeit the Notes and 
interest due on late payment: 

Details relating to Instalment Notes: 

(i) Instalment Amountts): 

(ii) Instalment Date(s): 

Redenomination applicable: 

3 1. Other terms or special conditions: 

Temporary Global Note exchangeable for a 
Permanent Global Note which is exchangeable 
for Definitive Notes [on 60 days’ notice given 
at any time/only upon an Exchanse 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]] 

[Not Applicable/give details] 
(Norc that this iretn relates to the place of 
p q m e n t  and nor Interest Period end dares io 
which items I7(iii) and 19(vi) relutd 

IYes/No. I f  yes,  give details] 

[Not Applicablelgire details. NB: u neM,,form uf 
Temporary Global Note andlor- Permarienr 
Global Note muy be required .for Partly Paid 
issues j 

[Not Applicable/gi:ivc details] 

[Not Applicable/give details] 

Redenomination [not] applicable 
[ ( I f  Redenominutinn is upplicuhle, specify the 
applicable Day Counr Fraction and any 
provisions necessary to deal Mith flouting rute 
interest calculation (including altfrnativc 
reference rates)] [ (if Redenomination is 
applicable, specifi the terms o f  the 
redenomination in an Annex to the Pricing 
Supplement)] 

[Not Applicable/give details] 
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DISTRIBUTION 

32. (i)  If syndicated, names of Managers: 

(ii) Stabilising Manager ( i f  any): 

If non-syndicated, name of relevant Dealer: 33. 

34. Whether TEFRA D or TEFRA C rules 
applicable or TEFRA rules not applicable: 

35. Additional selling restrictions: 

OPERATIONAL INFORMATION 

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

37. Delivery: 

38. Additional Paying Apent(s) (if any): 

[Not Applicable/giw names] 

[Not Applicable/giw name] 

1 1  

[TEFRA DPEFRA C/TEFRA not applicable] 

[Not Applicable/h.iw deruilsl 

[Not Applicable/giw nume(s) utid riumher-(s)] 

Delivery [against/free of] payment 

1 1  

ISIN: 1 1  

Common Code: 

(insert here any othrr rdeiwnt codes) I I  

[LISTING APPLICATION 

This Pricing Supplement comprises the details required to list the issue of Notes described herein pursuant 
to the listing of the €1,000,000,000 Euro Medium Term Note Programme of Bunadarbanki Islands hf. 

RESPONSIBILITY 

The Issuer accepts responsibility for the information contained in this Pricing Supplement. 

Signed on behalf of the Issuer: 

By: ................................................................ 
Dilly authorised 

If the applicable Pricing Supplement specifies any modification to the Terms and Conditions of the Notes as 
described herein, it is envisaged that, to the extent that such modification relates only to Conditions 1,  4, 5, 
6 , 7  (except Condition 7(b)), 11, 12, 13. 14 (insofar as such Notes are not listed or admitted to trade on any 
stock exchange) or 16, they will not necessitate the preparation of a supplement to this Offering Circular. If 
the Terms and Conditions of the Notes of any Series are to be modified in any other respect, a supplement 
to this Offering Circular will be prepared, if appropriate. 
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TERMS AND CONDITIONS OF THE NOTES 

Tlietollo~*incq are the Terms and Conditions oj‘thp Notes M’hich will be incorporated by reference into 
earh Global Note (as defined helohq) arid each definitive Noti), in the latter case only if permitted by the 
relcwnt stock e-\change or other relcvanr authority (if any) urid ugreed by the Issi(er and the relevant Dealer 
at the rimP of issue but, if not so permitted and agreed, such dt$nitive Notc will Izuw mdorsed thereon or 
arrd i id  tliiwto such Terms and Conditions. Tlic upplii~ahl[~ Prii.inLy Siipplcment in relation to any Trandzc 
l,f Notes niay specifi orlzcr terms uiid renditions M-1iii.h shall, to the ewetit M) specified or to the eAtent 
irzc*onsi.stenr w i r h  tlzcfidl,llnn.ing Termb unci Conditions, replace or modify the folluning Tiv-ms and Conditions 
,for the piirpow of snch Noteb. Thi9 upplii*uble Pricing Supplement (or thc r-eliiiunt prorisions thiv-eqfl Mill 
he cnctorsed upon, or attached to, each Global Note und clejinitive Note. Reference sho~ild he rnade to “Form 
of the Notes” ,for a description of the colttent of Priring Suppliwents whii*h will spec$j rrvhich of such terms 
are to apply in wlation to the relel-ant Notes. 

This Note is one of a Series (as defined below) of Notes issued by Bunadarhanki islands hf. (the 
“Zssuer”) 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: 

(i) in relation to any Notes represented by a global Note (a “Global Note”). units of the lowest 
Specified Denomination in the Specified Currency; 

(ii) any Global Note; and 

(iii) any definitive Notes issued in exchange for a Global Note. 

The Notes, the Receipts (as defined below) 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 9th July, 2002 and made between the Issuer, Citibank, N.A. as 
issuing and principal paying agent and agent bank (the “Agent”, which expression shall include any 
successor agent) and the other paying agents named therein (together with the Agent, the “Paying Agents”, 
which expression shall include any additional or successor paying agents). 

Interest bearing definitive Notes have interest coupons (“Coupons”) and, if indicated in the applicable 
Pricing Supplement, 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. Definitive Notes repayable in instalments have receipts (“Receipts”) for the payment of the 
instalments of principal (other than the final instalment) attached on issue. Global Notes do not have 
Receipts, Coupons or Talons attached on issue. 

The Pricing Supplement for this Note (or the relevant provisions thereof) is attached to or endorsed 
on this Note and supplements these Terms and Conditions (the ”Conditions”) and may specify other terms 
and conditions which shall, to the extent so specified or to the extent inconsistent with these Conditions, 
replace or modify these Conditions for the purposes of this Note. References to the “applicable Pricing 
Supplement” are to the Pricing Supplement (or the relevant provisions thereof) attached to or endorsed on 
this Note. 

Any reference to “Noteholders” or “holders” in relation to any Notes shall mean the holders of the 
Notes and shall, in relation to m y  Notes represented by a Global Note, be construed as provided below. Any 
reference herein to “Receiptholders” shall mean the holders of the Receipts and 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, “Trunche” means Notes which are identical in all respects (including as to listing) 
and “Series” means a Tranche of Notes together with any further Tranche or Tranches of Notes which are 
( i )  expressed to be consolidated and form a single series and (ii) identical in all respects (including as to 
listing) except for their respective Issue Dates, Interest Commencement Dates and/or Issue Prices. 
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The Noteholders, the Receiptholders and the Couponholders are entitled to the benefit of the Deed of 
Covenant (the “Deed of Covenant”) dated 9th July, 2002 and made by the Issuer. 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. Copies of the applicable Pricing 
Supplement are obtainable during normal business hours at the specified office of each of the Paying Agents 
save that, if this Note is an unlisted Note of any Series, the applicable Pricing Supplement will only be 
obtainable by a Noteholder holding one or more unlisted Notes of that Series and such Noteholder must 
produce evidence satisfactory to the Issuer and the relevant Paying Agent as to its holding of such Notes and 
identity. The Noteholders. the Receiptholden 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 Pricing Supplement which are applicable to them. The statements in these Terms and 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 Pricing 
Supplement shall have the same meanings where used in these Terms and 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 Pricing Supplement, the applicable Pricing Supplement will prevail. 

1. FORM, DENOMINATION AND TITLE 

The Notes are in bearer form and. in the case of’ definitive Notes, serially numbered, in the Specified 
Currency and the Specified Denomination(s). 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, a Zero Coupon Note, an Index Linked 
lnterest Note. a Dual Currency Interest Note or a combination of any of the foregoing, depending 
upon the Interest Basis shown in the applicable Pricing Supplement. 

This Note may be an Index Linked Redemption Note, an Instalment Note, a Dual Currency 
Redemption Note, a Partly Paid Note or a combination of any of the foregoing, depending upon the 
Redemptionpayment Basis shown in the applicable Pricing Supplement. 

This Note may also be a Senior Note or a Subordinated Note, as indicated in the applicable Pricing 
Supplement. 

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

Subject as set out below, title to the Notes, Receipts and Coupons will pass by delivery. The Issuer 
and the Paying Agents will (except as otherwise required by law) deem and treat the bearer of any 
Note. Receipt 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. as operator of the Euroclear System (“Euroclear”) and/or Clearstream Banking, societi 
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 or other document issued by Euroclear or Clearstream, Luxembourg as to the nominal 
amount of such Notes standing to the account of any person shall be conclusive and binding for all 
purposes save in the case of manifest error) shall be treated by the Issuer and the Paying Agents as the 
holder of such nominal amount of such Notes for all purposes other than with respect to the payment 
of principal or interest on such nominal amount of such Notes, for which purpose the bearer of the 
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relevant Global Note shall be treated by the Issuer and any Paying Agent as the holder of such nominal 
amount of such Notes in accordance with and subject to the terms of the relevant Global Note and the 
expressions “Noteholder” and “holder of Notes” and related expressions shall be construed 
accordingly. Notes which are represented by a Global Note will be transferable only in accordance 
with the rules and procedures for the time being of Euroclcar and Clearstream, Luxembourg, as the 
case may be. 

Reftrenccs 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 Pricing Supplement. 

2. STATUS OF THE SENIOR NOTES AND SUBORDINATION 

(a) Status of the Senior Notes 

The Senior Notes and any relative Receipts and Coupons are direct, unconditional. unsubordinated 
and (subject to the provisions of Condition 3 )  unsecured obligations of the Issuer and rank pori pmsu  
among themselves and (save for certain obligations required to bc preferred by law) equally with all 
other unsecured obligations (other than subordinated obligations, if any) of the Issuer. from time to 
time outstanding. 

(a) Subordination 

The Subordinated Notes and any relative Receipts and Coupons are unsecured and unconditional 
obligations of the Issuer, subordinated in accordance with and for the purposes of Chapter VI; Liquid 
Assets and Own Funds; Article 54 of the Act on Commercial Banks and Savings Banks No. 1 13/1996 
(the “Act”) of the Icelandic Parliament, and rank pari passi! and ratably and without any preference 
among themselves and accordingly. on the insolvency or liquidation of the Issuer, the Subordinated 
Notes rank in right of payment: 

(i)  after payment of all obligations of the Issuer which are not expressed to be subordinated in 
accordance with and for the purposes of Chapter VI; Liquid Ascets and Own Funds; Article 54 
of the Act (or any provision in any other Act of the icelandic Parliament which modifies or 
replaces those provisions); 

at least pari passu with all other obligations of the Issuer which are expressed to be 
subordinated in accordance with and for the purposes of Chapter VI: Liquid Assets and Own 
Funds; Article 54 of the Act (or any provision in any other Act of the Icelandic Parliament 
which modifies or replaces those provisions); 

(ii) 

(iii) before the refund of any share capital and/or establishment funds (hlutafe eda srofnf~) and/or 
comparable capital and reserves (surnhuerilegr eigidfe) of the Issuer. 

The Issuer undertakes that for so long as any of the Subordinated Notes, Receipts or Coupons remain 
outstanding (as defined in the Agency Agreement) it will not create any subordinated obligation other than 
in accordance with and for the purposes of Chapter VI; Liquid Assets and Own Funds; Article 54 of the Act 
or any provision in any other Act of the Icelandic Parliament which modifies or replaces these provisions). 
The provisions of this Condition 2(b) shall be governed by, and construed in accordance with, Icelandic law. 

3. NEGATIVE PLEDGE 

So long as any of the Notes, Receipts or Coupons remains outstanding the Issuer undertakes that it 
will not and that it will procure that none of its Subsidiaries will create or have outstanding any 
mortgage, charge, pledge, lien or other security interest (each 3 “Security Interest”) upon the whole 
or any part of its undertaking, assets or revenues (including any uncalled capital), present or future, 
in order to secure any Relevant Indebtedness (as defined below) or to secure any guarantee of or 
indemnify in respect of any Relevant Indebtedness unless (a) all amounts payable by it under the 
Notes, Receipts and Coupons are equally and ratably secured therewith by such Security Interest or 
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(b) such other Security Interest or other arrangement (whether or not it includes the giving of a 
Security Interest) is provided as shall be approved by an Extraordinary Resolution (as defined in the 
Agency Agreement) of the Noteholders. 

For the purposes of these Conditions: 

“Excluded Indebtedness” means any Relevant Indebtedness in respect of which the person or persons 
to whom any such Relevant Indebtedness is or may be owed by the rclcvant borrower has or have no 
recourse whatsoever to the Issuer or any Subsidiary (whether or not also the relevant borrower) for the 
repayment thereof other than: 

( i )  recourse to such borrower for amounts limited to the cash flow or net cash flow (other than 
historic cash flow or historic net cash flow) from a Specified Asset; and/or 

recourse to such borrower for the purpose only of enabling amounts to he claimed in respcct 
of such Relevant Indebtedness in an enforcement of any encumbrance given by such borrower 
over a Specified Asset or the income, cash flow or other proceeds deriving therefrom (or given 
by a shareholder or the like in the borrower over its shares or the like in the capital of the 
borrower) to secure such Relevant Indebtedness, provided that (a) the extent of such recoursc 
to such borrower is limited solely to the amount of any recoveries made on any such 
enforcement, and (b) such person or persons is/are not entitled. by virtue of any right or claim 
arising out of or in connection with such Relevant Indebtedness, to commence proceedings for 
the winding up or dissolution of the borrower or to appoint or procure the appointment of any 
receiver, trustee or similar person or officer in respect of the borrower or any of its assets (save 
for the assets the subject of such encumbrance); and/or 

recourse of such borrower generally, or directly or indirectly to the Issuer or any Subsidiary, 
under any form of assurance, undertaking or support, which recourse is limited to a claim for 
damages (other than liquidated damages and damages required to be calculated in a specified 
way) for breach of an obligation (not being a payment obligation or an obligation to procure 
payment by another or an indemnity in respect thereof or any obligation to comply or to 
procure compliance by another with any financial ratios or other tests of financial condition’) 
by the person against which such recourse is available; 

(ii) 

(iii) 

“Relevant Indebtedness” means any present or future indebtedness (which term shall be construed so 
as to include any obligation (whether incurred as principal or as surety) for the payment or repayment 
of money, whether present or future, actual or contingent) in the form of, or represented or evidenced 
by, bonds, debentures, notes or other securities which are, or are intended to be, with the agreement 
of the issuer thereof, quoted, listed, dealt in or traded on any stock exchange or over-the-counter or 
other securities market other than such indebtedness which by its terms will mature within a period 
of one year from its date of issue and other than Excluded Indebtedness: 

“Specified Asset” means an asset of the Issuer or any Subsidiary over which security is Siven in 
connection with any limited recourse securitisation or other asset-backed financing: and 

“Subsidiary” means any entity whose affairs are required by law or in accordance with generally 
accepted accounting principles applicable to Iceland to be consolidated in the consolidated accounts 
of the Issuer. 

4. REDENOMINATION 

(a) Redenomination 

Where redenomination is specified in the applicable Pricing Supplement as being applicable, the 
Issuer may, without the consent of the Noteholders, the Receiptholders and the Couponholders, on 
giving prior notice to the Agent, Euroclear and Clearstream, Luxembourg and at least 30 days’ prior 
notice to the Noteholders in accordance with Condition 14, elect that, with effect from the 
Redenomination Date specified in the notice, the Notes shall be redenominated in euro. 
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The election will have effect as follows: 

the Notes and the Receipts shall be deemed to be redenominated into euro in the denomination 
of euro 0.01 with a principal amount for each Note and Receipt equal to the principal amount 
of that Note or Receipt in the Specified Currency. converted into euro at the Established Rate, 
provided that. if the Issuer determines, with the agreement of the Agent, that the then market 
practice in respect of the redenomination into euro of internationally offered securities is 
different from the provisions specified above, such provisions shall be deemed to be amended 
so as to comply with such market practice and the Issuer shall promptly notify the Noteholders, 
the stock exchange (if any’) on which the Notes may be listed and the Paying Agents of such 
deemed amendments; 

save to the extent that an Exchange Notice has been given in accordance with paragraph (iv) 
below, the amount of interest due in respect of the Notes will be calculated by reference to the 
aggregate principal amount of’ Notes presented (or, as the case may be, in respect of which 
Coupons are presented) for payment by the relevant holder and the amount of such payment 
shall be rounded down to the nearest euro 0.0 1 : 

if definitive Notes are required to be issued after the Redenomination Date, they shall be issued 
at the expense of the Issuer in the denominations of euro 1,000, euro 10,000, euro 100,000 and 
(but only to the extent of any remaining amounts less than euro 1,000 or such smaller 
denominations as the Agent may approve) euro 0.01 and such other denominations as the Agent 
shall determine and notify to the Noteholders; 

if issued prior to the Redenomination Date, all unmatured Coupons denominated in the 
Specified Currency (whether or not attached to the Notes) will become void with effect from 
the date on which the Issuer gives notice (the “Exchange Notice”) that replacement euro- 
denominated Notes, Receipts and Coupons are available for exchange (provided that such 
securities are so available) and no payments will be made in respect of them. The payment 
obligations contained in any Notes and Receipts so issued will also become void on that date 
although those Notes and Receipts will continue to constitute valid exchange obligations of the 
Issuer. New euro-denominated Notes, Receipts and Coupons will be issued in exchange for 
Notes, Receipts and Coupons denominated in the Specified Currency in such manner as the 
Agent may specify and as shall be notified to the Noteholders in the Exchange Notice. No 
Exchange Notice may be given less than 15 days prior to any date for payment of principal or 
interest on the Notes: 

after the Redenomination Date, all payments in respect of the Notes, the Receipts and the 
Coupons, other than payments of interest in respect of periods commencing before the 
Redenomination Date, will be made solely in euro as though references in the Notes to the 
Specified Currency were to euro. Payments will be made in euro by credit or transfer to a euro 
account (or any other account to which euro may be credited or transferred) specified by the 
payee or, at the option of the payee, by a euro cheque: 

if the Notes are Fixed Rate Notes and interest for any period ending on or after the 
Redenomination Date is required to be calculated for a period ending other than on an Interest 
Payment Date, it will be calculated by applying the Rate of Interest to each Specified 
Denomination, multiplying such sum by the applicable Day Count Fraction, and rounding the 
resultant figure to the nearest sub-unit of the relevant Specified Currency, half of any such sub- 
unit being rounded upwards or otherwise in accordance with applicable market convention; 

if the Notes are Floating Rate Notes, the applicable Pricing Supplement will specify any 
relevant changes to the provisions relating to interest; 

(b) Dqfinitions 

In these Conditions, the following expressions have the following meanings: 
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“Established Rate” means the rate for the conversion of the Specified Currency (including 
compliance with rules relating to roundings in accordance with applicable European Community 
regulations) into euro established by the Council of the European Union pursuant to Article 123 of the 
Treaty; 

“euro” means the currency introduced at the start of the third stage of European economic and 
monetary union pursuant to the Treaty; 

“Redenomination Date” means (in the case of interest bearing Notes) any date for payment of interest 
under the Notes or (in the case of Zero Coupon Notes) any date, in each case specified by the Issuer 
in the notice given to the Noteholders pursuant to paragraph (a) above and which falls on or after the 
date on which the country of the Specified Currency first participates in the third stage of European 
economic and monetary union; and 

“Treaty” means the Treaty establishing the European Community, as amended. 

3. INTEREST 

(a) Interest on Fixed Rutp Notcs 

Each Fixed Rate Note bears interest on its outstanding nominal amount (or, if it is a Partly Paid Note. 
the amount paid up) from (and including) the Interest Commencement Date at the rate(s) per annum 
equal to the Rate(s) of Interest. Interest will be payable in arrear on the Interest Payment Date(s) in 
each year up to (and including) the Maturity Date. 

Except as provided in the applicable Pricins Supplement, the amount of interest payable on each 
Interest Payment Date in respect of the Fixed Interest Period ending on (but excluding) such date will 
amount to the Fixed Coupon Amount. Payments of interest on any Interest Payment Date will, if so 
specified in the applicable Pricing Supplement, amount to the Broken Amount so specified. 

As used in these Terms and Conditions, “Fixed Interest Periotf’ means the period from (and 
including) an Interest Payment Date (or the Interest Commencement Date) to (but excludin?) the next 
(or first) Interest Payment Date. 

If interest is required to be calculated for a period other than a Fixed Interest Period, such interest shall 
be calculated by applying the Rate of Interest to each Specified Denomination, multiplying such sum 
by the applicable Day Count Fraction, and rounding the resultant figure to the nearest sub-unit of the 
relevant Specified Currency, half of any such sub-unit being rounded upwards or otherwise in 
accordance with applicable market convention. 

“Day Count Fraction” means, in respect of the calculation of an amount of interest in accordance 
with this Condition S(a): 

(i) if “Actual/Actual (ISMA)” is specified in the applicable Pricing Supplement: 

(a) in the case of Notes where the number of days in the relevant period from (and 
including) the most recent Interest Payment Date (or, if none, the Interest 
Commencement Date) to (but excluding) the relevant payment date (the “Accrual 
Periotf’) is equal to or shorter than the Determination Period during which the Accrual 
Period ends, the number of days in such Accrual Period divided by the product of (1) the 
number of days in such Determination Period and (2) the number of Determination 
Dates (as specified in the applicable Pricing Supplement) that would occur in one 
calendar year; or 

in the case of Notes where the Accrual Period is longer than the Determination Period 
during which the Accrual Period ends, the sum of: 

(1) 

(b) 

the number of days in such Accrual Period falling in the Determination Period in 
which the Accrual Period begins divided by the product of (x) the number of days 
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in such Determination Period and (y) the number of Determination Dates that 
would occur in one calendar year; and 

the number of days in such Accrual Period falling in the next Determination Period 
divided by the product of (x)  the number of days in such Determination Period and 
(y)  the number of Determination Dates that would occur in one calendar year: and 

i f  “30/360” is specified in the applicable Pricing Supplement, the number of days in the period 
from (and including) the most recent Interest Payment Date (or, if none, the Interest 
Commencement Date) to (but excluding) the relevant payment date (such number of days 
being calculated on the basis of a year of 360 days with 12 30-day months) divided by 360. 

(2) 

(ii) 

In these Terms and Conditions: 

“Determination Periotf’ means each period from (and including) a Determination Date to but 
excluding the next Determination Date (including, where either the Interest Commencement Date or 
the final Interest Payment Date is not a Determination Date. the period commencing on thc first 
Determination Date prior to, and ending on the first Determination Date falling after, such date) : and 

“sub-unit” means, with respect to any currency other than euro, the lowest amount of such currcncy 
that is available as legal tender in the country of such currency and. with respect to euro, one cent. 

(h) Interest on Floating Rate Notes and 1nd.e.r Linked Interest Notes 

( i )  Intmcst Paymuit Dates 

Each Floating Rate Note and Index Linked Interest Note bears interest on its outstanding 
nominal amount (or, if it is a Partly Paid Note, the amount paid up) from (and including) the 
Interest Commencement Date and such interest will be payable in arrear on either: 

( A )  the Specified Interest Payment Date(s) in each year specified in the applicable Pricins 
Supplement: or 

if no Specitied Interest Payment Date(s) is/are specified in the applicable Pricing 
Supplement, each date (each such date, together with each Specified Interest Payment 
Date, an “Interest Payment Date”) which falls the number of months or other period 
specified as the Specified Period in the applicable Pricing Supplement after the 
preceding interest Payment Date or, in the case of the first Interest Payment Date, after 
the Interest Commencement Date. 

( B )  

Such interest will be payable in respect of each Interest Period (which expression shall, in these 
Terms and Conditions, mean the period from (and including) an Interest Payment Date (or the 
Interest Commencement Date) to (but excluding) the next (or first) Interest Payment Date). 

if a Business Day Convention is specified in the applicable Pricing Supplement and (x j if there 
is no numerically corresponding day on the calendar month in which an Interest Payment Date 
should occur or (y) if any Interest Payment Date would otherwise fall on a day which is not a 
Business Day, then, if the Business Day Convention specified is: 

(1) in any case where Specified Periods are specified in accordance with Condition 
S(b)(i)(B) above, the Floating Rate Convention, such Interest Payment Date (i) in the 
case of (x) above, shall be the last day that is a Business Day in the relevant month and 
the provisions of (E) below shall apply mutatis mutandis or (ii) in the case of (y) above, 
shall be postponed to the next day which is a Business Day unless it would thereby fall 
into the next calendar month, in which event (A) such Interest Payment Date shall be 
brought forward to the immediately preceding Business Day and (E) each subsequent 
Interest Payment Date shall be the last Business Day in the month which falls the 
Specified Period after the preceding applicable Interest Payment Date occurred; or 
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the Following Business Day Convention, such Interest Paymcnt Date shall be postponed 
to the next day which is a Business Day; or 

the Modified Following Business Day Convention, such Interest Payment Date shall be 
postponed to the next day which is a Business Day unless it would thereby fall into the 
next calendar month, in which event such Interest Payment Date shall be brought 
forward to the immediately preceding Business Day; or 

the Preceding Business Day Convention, such Interest Payment Date shall be brought 
forward to the immediately preceding Business Day. 

In these Terms and Conditions, “Business Day” means a day which is both: 

(A) a day on which commercial banks and foreign exchange markets settle payments and are 
open for general business (including dealing in foreign exchange and foreign currency 
deposits) in London and any Additional Business Centre specificd in thc applicable 
Pricing Supplement: and 

(B) either ( 1 ) in relation to any sum payable in a Specified Currency other than euro, a day 
on which commercial banks and foreign exchange markets settle payments and are open 
for general business (including dealing in foreign exchange and foreign currency 
deposits) in the principal financial centre of the country of the relevant Specified 
Currency (if other than London and any Additional Business Centre and which if the 
Specified Currency is Australian dollars or New Zealand dollars shall be Sydney or 
Auckland, respectively) or (2) in relation to any sum payable in euro, a day on which 
the Trans-European Automated Real-Time Gross Settlement Express Transfer 
(TARGET) System (the “TARGET System”) is open. 

(ii) Rate of Interest 

The Rate of Interest payable from time to time in respect of Floating Rate Notes and Index 
Linked Interest Notes will be determined in the manner specified in the applicable Pricing 
Supplement . 

( A )  ISDA Determination ,for Flouting Rate Nores 

Where ISDA Determination is specified in the applicable Pricing Supplement as the 
manner in which the Rate of Interest is to be determined, the Rate of Interest for each 
Interest Period will be the relevant ISDA Rate plus or minus (as indicated in the 
applicable Pricing Supplement) the Margin (if any). For the purposes of this sub- 
paragraph (A), “ZSDA Rute” for an Interest Period means a rate equal to the Floating 
Rate that would be determined by the Agent under an interest rate swap transaction if 
the Agent were acting as Calculation Agent for that swap transaction under the terms of 
an agreement incorporating the 2000 ISDA Definitions, as published by the 
International Swaps and Derivatives Association. Inc. and as amended and updated as at 
the Issue Date of the first Tranche of the Notes (the “ISSDA Definitions”) and under 
which: 

(1) 

( 2 )  

the Floating Rate Option is as specified in the applicable hicing Supplement: 

the Designated Maturity is a period specified in the applicable Pricing Supplement: 
and 

( 3 )  the relevant Reset Date is either (i) if the applicable Floating Rate Option is based 
on the London inter-bank offered rate (“LZBOR”) or on the Euro-zone inter-bank 
offered rate (“EURIBOR”), the first day of that Interest Period or (ii) in any other 
case, as specified in the applicable Pricing Supplement. 
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For the purposes of this sub-paragraph (A), “Floating Rate”, “Calculation Agent”, 
“Floating Rate Option”, “Designated Maturity” and “Reset Date” have the meanings 
given to those terms in the ISDA Definitions. 

( B )  Sci-een Rare Dererniinution ,for Flouting Rutig Notes 

Where Screen Rate Determination is specified in the applicable Pricing Supplement as 
the manner in which the Kate of Interest is to be determined, the Rate of Interest for each 
Interest Period will, subject as provided below, be either: 

(1 ) 

(2) 

the offered quotation; or 

the arithmetic mean (rounded if necessary to the fifth decimal place, with 0.000005 
being rounded upwards) of the offered quotations, 

(expressed as a percentage rate per annum) for the Reference Rate which appears or 
appear, as the case may be, on the Relevant Screen Page as at 1 1 .OO a.m. (London time, 
in the case of LIBOR, or Brussels time. in the case of EURIBOR) on the Interest 
Determination Date in question plus or minus (as indicated in the applicable Pricing 
Supplement) the Margin (if any), all as determined by the Agent. If five or more of such 
offered quotations are available on the Relevant Screen Page, the highest (or, if there is 
more than one such highest quotation, one only of such quotations) and the lowest (or, 
if there is more than one such lowest quotation, one only of such quotations) shall be 
disregarded by the Agent for the purpose of determining the arithmetic mean (rounded 
as provided above) of such offered quotations. 

The Agency Agreement contains provisions for determining the Rate of Interest in the 
event that the Relevant Screen Page is not available or if, in the case of (1) above, no 
such offered quotation appears or, in the case of (2) above, fewer than three such offered 
quotations appear, in each case as at the time specified in the preceding paragraph. 

If the Reference Rate from time to time in respect of Floating Rate Notes is specified in 
the applicable Pricing Supplement as being other than LIBOR or EURIBOR, the Rate 
of Interest in respect of such Notes will be determined as provided in the applicable 
Pricing Supplement. 

(iii) Minimum Rutp of Interest undlor Muximum Rate of lnreresr 

If the applicable Pricing Supplement specifies a Minimum Rate of Interest for any Interest 
Period, then, in  the event that the Rate of Interest in respect of such Interest Period determined 
in accordance with the provisions of paragraph (ii) above is less than such Minimum Rate of 
Interest, the Rate of Interest for such Interest Period shall be such Minimum Rate of Interest. 

If the applicable Pricing Supplement specifies a Maximum Rate of Interest for any Interest 
Period, then, in the event that the Rate of Interest in respect of such Interest Period determined 
in accordance with the provisions of paragraph (ii)  above is greater than such Maximum Rate 
of Interest, the Rate of Interest for such Interest Period shall be such Maximum Rate of Interest. 

(iv) Determination of Rate of Interest and calculation of Interest Amounts 

The Agent, in the case of Floating Rate Notes, and the Calculation Agent, in the case of Index 
Linked Interest Notes, will at or as soon as practicable after each time at which the Rate of 
Interest is to be determined, determine the Rate of Interest for the relevant Interest Period. In 
the case of Index Linked Interest Notes, the Calculation Agent will notify the Agent of the Rate 
of Interest for the relevant Interest Period as soon as practicable after calculating the same. 

The Agent will calculate the amount of interest (the “Znterest Amount”) payable on the 
Floating Rate Notes or Index Linked Interest Notes in respect of each Specified Denomination 
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for the relevant Interest Period. Each Interest Amount shall be calculated by applying the Rate 
of Interest to each Specified Denomination, multiplying such sum by the applicable Day Count 
Fraction, and rounding the resultant figure to the nearest sub-unit of the relevant Specified 
Currency, half of any such sub-unit being rounded upwards or otherwise in accordance with 
applicable market convention. 

“Day Count Fraction” means, in respect of the calculation of an amount of’ interest in 
accordance with this Condition S(bk 

(i) if “Actual/36Si or “Actual/Actual” is specified in the applicable Pricing Supplement, 
the actual number of days in the Interest Period divided by 365 (or, if any portion of that 
Interest Period falls in a leap year, the sum of (A) the actual number of days in that 
portion of the Interest Period falling in a leap year divided by 366 and ( R )  the actual 
number of days in that portion of the Interest Period falling in a non-leap year divided 
by 365); 

(ii) if “Actua1/365 (Fixed)” is specified in the applicable Pricing Supplement, the actual 
number of days in the Interest Period divided by 365; 

(iii) if “Actua1/365 (Sterling)” is specified in the applicable Pricing Supplement, the actual 
number of days in the Interest Period divided by 365 or, in the case of an Interest 
Payment Date falling in a leap year, 366; 

(iv) if “Actua1/360” is specified in the applicable Pricing Supplement, the actual number of 
days in the Interest Period divided by 360; 

(v) if “30/360”, “360/360” or “Bond Basis” is specified in the applicable Pricing 
Supplement, the number of days in the Interest Period divided by 360 (the number of 
days to be calculated on the basis of a year of 360 days with 12 30-day months (unless 
(a) the last day of the Interest Period is the 31 st day of a month but the first day of the 
Interest Period is a day other than the 30th or 3 1 st day of a month, in which case the 
month that includes that last day shall not be considered to be shortened to a 30-day 
month, or (b) the last day of the Interest Period is the last day of the month of February, 
in which case the month of February shall not be considered to be lengthened to a 30- 
day month)); and 

(vi) if “30E/360” or “Eurobond Basis” is specified in the applicable Pricing Supplement, the 
number of days in the Interest Period divided by 360 (the number of days to be 
calculated on the basis of a year of 360 days with 12 30-day months, without regard to 
the date of the first day or last day of the Interest Period unless, in the case of the final 
Interest Period, the Maturity Date is the last day of the month of February, in which case 
the month of February shall not be considered to be lengthened to a 30-day month). 

(v) Notification qf Rate of Interest and Interest Amounts 

The Agent will cause the Rate of Interest and each Interest Amount for each Interest Period and 
the relevant Interest Payment Date to be notified to the Issuer and any stock exchange on which 
the relevant Floating Rate Notes or Index Linked Interest Notes are for the time being listed 
and notice thereof to be published in accordance with Condition 14 as soon as possible after 
their determination but in no event later than the fourth London Business Day thereafter. Each 
Interest Amount and Interest Payment Date so notified may subsequently be amended (or 
appropriate alternative arrangements made by way of adjustment) without prior notice in the 
event of an extension or shortening of the Interest Period. Any such amendment will be 
promptly notified to each stock exchange on which the relevant Floating Rate Notes or Index 
Linked Interest Notes are for the time being listed and to the Noteholders in accordance with 
Condition 14. For the purposes of this paragraph, the expression “London Business Day” 
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means a day (other than a Saturday or a Sunday) on which banks and foreign exchange markets 
are open for general business in London. 

Crrtifirutcs to he final 

All certificates, communications, opinions, determinations, calculations, quotations and 
decisions given, expressed, made or obtained for the purposes of the provisions of this 
Condition S(bL whether by the Agent or, if applicable, the Calculation Agent, shall (in the 
absence of wilful default, bad faith or manifest error) be binding on the Issuer. the Agent, the 
Calculation Agent ( i f  applicable), the other Paying Agents and all Noteholders, Receiptholders 
and Couponholders and (in the absence as aforesaid) no liability to the Issuer, the Noteholders, 
the Receiptholders or the Couponholders shall attach to the Agent or the Calculation Agent (if 
applicable) in connection with the exercise or non-exercise by it of its powers, duties and 
discretions pursuant to such provisions. 

Interest on Dirul Ci!i-renrj Iiirer-est Notes 

The rate or amount of interest payable in respect of Dual Currency Interest Notes shall be determined 
in the manner specified in the applicable Pricing Supplement. 

Interest on Partly Puid Notes 

In the case of Partly Paid Notes (other than Partly Paid Notes which are Zero Coupon Notes), interest 
will accrue as aforesaid on the paid-up nominal amount of such Notes and otherwise as specified in 
the applicable Pricing Supplement. 

Achc.nral of interest 

Each Note (or in the case of the redemption of part only of a Note, that part only of such Note) will 
cease to bear interest (if any) from the date for its redemption unless, upon due presentation thereof, 
payment of principal is improperly withheld or ref'used. In such event, interest will continue to accrue 
until whichever is the earlier of: 

(1) 

(2) 

the date on which all amounts due in respect of such Note have been paid: and 

five days after the date on which the full amount of the moneys payable in respect of such Note 
has been received by the Agent and notice to that effect has been given to the Noteholders in 
accordance with Condition 14. 

PAYMENTS 

Method of payment 

Subject as provided below: 

(i) payments in a Specified Currency other than euro will be made by credit or transfer to an 
account in the relevant Specified Currency (which, in the case of a payment in Japanese yen to 
a non-resident of Japan, shall be a non-resident account) maintained by the payee with, or, at 
the option of the payee, by a cheque in such Specified Currency drawn on, a bank in the 
principal financial centre of the country of such Specified Currency (which, if the Specified 
Currency is Australian dollars or New Zealand dollars, shall be Sydney and Auckland, 
respectively): and 

payments in euro will be made by credit or transfer to a euro account (or any other account to 
which euro may be credited or transferred) specified by the payee or, at the option of the payee, 
by a euro cheque. 

(ii) 
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Payments will be subject in all cases to any fiscal or other laws and regulations applicable thereto in 
the place of payment, but without prejudice to the provisions of Condition 8. 

(b) Presentation of definitive Notes, Receipts und Coupons 

Payments of principal in respect of definitive Notes will (subject as provided below) be made in the 
manner provided in paragraph (a) above only against presentation and surrender (or. in the casc of’ part 
payment of any sum due, endorsement) of definitive Notes, and payments of interest in respect of 
definitive Notes will (subject as provided below) be made as aforesaid only against presentation and 
surrender (or, in the case of part payment of any sum due, endorsement) of Coupons, in each case at 
the specified office of any Paying Agent outside the United States (which expression. as used herein, 
means the United States of America (including the States and the District of Columbia, its territories, 
its possessions and other areas subject to its jurisdiction)). 

Payments of instalments of principal (if any) in respect of definitive Notes, other than the final 
instalment, will (subject as provided below) be made in the manner provided in paragraph (a) above 
against presentation and surrender (or, in the case of part payment of any sum due. endorsement) of 
the relevant Receipt in accordance with the preceding paragraph. Payment of the final instalment will 
be made in the manner provided in paragraph (a) above only against presentation and surrender (or. 
in the case of part payment of any sum due, endorsement) of the relevant Note in accordance with thc 
preceding paragraph. Each Receipt must be presented for payment of the relevant instalment together 
with the definitive Note to which it appertains. Receipts presented without the definitive Note to 
which they appertain do not constitute valid obligations of the Issuer. Upon the date on which any 
definitive Note becomes due and repayable, unmatured Receipts (if any) relating thereto (whether or 
not attached) shall become void and no payment shall be made in respect thereof. 

Fixed Rate Notes in definitive form (other than Dual Currency Notes, Index Linked Notes or Long 
Maturity Notes (as defined below)) should be presented for payment together with all unmatured 
Coupons appertaining thereto (which expression shall for this purpose include Coupons falling to be 
issued on exchange of matured Talons), failing which the amount of any missing unmatured Coupon 
(or, in the case of payment not being made in full, the same proportion of the amount of such missing 
unmatured Coupon as the sum so paid bears to the sum due) will be deducted from the sum due for 
payment. Each amount of principal so deducted will be paid in the manner mentioned above against 
surrender of the relative missing Coupon at any time before the expiry of 10 years after the Relevant 
Date (as defined in Condition 8) in respect of such principal (whether or not such Coupon would 
otherwise have become void under Condition 9) or, if later, five years from the. date on which such 
Coupon would otherwise have become due, but in no event thereafter. 

Upon any Fixed Rate Note in definitive form becoming due and repayable prior to its Maturity Date, 
all unmatured Talons (if any) appertaining thereto will hecome void and no further Coupons will be 
issued in respect thereof. 

Upon the date on which any Floating Rate Note, Dual Currency Note, Index Linked Note or Long 
Maturity Note in definitive form becomes due and repayable, unmatured Coupons and Talons (if any) 
relating thereto (whether or not attached) shall become void and no payment or, as the case may be, 
exchange for further Coupons shall be made in respect thereof. A “Long Maturity Note” is a Fixed 
Rate Note (other than a Fixed Rate Note which on issue had a Talon attached) whose nominal amount 
on issue is less than the aggregate interest payable thereon provided that such Note shall cease to be 
a Long Maturity Note on the Interest Payment Date on which the aggregate amount of interest 
remaining to be paid after that date is less than the nominal amount of such Note. 

If the due date for redemption of any definitive Note is not an Interest Payment Date, interest (if any) 
accrued in respect of such Note from (and including) the preceding Interest Payment Date or, as the 
case may be, the Interest Commencement Date shall be payable only against surrender of the relevant 
definitive Note. 
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Puyments in respect of Globul Norcs 

Payments of principal and interest (if any) in respect of Notes represented by any Global Note will 
(subject as provided below) be made in the manner specified above in relation to definitive Notes and 
otherwise in the manner specified in the relevant Global Note against presentation or surrender, as the 
case may be, of such Global Note at the specified office of any Paying Agent outside the United 
States. A record of each payment made against presentation or surrender of any Global Note, 
distinguishing between any payment of principal and any payment of interest, will be made on such 
Global Note by the Paying Agent to which it was presented and such record shall be prima facie 
evidence that the payment in question has been made. 

Gcnerul prmisinns uppliruhle to puvments 

The holder of a Global Note shall be the only person entitled to receive payments in respect of Notes 
represented by such Global Note and the Issuer will be discharged by payment to, or to the order of, 
the holder of such Global Note in respect of each amount so paid. Each of the persons shown in the 
records of Euroclear or Clearstream, Luxembourg as the beneficial holder of a particular nominal 
amount of Notes represented by such Global Note must look solely to Euroclear or Clearstream, 
Luxembourg. as the case may be. for his share of each payment so made by the Issuer to. or to the 
order of. the holder of such Global Note. 

Notwithstanding the foregoing provisions of this Condition, if any amount of' principal and/or interest 
in respect of Notes is payable in U.S. dollars, such U.S. dollar payments of' principal and/or interest 
in respect of such Notes will be made at the specified office of a Paying Agent in the United States if: 

(i) the Issuer has appointed Paying Agents with specified offices outside the United States with 
the reasonable expectation that such Paying Agents would be able to make payment in U.S. 
dollars at such specified offices outside the United States of the ful l  amount of principal and 
interest on the Notes in the manner provided above when due: 

( i i )  payment of the full amount of such principal and interest at all such specified offices outiidc 
the United States is illegal or effectively precluded by exchange controls or other similar 
restrictions on the full payment or receipt of principal and interest in U.S. dollars; and 

such payment is then permitted under United States law without involving, in the opinion of 
the Issuer, adverse tax consequences to the Issuer. 

(iii) 

Payment Dav 

If the date for payment of any amount in respect of any Note, Receipt or Coupon is not a Payment 
Day, the holder thereof shall not be entitled to payment until the next following Payment Day in the 
relevant place and shall not be entitled to further interest or other payment in respect of such delay. 
For these purposes, "Payment Day" means any day which (subject to Condition 9) is: 

a day on which commercial banks and foreign exchange markets settle payments and are open 
for general business (including dealing in foreign exchange and foreign currency deposits) in: 

( A )  

(B)  London; 

(C) 

either (1) in relation to any sum payable in a Specified Currency other than euro, a day on 
which commercial banks and foreign exchange markets settle payments and are open for 
general business (including dealing in foreign exchange and foreign currency deposits) in the 
principal financial centre of the country of the relevant Specified Currency (if other than the 
place of presentation, London and any Additional Financial Centre and which if the Specified 
Currency is Australian dollars or New Zealand dollars shall be Sydney or Auckland. 

the relevant place of presentation; 

any Additional Financial Centre specified in the applicable Pricing Supplement; and 
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respectively) or (2) in relation to any sum payable in euro, a day on which the TARGET System 
is open. 

(0 Interpretution oj'principal and interest 

Any reference in these Terms and Conditions to principal in respect of the Notes shall be deemed to 
include, as applicable: 

( i )  

(ii) 

any additional amounts which may be payable with respect to principal under Condition 8: 

the Final Redemption Amount of the Notes; 

(iii) 

(iv) 

(v )  

the Early Redemption Amount of the Notes; 

the Optional Redemption Amount(s) (if any) of thc Notes; 

in relation to Notes redeemable in instalments, the Instalment Amounts; 

(vi)  in relation to Zero Coupon Notes, the Amortised Face Amount (as defined in Condition 7(c)): 
and 

(vii) any premium and any other amounts (other than interest) which may be payable by the Issuer 
under or in respect of the Notes. 

Any reference in these Tcrms and Conditions to interest in respect of the Notes shall bc deemcd to 
include, as applicable. any additional amounts which may be payable with respect to interest under 
Condition 8. 

7. REDEMPTION AND PURCHASE 

(a) Redemption ut mutiti-itj 

Unless previously redeemed or purchased and cancelled as specified below, each Note (including each 
Index Linked Redemption Note and Dual Currency Redemption Note) will be redeemed by the Issuer 
at its Final Redemption Amount specified in, or determined in the manner specified in, the applicable 
Pricing Supplement in the relevant Specified Currency on the Maturity Date. 

(b) Redemption ,for tux reasons 

The Notes may be redeemed at the option of the Issuer in whole, but not in part, at any time (if this 
Note is neither a Floating Rate Note, an Index Linked Interest Note nor a Dual Currency Interest 
Note) or on any Interest Payment Date (if this Note is either a Floating Rate Note, an Index Linked 
Interest Note or a Dual Currency Interest Note), on giving not less than 30 nor more than 60 days' 
notice to the Agent and, in accordance with Condition 14, the Noteholders (which notice shall be 
irrevocable), if: 

(i) on the occasion of the next payment due under the Notes, the Issuer has or will become obliged 
to pay additional amounts as provided or referred to in Condition 8 as a result of any change 
in, or amendment to, the laws or regulations of a Tax Jurisdiction (as defined in Condition 8) 
or any change in the application or official interpretation of such laws or regulations, which 
change or amendment becomes effective on or after the date on which agreement is reached to 
issue the first Tranche of the Notes; and 

( i i )  

provided that no such notice of redemption shall be given earlier than 90 days prior to the earliest date 
on which the Issuer would be obliged to pay such additional amounts were a payment in respect of 
the Notes then due. 

such obligation cannot be avoided by the Issuer taking reasonable measures available to it, 
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Prior to the publication of any notice of redemption pursuant to this Condition, the Issuer shall deliver 
to the Agent a certificate signed by two Directors of the Issuer stating that the Issuer is entitled to 
effect such redemption and setting forth a statement of facts showing that the conditions precedent to 
the right of the Issuer so to redeem have occurred, and an opinion of independent legal advisers of 
recognised standing to the effect that the Issuer has or will become obliged to pay such additional 
amounts as a result of such change or amendment. 

Notes redeemed pursuant to this Condition 7(b) will be rcdeemed at their Early Rcdcmption Amount 
referred to in paragraph (e) below together (if appropriate) with interest accrued to (but excluding) the 
date of redemption. 

( c )  Redemption at the option qf the Isscrer- (Issirer Call) 

If Issuer Call i s  specified in the applicable Pricing Supplement, the Issuer may, having given: 

(i) not less than 15 nor more than 30 days’ notice to the Noteholders in accordance with Condition 
14: and 

(ii) not less than 15 days before the giving of the notice referred to in ( i ) ,  notice to the Agent; 

(which notices shall be irrevocable and shall specify the date fixed for redemption). redeem all or 
some only of the Notes then outstanding on any Optional Redemption Date and at the Optional 
Redemption Amount(s) specified in, or determined in the manner specified in, the applicable Pricinz 
Supplement together. if appropriate. with interest accrued to (but excluding) the relevant Optional 
Redemption Date. Any such redemption must be of a nominal amount not less than the Minimum 
Redemption Amount and not more than the Maximum Redemption Amount, in each case as may be 
specified in the applicable Pricing Supplement. In the case of a partial redemption of Notes. the Notes 
to be redeemed (“Redeemed Notes”) will be selected individually by lot, in the case of Redeemed 
Notes represented by definitive Notes, and in accordance with the rules of Euroclear and/or 
Clearstream, Luxembourg, in the case of Redeemed Notes represented by a Global Note, not more 
than 30 days prior to the date fixed for redemption (such date of selection being hereinafter called the 
“Selection Date”). In the case of Redeemed Notes represented by definitive Notes, a list of the serial 
numbers of such Redeemed Notes will be published in accordance with Condition 14 not less than 15 
days prior to the date fixed for redemption. The aggregate nominal amount of Redeemed Notes 
represented by definitive Notes shall bear the same proportion to the aggregate nominal amount of all 
Redeemed Notes as the aggregate nominal amount of definitive Notes outstanding bears to the 
aggregate nominal amount of the Notes outstanding, in each case on the Selection Date, provided that 
such first mentioned nominal amount shall. if necessary, be rounded downwards to the nearest integral 
multiple of the Specified Denomination, and the aggregate nominal amount of Redeemed Notes 
represented by a Global Note shall be equal to the balance of the Redeemed Notes. No exchange of 
the relevant Global Note will be permitted during the period from (and including) the Selection Date 
to (and including) the date fixed for redemption pursuant to this paragraph (c) and notice to that effect 
shall be given by the Issuer to the Noteholders in accordance with Condition 14 at least five days prior 
to the Selection Date. 

(d) Redemption at the option o j  the Noteholdcrs (Inwstor Put) 

If Investor Put is specified in the applicable Pricing Supplement, upon the holder of any Note giving 
to the lcsuer in accordancc with Condition 14 not less than 15 nor more than 30 days’ notice the Issuer 
will, upon the expiry of such notice, redeem, subject to, and in accordance with, the terms specified 
in thc applicable Pricing Supplement, such Note on the Optional Redemption Date and at the Optional 
Redemption Amount together, if appropriate, with interest accrued to (but excluding) the Optional 
Redemption Date. 

To exercise the right to require redemption of this Note the holder of this Note must, if this Note is in 
definitive form and held outside Euroclear and Clearstream, Luxembourg, deliver, at the specified 
office of any Paying Agent at any time during normal business hours of such Paying Agent falling 
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within the notice period, a duly completed and signed notice of exercise in the form (for the time being 
current) obtainable from any specified office of any Paying Asent (a “Put Notice”) and in which the 
holder must specify a bank account (or, if payment is required to be made by cheque, an address) to 
which payment is to be made under this Condition accompanied by, if this Note is in definitive form, 
this Note or evidence satisfactory to the Paying Agent concerned that this Note will, following 
delivery of the Put Notice, be held to its order or under its control. If this Note is represented by a 
Global Note or is in definitive form and held through Euroclear or Clearstream, Luxembourg, to 
exercise the right to require redemption of this Note the holder of this Note must, within the notice 
period, give notice to the Agent of such exercise in accordance with the standard procedures of 
Euroclear and Clearstream, Luxembourg (which may include notice being given on his instruction by 
Euroclear or Clearstream, Luxembourg or any common depositary for them to the Agent by electronic 
means) in a form acceptable to Euroclear and Clearstream. Luxembourg from time to time and, if this 
Note is represented by a Global Note, at the same time present or procure the presentation of the 
relevant Global Note to the Agent for notation accordingly. 

Any Put Notice given by a holder of any Note pursuant to this paragraph shall be irrevocable except 
where prior to the due date of redemption an Event of Default shall have occurred and be continuing 
in which event such holder, at its option, may elect by notice to the Issuer to withdraw the notice given 
pursuant to this paragraph and instead to declare such Note forthwith due and payable pursuant to 
Condition 10. 

(e) Earl! Redemption Amounts 

For the purpose of paragraph (b) above and Condition 10, each Note will be redeemed at its Early 
Redemption Amount calculated as follows: 

( i )  in the case of a Note with a Final Redemption Amount equal to the Issue Rice, at the Final 
Redemption Amount thereof: 

in the case of a Note (other than a Zero Coupon Note but including an Instalment Note and a 
Partly Paid Note) with a Final Redemption Amount which is or may be less or greater than the 
Issue Price or which is payable in a Specified Currency other than that in which the Note is 
denominated, at the amount specified in, or determined in the manner specified in, the 
applicable Pricing Supplement or, if no such amount or manner is so specified in the applicable 
Pricing Supplement, at its nominal amount; or 

in the case of a Zero Coupon Note, at an amount (the “Amortised Face Amount”) calculated 
in accordance with the following formula: 

(ii) 

(iii) 

Early Redemption Amount = RP X ( I  + AY)’ 

where: 

“RP’ means the Reference Price: 

“AY” means the Accrual Yield expressed as a decimal: and 

“y” is 3 fraction the numerator of which is equal to the number of days (calculated on the basis of 
a 360-day year consisting of 12 months of 30 days each) from (and including) the Issue Datc 
of the first Tranche of the Notes to (but excluding) the date fixed for redemption or (as the case 
may be) the date upon which such Note becomes due and repayable and the denominator of 
which is 360, 

or on such other calculation basis as may be specified in the applicable Pricing Supplement. 
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(0 lnsralments 

Instalment Notes will be redeemed in the Instalment Amounts and on the Instalment Dates. In the case 
of early redemption. the Early Redemption Amount will be determined pursuant to paragraph (e) 
above. 

(g) Partly Paid Notes 

Partly Paid Notes will be redeemed, whether at maturity, early redemption or otherwise, in accordance 
with the provisions of this Condition and the applicable Pricing Supplement. 

The Issuer or any Subsidiary of the Issuer may at any time purchase Notes (provided that, in the case 
of definitive Notes. all unmatured Receipts, Coupons and Talons appertaining thereto are purchased 
therewith) at any price in the open market or otherwise. If purchases are made by tender, tenders must 
be available to all Noteholders alike. Such Notes may be held, reissued, resold or, at the option of the 
Issuer. surrendered to any Paying Agent for cancellation. 

( i )  Cancdlation 

All Notes which arc redeemed will forthwith be cancelled (together with all unmatured Receipts, 
Coupons and Talons attached thereto or surrendered therewith at the time of redemption). All Notes 
so cancelled and any Notes purchased and cancelled pursuant to paragraph (h) above (together with 
all unmatured Receipts, Coupons and Talons cancelled therewith) shall be forwarded to the Agent and 
cannot be reissued or resold. 

0 )  Lure payment on Zero Coupon Note3 

If the amount payable in respect of any Zero Coupon Note upon redemption of such Zero Coupon 
Note pursuant to paragraph (a), (b). (c) or (d) above or upon its becoming due and repayable as 
provided in Condition 10 is improperly withheld or refused, the amount due and repayable in respect 
of such Zero Coupon Note shall be the amount calculated as provided in paragraph (e)(iii) above as 
though the references therein to the date fixed for the redemption or the date upon which such Zero 
Coupon Note becomes due and payable were replaced by references to the date which is the earlier 
of: 

(i) 

( i i )  

the date on which all amounts due in respect of such Zero Coupon Note have been paid: and 

five days after the date on which the full amount of the moneys payable in respect of such Zero 
Coupon Notes has been received by the Agent and notice to that effect has been given to the 
Noteholders in accordance with Condition 14. 

8. TAXATION 

All payments of principal and interest in respect of the Notes, Receipts and Coupons by the Issuer will 
be made without withholding or deduction for or on account of any present or future duties of 
whatever nature imposed or levied by or on behalf of any Tax Jurisdiction unless such withholding or 
deduction is required by law. In such event, the Issuer will pay such additional amounts as shall be 
necessary in order that the net amounts received by the holders of the Notes, Receipts or Coupons 
after such withholding or deduction shall equal the respective amounts of principal and interest which 
would otherwise have been receivable in respect of the Notes, Receipts or Coupons, as the case may 
be, in the absence of such withholding or deduction; except that no such additional amounts shall be 
payable with respect to any Note. Receipt or Coupon: 
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presented for payment by or on behalf of a holder who is liable for such taxes or duties in 
respect of such Note, Receipt or Coupon by reason of his having some connection with a Tax 
Jurisdiction other than the mere holding of such Note, Receipt or Coupon: or 

presented for payment more than 30 days after the Relevant Date (as defined below) except to 
the extent that the holder thereof would have been entitled to an additional amount on 
presenting the same for payment on such thirtieth day assuming that day to have been a 
Payment Day (as defined in Condition 6(e)); or 

where such withholding or deduction is imposed on a payment to an individual and is required 
to be made pursuant to any European Union Directive on the taxation of savings implementing 
the conclusions of the ECOFIN Council meeting of 26th-27th November 2000 (the 
“Directive”) or any law implementing or complying with, or introduced in order to conform to, 
the Directive; or 

presented for payment by or on behalf of a holder who would have been able to avoid such 
withholding or deduction by presenting the relevant Note, Receipt or Coupon to another Paying 
Agent in a Member State of the European Union. 

As used herein: 

(A) “Tux Jurisdiction” means Iceland or any political subdivision or any authority thereof 
or therein having power to tax or any other jurisdiction or any political subdivision or 
any authority thereof or therein having power to tax to which the Issuer becomes subject 
in respect of payments made by it of principal and interest on the Notes, Receipts and 
Coupons; and 

“Relevant Dare” means the date on which such payment first becomes due, except that, 
if the full amount of the moneys payable has not been duly received by the Agent on or 
prior to such due date, it means the date on which, the full amount of such moneys 
having been so received, notice to that effect is duly given to the Noteholders in 
accordance with Condition 14. 

(B) 

PRESCRIPTION 

The Notes, Receipts and Coupons will become void unless presented for payment within a period of 
10 years (in the case of principal) and five years (in the case of interest) after the Relevant Date (as 
defined in Condition 8) therefor. 

There shall not be included in any Coupon sheet issued on exchange of a Talon any Coupon the claim 
for payment in respect of which would be void pursuant to this Condition or Condition 6(b) or any 
Talon which would be void pursuant to Condition 6(bj. 

EVENTS OF DEFAULT 

Ewnts of Default relating to Senior Notes 

If any one or more of the following events (each an “Event ofDefuult”) shall occur with respect to 
any Senior Note: 

(i) if default is made in the payment of any principal, premium (if any) or interest due in respect 
of the Notes or any of them and the default continues for a period of three days in the case of 
principal or premium (if any) and seven days in the case of interest; or 

if the Issuer fails to perform or observe any of its other obligations under these Conditions and 
(except in any case where the failure is incapable of remedy when no such continuation or 
notice as is hereinafter mentioned will be required) the failure continues for the period of 30 
days next following the service by a Noteholder on the Issuer of notice requiring the same to 
be remedied; or 

(ii) 
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if any borrowed money of the lssuer or any of its Principal Subsidiaries is not paid when due 
or becomes (whether by declaration or automatically in accordance with the relevant agreement 
or instrument constituting the same) due and payable prior to the date when it would otherwise 
have become due or any creditor of the Issuer or any of its Principal Subsidiaries becomes 
entitled to declare any such Borrowed Money due and payable or any facility or commitment 
available to the lssuer or any of its Principal Subsidiaries relating to Borrowed Money is 
withdrawn, suspended or cancelled by reason of any default (however described) of the 
company concerned, provided that. for the purposes of this sub-clause (iii),  the Borrowed 
Money must, when aggregated with all other Borrowed Money to which any part of this 
Condition 1 O(a)(iii) applies, exceed U.S.$S,OOO,OOO (or its equivalent in any other currency): 
or 

if any order is made by any competent court or resolution passed for the winding up or 
dissolution of the Issuer or any of its Principal Subsidiaries, save for the purposes of 
reorganisation on terms approved by an Extraordinary Resolution of the Notcholders: or 

if the Issuer or any of its Principal Subsidiaries ceases or threatens to cease to carry on the 
whole or a substantial part of its business. save for the purposes of reorganisation on terms 
approved by an Extraordinary Resolution of the Noteholders, or the Issuer or any of’ its 
Principal Subsidiaries stops or threatens to stop payment of, or is unable to, or admits inability 
to, pay, its debts (or any class of its debts) as they fall due, or is deemed unable to pay its debts 
pursuant to or for the purposes of‘ any applicable law, or is adjudicated or found bankrupt or 
insolvent; or 

if (A) proceedings are initiated against the Issuer or any of its Principal Subsidiaries under any 
applicable liquidation, insolvency, composition, reorganisation or other similar laws, or an 
application is made for the appointment of an administrative or other receiver, manager, 
administrator or other similar official, or an administrative or other receiver, manager, 
administrator or other similar official is appointed, in relation to the Issuer or any of its 
Principal Subsidiaries or, as the case may be, in relation to the whole or a part of the 
undertaking or assets of any of them, or an encumbrancer takes possession of the whole or a 
part of the undertaking or assets of any of them. or a distress, execution, attachment, 
sequestration or other process is levied, enforced upon, sued out or put in force against the 
whole or a part of the undertaking or assets of any of them and (E) in any case (other than the 
appointment of an administrator) the same is not discharged within 14 days; or 

if the issuer or any of its Principal Subsidiaries initiates or consents to judicial proceedings 
relating to itself under any applicable liquidation, insolvency, composition, reorganisation or 
other similar laws or makes a conveyance or assignment for the benefit of, or enters into any 
composition or other arrangement with, its creditors generally (or any class of its creditors) or 
any meeting is convened to consider a proposal for an arrangement or composition with its 
creditors generally (or any class of its creditors), 

then any holder of a Senior Note may, by written notice to the Issuer at the specified office of the 
Agent, effective upon the date of receipt thereof by the Agent, declare any Senior Notes held by the 
holder to be forthwith due and payable whereupon the same shall become forthwith due and payable 
at its Early Redemption Amount (as described in Condition 7(e)), together with accrued interest (if 
any) to the date of repayment, without presentment, demand, protest or other notice of any kind. 

For the purposes of this Condition: 

“Principal Subsidiary” at any time shall mean a Subsidiary of the Issuer inter alia: 

(A) whose gross revenues (consolidated in the case of a Subsidiary which itself has Subsidiaries) 
or whose total assets (consolidated in the case of a Subsidiary which itself has Subsidiaries) 
represent not less than five per cent. of the consolidated gross revenues, or, as the case may be, 
consolidated total assets, of the Issuer and its Subsidiaries taken as a whole, all as calculated 
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respectively by reference to the then latest audited accounts (consolidated or, as the case may 
be, unconsolidated) of the Subsidiary and the then latest audited consolidated accounts of the 
Issuer and its Subsidiaries: or 

(E) to which is transferred the whole or substantially the whole of the undertaking and assets of a 
Subsidiary of the Issuer which immediately before the transfer is a Principal Subsidiary, 

all as more particularly defined in the Agency Agreement. 

A report by the Auditors of the Issuer that in their opinion a Subsidiary of the Issuer is or is not or was 
or was not at any particular time or throughout any specified period a Principal Subsidiary shall, in 
the absence of manifest error. be conclusive and binding on all parties. 

Enforcement reluting to Subordinated Notes 

(i) If the Issuer fails to meet its obligations under the Subordinated Notes, any Noteholder may. at 
its own discretion and without further notice, institute proceedings in Iceland for the 
compulsory winding-up of the Issuer in accordance with Act No. 113/1996 on Commercial 
Banks and Savings Banks. 

Any Noteholder may at its discretion and without further notice institute such proceedinp 
against the Issuer as it may think fit to enforce any obligation, condition or provision binding 
on the Issuer under the Subordinated Notes provided that the Issuer shall not by virtue of the 
institution of any such proceedings be obliged to pay any sum or sums sooner than the same 
would otherwise have been payable by it. 

If an order is made or an effective resolution is passed for the winding-up or liquidation of the 
Issuer, then the Subordinated Notes shall become due and payable at the Early Redemption 
Amount together with interest accrued to the date of repayment, without presentment, demand, 
pretext or other notice of any kind. 

(ii) 

(iii) 

REPLACEMENT OF NOTES, RECEIPTS, COUPONS AND TALONS 

Should any Note, Receipt, Coupon or Talon be lost, stolen, mutilated, defaced or destroyed, it may be 
replaced at the specified office of the Agent upon payment by the claimant of such costs and expenses 
as may be incurred in connection therewith and on such terms as to evidence and indemnity as the 
Issuer may reasonably require. Mutilated or defaced Notes, Receipts, Coupons or Talons must be 
surrendered before replacements will be issued. 

PAYING AGENTS 

The names of the initial Paying Agents and their initial specified offices are set out below. 

The Issuer is entitled to vary or terminate the appointment of any Paying Agent and/or appoint 
additional or other Paying Agents and/or approve any change in the specified office through which 
any Paying Agent acts, provided that: 

(a) 

(b) 

there will at all times be an Agent; and 

so long as the Notes are listed on any stock exchange, there will at all times be a Paying Agent 
with a specified office in such place as may be required by the rules and regulations of the 
relevant stock exchange (or any other relevant authority); and 

if any European Union Directive on the taxation of savings implementing the conclusions of 
the ECOFIN Council meeting of 26th-27th November, 2000 or any law implementing or 
complying with, or introduced in order to conform to such Directive is introduced, the Issuer 
will ensure that it maintains a Paying Agent in a Member State of the European Union that will 
not be obliged to withhold or deduct tax pursuant to any such Directive or law. 

(c) 
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13. 

14. 

15. 

In addition, the Issuer shall forthwith appoint a Paying Agent having a specified office in New York 
City in the circumstances described in Condition 6(d). Any variation, termination, appointment or 
change shall only take effect (other than in the case of insolvency, when it shall be of immediate 
effect) after not less than 30 nor more than 45 days' prior notice thereof shall have been given to the 
Noteholders in accordance with Condition 14. 

In acting under the Agency Agreement, the Paying Agents act solely as agents of the Issuer and do 
not assume any obligation to, or relationship of agency or trust with, any Noteholders, Receiptholders 
or Couponholders. The Agency Agreement contains provisions permitting any enlity into which any 
Paying Agent is merged or converted or with which it is consolidated or to which it transfers all or 
substantially all of its assets to become the successor paying agent. 

EXCHANGE OF TALONS 

On and after the Interest Payment Date on which the final Coupon comprised in any Coupon sheet 
matures, the Talon (if any) forming part of such Coupon sheet may be surrendered at the specified 
office of the Agent or any other Paying Agent in exchange for a further Coupon sheet including (if 
such further Coupon sheet does not include Coupons to (and including) the final date for the payment 
of interest due in respect of the Note to which it appertains) a further Talon, subject to the provisions 
of Condition 9. 

NOTICES 

All notices regarding the Notes will be deemed to be validly given if published ( i )  in a leading English 
language daily newspaper of general circulation in London, and (iil if and for so long as the Notes are 
listed on the Luxembourg Stock Exchange, a daily newspaper of general circulation in Luxembourg. 
It is expected that such publication will be made in the Finunrial Times in London and the 
Lu.remburger Wor-r in Luxembourg. The Issuer shall also ensure that notices are duly published in a 
manner which complies with the rules of any stock exchange (or any other relevant authority) on 
which the Notes are for the time being listed or by which they have been admitted to listing. Any such 
notice will be deemed to have been given on the date of the first publication or, where required to be 
published in more than one newspaper, on the date of the first publication in all required newspapers. 

Until such time as any definitive Notes are issued, there may, so long as any Global Notes 
representing the Notes are held in their entirety on behalf of Euroclear and/or Clearstream, 
Luxembourg, be substituted for such publication in such newspaper(s) the delivery of the relevant 
notice to Euroclear and/or Clearstream, Luxembourg for communication by them to the holders of the 
Notes and, in addition, for so long as any Notes are listed on a stock exchange or are admitted to 
listing by another relevant authority and the rules of that stock exchange or relevant authority so 
require, such notice will be published in a daily newspaper of general circulation in the place or places 
required by those rules. Any such notice shall be deemed to have been given to the holders of the 
Notes on the seventh day after the day on which the said notice was given to Euroclear and/or 
Clearstream, Luxembourg. 

Notices to be given by any Noteholder shall be in writing and given by lodging the same, together (in 
the case of any Note in definitive form) with the relative Note or Notes, with the Agent. Whilst any 
of the Notes are represented by a Global Note, such notice may be given by any holder of a Note to 
the Agent through Euroclear and/or Clearstream, Luxembourg, as the case may be, in such manner as 
the Agent and Euroclear and/or Clearstream, Luxembourg, as the case may be, may approve for this 
purpose. 

MEETINGS OF NOTEHOLDERS, MODIFICATION AND WAIVER 

The Agency Agreement contains provisions for convening meetings of the Noteholders to consider 
any matter affecting their interests, including the sanctioning by Extraordinary Resolution of a 
modification of the Notes, the Receipts, the Coupons or any of the provisions of the Agency 
Agreement. Such a meeting may be convened by the Issuer or Noteholders holding not less than five 
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per cent. in nominal amount of the Notes for the time being remaining outstanding. The quorum at 
any such meeting for passing an Extraordinary Resolution is one or more persons holding or 
representing not less than 50 per cent. in nominal amount of the Notes for the time being outstanding, 
or at any adjourned meeting one or more persons being or representins Noteholders whatever the 
nominal amount of the Notes so held or represented, except that at any meeting the business of which 
includes the modification of certain provisions of the Notes, the Receipts or the Coupons (including 
modifying the date of maturity of the Notes or any date for payment of interest thereon, reducing or 
cancelling the amount of principal or the rate of interest payable in respect of the Notes or altering the 
currency of payment of the Notes, the Receipts or the Coupons), the quorum shall be one or more 
persons holding or representing not less than two-thirds in nominal amount of the Notes for the time 
being outstanding, or at any adjourned such meeting one or more persons holding or representing not 
less than one-third in nominal amount of the Notes for the time being outstanding. An Extraordinary 
Resolution passed at any meeting of the Noteholders shall be binding on all the Noteholders, whether 
or not they are present at the meeting, and on all Receiptholders and Couponholders. 

The Agent and the Issuer may agree, without the consent of the Noteholders. Receiptholders or 
Couponholders, to: 

(a) any modification (except as mentioned above) of the Notes. the Receipts, the Coupons or the 
Agency Agreement which is not prejudicial to the interests of the Noteholders; or 

any modification of the Notes, the Receipts, the Coupons or the Agency Agreement which is 
of a formal, minor or technical nature or is made to corrcct a manifest error or to comply with 
mandatory provisions of the law. 

(b) 

Any such modification shall be binding on the Noteholders, the Receiptholders and the 
Couponholders and any such modification shall be notified to the Noteholders in accordance with 
Condition 14 as soon as practicable thereafter. 

16. FURTHER ISSUES 

The Issuer shall be at liberty from time to time without the consent of the Noteholders, the 
Receiptholders or the Couponholders to create and issue further notes having terms and conditions the 
same as the Notes or the same in all respects save for the amount and date of the first payment of 
interest thereon and so that the same shall be consolidated and form a single Series with the 
outstanding Notes. 

17, CONTRACTS (RIGHTS OF THIRD PARTIES) ACT 1999 

No person shall have any right to enforce any term or condition of this Note under the Contracts 
(Rights of Third Parties) Act 1999, but this does not affect any right or remedy of any person which 
exists or is available apart from that Act. 

18. GOVERNING LAW AND SUBMISSION TO JURISDICTION 

(a) Governing limp 

The Agency Agreement, the Deed of Covenant, the Notes (other than Condition 2(b)), the Receipts 
and the Coupons are governed by, and shall be construed in accordance with, English law. Condition 
2(hj of the Notes is governed by, and shall be construed in accordance with, Icelandic law. 

(bj Submission to jurisdiction 

The Issuer agrees, for the exclusive benefit of the Noteholders, the Receiptholders and the 
Couponholders, that the courts of England are to have jurisdiction to settle any disputes which may 
arise out of or in connection with the Notes, the Receipts and/or the Coupons and that accordingly any 
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suit, action or proceedings (together referred to as “Proceedings”) arising out of or in connection with 
the Notes, the Receipts and the Coupons may be brought in such courts. 

The Issuer hereby irrevocably waives any objection which it may have now or hereafter to the laying 
of the venue of any such Proceedings in any such court and any claim that any such Proceedings have 
been brought in an inconvenient forum and hereby further irrevocably agrees that a judgment in any 
such Proceedings brought in the English courts shall be conclusive and binding upon it and may be 
enforced in the courts of any other jurisdiction. 

Nothing contained in this Condition shall limit any right to take Proceedings against the Issuer in any 
other court of competent jurisdiction, nor shall the taking of Proceedings in one or more jurisdictions 
preclude the taking of Proceedings in any other jurisdiction, whether concurrently or not. 

( c )  Appointment offrocess Agent 

The Issuer appoints the Ambassador of the Republic of Iceland to the Court of St James’ of 2A Hans 
Street, London S W l X  OJE, England as its agent for service of process, and undertakes that, in the 
event of the Ambassador ceasing so to act or ceasing to be registered in England, it will appoint 
another person as its agent for service of process in England in respect of any Proceedings. Nothing 
herein shall affect the right to serve proceedings in any other manner permitted by law. 

(d) Wuiiw qf immunih 

The Issuer hereby irrevocably and unconditionally waives with respect to Notes, the Receipts and the 
Coupons any right to claim sovereign or other immunity from jurisdiction or execution and any 
similar defence and irrevocably and unconditionally consents to the giving of any relief or the issue 
of any process, including without limitation, the making, enforcement or execution against any 
property whatsoever (irrespective of its use or intended use) of any order or judgment made or given 
in connection with any proceedings. 

(e) Other documents 

The Issuer has in the Agency Agreement and the Deed of Covenant submitted to the jurisdiction of 
the English courts and appointed an agent for service of process in terms substantially similar to those 
set out above. 
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USE OF PROCEEDS 

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

Capitalisation of the Issuer 

The following table sets forth the capitalisation of the Issuer and of the Group as at 31st December, 
2001 and 31st December, 2000. 

Equity 
Share capital“’ ........................................................... 
Other equity .............................................................. 

Issued Bonds ............................................................ 
Loans from credit institutions .................................. 
Other borrowings ..................................................... 

Deposits ........................................................................ 
Subordinated Loans 

Tier I”’ ....................................................................... 
Tier I1 ........................................................................ 

Total capitalisation ....................................................... 

Borrowing 

As ut 
31 st Dacemhcr-, 2001 

(ISK millions) 

5,233.3 5,233.3 
7,725.7 7,725.7 

7,175.1 10,294.9 
64,766.6 74348.4 

58.8 432.9 
76,899.0 74,907.4 

1,114.6 1,114.6 
4,158,6 4,302.3 

167,131.6 178,559.5 
-~ 

- -. 

Issuer- Group 
. 

As at 
31 st December, 2000 

(ISK millions) 

4,222.3 4,222.3 
3,787.1 3,787.1 

4,911.1 4,911.1 
44,628.9 44,628.9 

57.9 57.9 
67,389.3 67,369.3 

3,78 1.6 3,78 1.6 

128,778.2 128,758.2 
.~ 

Notes: 

( I )  During thc ycar 20()1. Bunadarbanki hf. acquired Lvsing hf. and merged with Gilding Investments ehl. The Bank’s share capital was 
increased by ISK 368.5 million hccause of the acquisition of Lysing hl-. and by ISK 799.7 million because of the mergcr with Gilding 
lnvcstmcnts ehf. Thc sharc capital at ycar-cnd was thus ISK 5.318.2 million. During the year the bank’s net purchase of its own shares 
at nominal par valuc was ISK 157.2 million. The totill own sharei in year-end 7001 were ISK 184.9 million. 
A subordinated loan way granted in 2001, in the amount of ISK I ,  114.6 million. in accordancc with Kcgulation No. 852/2000 on an 
additional own lunds item for commercial hank. savings banks, other credit institutions and enterprises engaged in securities services. 
This loan fulfils to bc committcd as Tier 1 capital. 
There has been no maierial change in the capiralisation of the lssucr sincc 31st Dcccmhcr, 2001 cxccpt as noted above. 

(2) 

(3) 
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DESCRIPTION OF THE ISSUER 

General Information 

Bunadarbanki (the “Issuer”) is the third largest commercial bank in Iceland with total assets 
amounting to ISK 200 billion at 31 st December, 2001 (figures refer to 3 1 st December, 2001 unless otherwise 
stated). Bunadarbanki operates through a network of 36 branches and sub-branches located throughout the 
country. The total number of bank employee positions at the end of year 2001 was 731. Bunadarbanki has 
more than 22% market share of deposits and 21% market share of total lending in Iceland. 

The Principal Subsidiaries and AMiliated Companies of the Issuer include the following: 

Principal Subsidiuries 
. . . .  -_ 

Rekstrarfelag Verdbrkfdsj6bs Bunadarbanka hf .......................... 
Lysing hf ...................................................................................... Leasing Company 
Gen hf .......................................................................................... Holding Company 

Management Company 

Urdur ehf ...................................................................................... Holding Company 
BI Management Company S.A. Luxembourg .............................. 
Bunadarbanki International S A .  Luxembourg ............................ 
Vesturvik sf .................................................................................. Holding Company 

Offshore Management Company 
International Banking Operation 

Principal Areu qfAic.tirity 
-. 

Afliliuted Compatiies 

Greidslumiblun hf ........................................................................ Visa Iceland 
Kreditkon hi’ ................................................................................ Europay Iceland 
Reiknisstofa bankanna .................................................................. Icelandic Banks’ Data Centre 
Intrum i Islandi ehf ...................................................................... Debt Collection 

Lgnstraust hf ................................................................................ Financial Data Company 

. 

Increasing deregulation in the Icelandic financial markets over the past decade has presented 
Bunadarbanki with ample growth opportunities. The Bank now provides comprehensive financial services, 
retail banking, corporate banking, securities services and investment banking. All this enables Bunadarbanki 
to be a full participant in the major changes that are taking place in channels for savings and corporate 
finance in Iceland. 

Retail banking at Bunadarbanki is built on a firm foundation from its establishment in 1930. The 
branch network extends to all the most populated parts of Iceland and all the branches operate at a profit. 
The Bank has significantly developed its Internet-based services for individuals and corporations and 
Bdnadarbanki website www.bi.is is the fourth most visited website in Iceland. Self-service Internet use has 
increased enormously, over 55% of Bunadarbanki customers are registered, reflecting the fact that Iceland 
has one of the highest internet penetration in the world today. This has led to operational economies within 
the Bank because costs have not risen to meet increase in transaction volume, and scope has also been 
created for streamlining in other areas. 

In recent years, Bunadarbanki’s Corporate Banking Department has been systematically and 
successfully building up its customer base among larger companies. To a growing extent, businesses in 
Iceland are seeking capital in the markets instead of direct borrowing facilities. With its dynamic Corporate 
Banlung Department, Corporate Advisory Finance and Treasury and Securities Department, BBnadarbanki 
is well equipped to take part in the restructuring of Iceland’s economy for the new century. 

New channels for savings have also been emerging in recent years, through pension funds and 
domestic and international securities funds. Through the development of its asset management and foreign 
securities units, Bunadarbanki has been engaged in this evolution, which undoubtedly will continue in the 
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years to come. The Asset Management unit offers private banking services and runs both securities funds 
and pension schemes. Its funds include the is-1 5 investment fund, second largest equity fund in Iceland. 

The establishment of Bunadarbanki International S.A. in Luxembourg is a further move to follow up 
the expansion into foreign markets by both Icelandic investors and lcelandic businesses. Blinadarbanki’s 
Asset Management unit has specialised in tax counselling and carved out something of a niche for itself in 
Iceland in that respect. 

The Bank holds 42% shares in Ldnstraust chf. credit watch agency and 55% shares in Intrum ii islandi 
ehl‘. receivables management service. Ldnstraust specialises in providing and processing credit information 
and assessments of borrowers, while Intrum specialises in collection procedures and innovations in debt 
collecting . 

Historical Background 

Bhnabarbanki was established in I930 to provide finance to the agricultural sector in Iceland. In the 
1960s, Bhnadarbanki expanded rapidly by taking over several savings banks outlets, and since then its 
operations have been fairly equally divided between the capital area of Reykjavik and other regions. 

In the 1960s, the strategic decision was made to diversify the portfolio and since then Bunadarbanki’s 
has been providing services to all sectors of the economy. This strategy has been one of the cornerstones of 
the successful operations of Bunadarbanki. 

In 1982. Bhnadarbanki received a full  licence from the Central Bank of Iceland to start foreign 
business! and in July 1983, the bank opened its International Division. In the years since 1983, there has been 
a steady growth in Bunadarbanki’s international activities and the Bank has an extensive and expanding 
network of correspondent banks abroad. 

In November 1996, the Bank established a Treasury and Securities Department and started to offer a 
broader spectrum of banking services, including asset management, mutual funds and other related financial 
services. 

Bunabarbanki International S.A. was established in Luxembourg on November 15. 2000. The Bank 
offers private banking services and lending facilities. Other core services are deposit facilities and securities 
and currency brokerage. Besides Icelandic clients, the Bank will serve clients in the other Scandinavian 
countries and Europe. 

In June 2001, Bunadarbanki acquired Lgsing, a leasing company. As a result of the co-operation with 
Lysing, Bunadarbanki is able to offer excellent solutions in the Icelandic market for finance leasing, hire 
purchase contracts as well as operating leasing. In December 2001, Gilding Investments hf. was merged into 
Bunadarbanki. The merger with Gilding Investments opened up great possibilities for expanding business 
activities. Both acquisitions were financed with increase of the share capital of the Bank. 

Legal Status 

Bunadarbanki is a public limited liability company incorporated in Iceland and operating under 
Icelandic law. The Bank is registered with the registrar of companies in Iceland. The registered office and 
principal place of business of the Bank is Austurstreti 5 ,  155 Reykjavik, Iceland. 

Privatisation 

Privatisation of Bunabarbanki started in December 1998 with an IPO and listing on the Iceland Stock 
Exchange. The IPO was the most subscribed offering ever made in Iceland, with over 90,000 investors 
participating, or over one-third of Iceland’s total population. As a result of the offering the State’s share in 
Bhnadarbanki went from 100% to 85.4%. The following year, tranche two of the Bank’s privatisation took 
place with the Government lowering its share to 72.6%, in a Public Offering targeting both institutional 
investors and the public. 
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In 2001, the Bank’s share capital was increased by ISK 368.5 million due to the acquisition of Lgsing 
hf. and by ISK 799.7 million due to the merger with Gilding Investments. As at 31st December, 2001, the 
number of shareholders was 26.349 with the state holding 56.8% of the outstanding shares less the Banks 
own shares. 

In an amendment to the law on the incorporation of Bunadarbanki in May 2001 the Government was 
authorised to sell the remaining shares in state ownership 

The present Government has stated that it intends to sell its shares before the end of their present term 
of office, which ends in spring 2003. 

Strategy 

The principal emphasis of Bunadarbanki’s business strategy is to provide solid financial partnership 
to its customers. 

The Bank’s main objective is to: 

Become the best choice in financial services 

e Be a leading financial information and knowledge company 

e Make the bank an attractive place to work 

0 Ensure its owners the best rate of return in thc financial sector 

e 

Bunadarbanki projects and solutions are organised with thc needs of the customers in mind although 
business integrity is never sacrificed. Keeping in mind that profitability is a necessary operational goal. and 
thereby ensuring Blinadarbanki’s present and future capability to provide solid financial partnership to its 
customers. Continuous improvement and evolution is a necessary prerequisitc of success. 

Be among the most sought-after investment opportunities in the long run 

Runadarbanki’s role is to provide solid financial partnership to its customers through comprehensive 
financial services. Bunadarbanki aims to offer uncomplicated and cost-effective services to its customers. 
Steady development and provision of new solutions and knowledge and commitment of the personncl in the 
service of the customers. 

Recent Development 

Substantial changes took place in Bunadarbanki’s position that enabled it to increase the scope of its 
activities and its profit potential. These changes are the result of’ the acquisition of Lsing hf. the merger with 
Gilding Investments ehf. and of internal structural reorpanisation, the fruit of strategic planning work 
undertaken during the year. 

Around mid-year, the Bank acquired Lysing hf. a leasing company. in which it previously owned ;I 
40% share. At the end of November, the Bank merged with the investment company Gilding Investment ehf. 

When Bdnadarbanki acquired Lysing. on 30th June, 2001, the Bank’s share capital was increased by 
a nominal amount of ISK 368 million. As a result of the co-operation with L?j\ing, Bunadarbanki is now ablc 
to offer excellent solutions in the Icelandic market for finance leasing, hire purchase contractc as well as 
operating leasing. 

Bunadarbanki and Gilding Investments were merged on 30th November, 2001. With the merger, the 
Bank’s share capital increased by ISK 799.7 million and equity increased to more than ISK 3 billion. 
According to the present rules on capital adequacy, the Bank has the possibility to increase the CAD ratio to 
about 14% by issuing subordinated debt. This situation completely changes the Bank’s possibilities for 
growth and profitability. 
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Current Operation 

The financial market in Iceland has undergone fundamental changes in recent years. Dereylation of 
the financial sector, increased competition and rapidly changing needs of the customers have brought about 
these changes. To take advantage of the opportunities this new environment offers, Bunadarbanki has 
responded in several ways. 

Treasury and Securities Department 

The Treasury and Securities Department, Bunadarbanki securities, was established after the Bank 
sold its 50% holding in Kaupthing Securities hf. The purpose of the establishment was to affirm 
unambiguously the Bank’s intentions in the growing securities market in Iceland and to offer the Bank’s 
customers a wider range of financial services. 

The Treasury and Securities Department is a full service securities unit, active in the Icelandic 
securities. foreign exchange and money markets. The unit is responsible for market making in the foreign 
exchange, money market and the govemment securities market. The Department acts as a broker in all 
domestic and international securities and provides over-the-counter services for derivatives. 

One of the growing areas of services for Bunadarbanki Securities is asset management. The Bank acts 
as an investment manager for several mutual and equity funds investing in domestic securities building on 
its knowledge and expertise of the Icelandic economy. It also operates a pension fund that accepts premiums 
both for mandatory and supplementary pensions, as well as managing assets of private pensions funds and 
other institutional investors. 

The Bank also offers private banking for high net worth individuals. The investors have a choice 
between discretionary and non-discretionary asset management. In this area. the Bank also offers advice on 
taxation and other legal issues. 

Recently, the Department established a Corporate Advisory Division that has handled a number of 
equity offerings and other investment banking related activities. 

Corporate Banking and International 

The Bank has targeted corporate clients in the last few years with particular emphasis on listed 
companies. This strategy has proven very successful and the Bank has increased its share in corporate 
banking significantly especially among larger companies. 

The Bank’s growth last year has further increased its possibilities to provide services to the largest 
companies in Iceland. Some of these companies also have operations abroad and therefore the Bank 
emphasises being able to support them in their international expansion and to create the appropriate financial 
environment . 

The overall operationc of the department are built on qualified staff and a strong customer base from 
all lines of business. Special emphasis has been put on providing the companies with tailor-made, 
professional services that at the same time are speedy and efficient. The Bank considers i t  very important to 
create the best solutions to fit each corporate client. and close co-operation exists between the Corporate 
Ranking Division and the Bank’s branches to attain thi$ goal. Surveys done among the leaders in the business 
community show that a great majority of the Bank’s clients are very satisfied with the services the Bank 
offers them. 

An ever-increasing number of clients choose to handle a big part of their banking business via 
electronic banking and see that as a considerable advantage. The Bank has always been at the forefront with 
technical innovations in this field, and last year introduced a new and very user-friendly Corporate bank on 
the Internet that offers numerous possibilities of self-service. The Bank attaches great importance to further 
developing its service to corporate clients to ensure that it is always at the forefront and fully covers their 
requirements at all times. 
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Retail Banking Department 

The Bank’s personal banking services offer a diverse range of products and service lines, which are 
easily tailored to the needs of different groups. Bunadarbanki was a pioneer in introducing many of these 
services, such as the Home Line payments service where the Bank handles payment of all fixed household 
expenses by automatic debit, to spread monthly payments equally over the year. Customers are thereby free 
from bills in the mail, bank queues and fluctuations in their expenses from one month to the next. 

Bunadarbanki is the first bank in Iceland to offer dedicated financial services for senior citizens. 
Many senior citizens own valuable real estate, free of mortgage, but little in the way of liquid assets. The 
Bank therefore focused on designing simple loans for them, on favourable terms with collateral in their real 
estate (Real Estate Pensions), on which they do not need to pay instalments or interest until the real estate 
changes ownership. Loans can be paid out on a monthly basis or in a lump sum. Another focus was to 
provide a simple and very favourable investment option through the Asset Pension Savings Book. 

Payments intermediation has been evolving very rapidly in Iceland in recent years. headed by 
increased debit card transactions and an enormous increase in automation of services. Bunadarbanki now has 
a total of 55 ATMs and Paybanks with an average of 107,000 transactions per month and average monthly 
turnover of ISK 550 million. Bunadarbanki’s share of total domestic debit card turnover in Iceland is now 
22.0%. Bunadarbanki issues a wide selection of payments cards (both credit and debit cards) in co-operation 
with the Icelandic issuers of VISA and Mastercard. The Bank owns a 21% share in Greidslumidlun (Visa) 
and 20% in Kreditkort (Europay). 

Internet banking 

Iceland has one of the highest levels of Internet use in the world and recent surveys show that some 
80% of the population now has Internet access. Bunadarbanki website www.bi.is is the fourth most visitcd 
website in Iceland. The Bunadarbanki Intcmet Bank is a very dynamic service offering a high standard of 
security and access. Customers can now have bills sent directly to their Home Bank where they can pay them 
at their convenience. This simplifies and increases security in collection and payment of bills, as well as 
cutting back on paperwork. There was a 30% increase in the number of Home Bank users in the year 2001 
and over 55% of Bunadarbanki customers are now registered. The number of Home Bank users was 23,500 
at the year-end 2001. The Bank’s automated service desk is widely used and transfers have greatly increased 
through the Internet Home Bank and On-Line Banking facilities. 

Designed for the corporate market, Bunadarbanki’s On-Line Banking service has some 3,500 users 
and recorded total turnover of USD 1.8 million in the year 2001. Among its major advantages is in collection, 
since companies can send all their claims in electronic format direct to the Bank. 

The Insurance Industry 

Co-operation between banking and insurance is a recent development in the Icelandic market. 
Biinadarbanki’s strategy has been to participate in the life insurance industry and the Bank has a 15% share 
in SamLif, the biggest life-insurance company in Iceland, and 15.8% share in Allianz Island. 

Bunadarbanki International S A .  Luxembourg 

Bunadarbanki International S.A. received its banking licence in Luxembourg in November, 2000. The 
Bank is a fully owned subsidiary of Bunadarbanki hf. The capital of the Bank is EUR 18 million of which 
EUR 14 million has been paid in. The Bunadarbanki International S.A. assets are EUR 100 million in the 
year-end 200 1. 

Located at 85-91, Route de Thionville in downtown Luxembourg, the Bank has commenced 
operations and offers private banking services, lending and deposit facilities, securities and currency 
brokerage and various offshore and advisory services. Besides serving Iceland, the Bank will initially mainly 
seek out business in the other Nordic countries. 
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Through its Luxembourg subsidiary Bunadarbanki will be able to offer Icelandic high net worth 
individuals, corporations and investors more extensive a m y  of financial services than it has provided to 
date, particularly in offshore banking. Tt will also broaden Bunadarbanki’s network of international banking 
relations and diversify its loan portfolio. 

The establishment of Bunadarbanki International S.A. is the first major step in Bunadarbanki’s 
internationalisation and it is estimated that it will take three to five years to build the Bank up as a well 
running profitable business unit. 

Lysing 

Bunadarbanki acquired Lgsing, on 30th June, 2001. The acquisition price was ISK 2,450 million. The 
assets of Lysing are ISK 19 billion but the effect on Bunadarbanki assets is approximately ISK 13 billion 
after consolidation adjustments. 

Lysing was established in 1986 and Bunadarbanki had a 40% share in the company before the 
acquisition. 

The staff remained the same, and the company’s objective remains to serve Icelandic business and 
industry reliably and professionally by financial lease of industrial machinery and business premises. by the 
extension of loans for purchase of machinery, and by offering performance guarantees to contractors. The 
company also offers financing of private cars by hire purchase contracts. 

70% of Lysing’s customers were not customers of Bunadarbanki and hardly any customers have left 
after the acquisition. The acquisition has thus expanded Bunadarbanki client basc, creating good cross- 
selling opportunities. 

Bunadarbanki in changing financial environment 

To help ensure necessary returns with shrinking margins, the cost structure of the Bank is 
continuously being reviewed. Certain measures have already been taken, such as consolidation of back office 
functions, and investments in information technology should also benefit such areas as clearing and 
accounting. The financial markets in Iceland are developing at a rapid rate. Bunadarbanki has responded to 
these changes with heavy investments in information technology and strong entry into the capital markets. 
The Bank has in that way been able to successfully adapt to the changing environment as can be seen by 
rapidly expanding balance sheet and increased share in the domestic market. 

Bunadarbanki offer for SPRON 

Bunadarbanki has made an indirect offer to purchase the outstanding guaranteed capital holding in 
SPRON, a self-owned Savings Bank serving the Reykjavik area. SPRON has balance sheet assets of ISK 40 
billion and equity of ISK 3.2 billion. 

The savings banks in Iceland have, from the time of their establishment in the late 19th century, been 
self-owned institutions controlled by a body of guaranteed capital owners that in some respects are similar 
to deposits but in other respects similar to equity. This is much the same structure as has existed in other 
Nordic countries. The number of savings banks has gradually diminished over time, partly through mergers 
with other savings banks but primarily through takeovers by branches of the commercial banks. Usually the 
background to this has been operational difficulties of individual savings banks. Many branches of 
Landsbanki and Bunadarbanki, especially in rural areas, were previously savings banks. 

Due to the special structure of the savings banks, which among other things, prevents them from 
issuing equity, there has been discussion for some time as to how they could convert into limited-liability 
companies. Last year changes were made to the law on commercial banks and savings banks to allow this. 
The main issue to be resolved in this legislation was to whom the equity of the savings banks belongs. The 
conclusion applied by the new legislation was that the equity should be divided between the guaranteed 
capital owners in each savings bank and a trust, that should be established to support culture and welfare 
issues in its community. The law stipulates that an external valuation is to be made of the market value of 
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any savings bank intending to change itself into a limited liability company. The guaranteed capital owners 
shall receive that portion of the market value that corresponds to the value of their guaranteed capital 
holding, adjusted for inflation from the date of issuance; the remainder is to go into the trust. 

SPRON had intended to change into a limited-liability company. An external valuation had been 
made, fixing the market value of SPRON at ISK 4.2 billion or ISK 1 billion more than book equity. This is 
a stand-alone valuation on the assumption that SPRON will not merge with another financial institution, as 
stipulated by the law. Obviously, the value would be higher if SPRON were to merge with another 
institution. 

The guaranteed capital holding in SPRON, in total, is valued at ISK 0.5 billion and hence the value 
to be transferred into the trust is ISK 3.7 billion. Payment of the total value of ISK 4.2 billion will be made 
in the form of new shares in the new SPRON limited liability company (LLC). 

The Board of Directors of SPRON had convened a guaranteed capital owners’ meeting for the 28th 
of June to address a resolution to convert SPRON to a LLC. Several guaranteed capital owners were 
dissatisfied with the proposed change, as they were unhappy with the value attributed to their guaranteed 
capital holding and the prospective value of their new shares in SPRON LLC. A group of guaranteed capital 
owners approached Bunadarbanki to ask at what price the Bank would be willing to buy their holding. An 
arrangement was set up whereby a group of 5 owners made a cash offer to all the other owners to buy their 
guaranteed capital holding at 4 times the value offered by the Board of SPRON. Bunadarbanki a p e d  to 
finance the offer. subject to having the right to buy all the guarantecd capital holding acquired by the group. 

The agreement between the group of five guaranteed capital owners and Bunadarbanki was subject 
to several conditions: 

(1) 

( i i )  

acceptance of the transfer to Bunadarbanki by the Financial Supervisory Authority (FSA); 

67% of the guaranteed capital owners accepting the offer: 

( i i i )  that the proposed guaranteed capital owners’ meeting would block the proposal to convert 
SPRON at this juncture into a LLC and authorise a more or less free transfer of guaranteed 
capital holding. 

Provided these conditions were met, Bunadarbanki would acquire most of the guaranteed capital 
holding in SPRON and have the option of merging it with the Bank at a later stage. 

This offer was met with hostility from the Board of SPRON and its management. The proposed 
guaranteed capital owners’ meeting was postponed on the grounds of legal uncertainty. The Board insisted 
that it was necessary to wait for the ruling of the FSA before the meeting could be held. This is the current 
status of the matter. 

Overview of assets and equity 

Bunadarbanki SPRON 
Assets (b.ISK) 200 40 
Equity (b.ISK) 13 3.2 

Total Price for SPRON 

Merged 
240 
16.2 

Cash to guaranteed capital owners 2.0 b.ISK 
New equity into Trust 3.7 b.ISK 
Total 5.7 b.ISK 



SOURCES OF FUNDS 

The Bank's principal sources of funding are customer deposits and foreign borrowing. Other sources 
of funding include capital markets and financial institutions. Core funding at the end of year 2001 was 46,7% 
while borrowing was 42,1%. 

A breakdown of the group's sources of funds as at 31st December, 1998 to 2001: 

31/12 2001 
ISK mio B 

Equity ................................. 12,059.0 6.5 
Subordinate loans. .................... 5.416.9 2.7 
Deposirs .................................... 74,907.4 37.5 

Core Funding .......................... 93,274.3 46.7 

Borrowings ............................... 85.276.2 42.7 
Crcdir instiiutions ..................... 18.844.4 9.5 
Oiher liabilities ......................... 2,178.6 1.1 
Provision for rax liabilities ....... 0.0 0.0 
Finance in the Market ........... 106.299.2 53.3 

Total Funds ............................. 199,582.5 100.0 

~~ 

~ .. ~ 

- -. ~ 

- 

31/12 2000 
ISK mio 9: 

8,009.4 5.5 
3,781.6 2.6 

67,3693 46.5 

79,160.3 54.h 

49,597.9 34.2 
14,382.7 9.9 
1,231.1 0.8 

711.4 0.5 
65.923.1 35.4 

145,081.4 100.0 

.- ~ 

~- 

_. .- 

~ 

31/12 I999 
ISK rrrio % 

1,07 1.7 6.0 
2,119.4 1.8 

61.003.1 51.9 

70.194.2 59.7 

38,369.0 32.6 
7,010.3 6.0 
1,330.9 1.1 

755.4 0.6 
47,465.6 40.3 

.~ ~ 

~ -- 

I 17,659.8 I 00.0 
~ - 

31/12 198X 
ISK nim 'i"c 

6,137.7 6.9 
767.0. 0.9 

45,779.2 51.7 

.52,h83.9 59.5 

28.78.5.7 32.5 
5,809.7 6.6 

923.9 I .o 
333.3 0.4 

35 .853  40.5 

88.536.5 100.0 

~ -- 

- ~ 

-~ 

- - 

In response to the changed character of the Bank, the composition of the Bank's funding has changed 
significantly in recent years. The Bank has moved from being primarily a retail bank serving individuals. 
small businesses and the agriculture lo serving larger corporations both in the domestic market as well as in 
export industry. Consequently, intermediation of foreign funds has grown rapidly which is the main 
explanation for the increased share of borrowing in the Bank's balance sheet. 

Equity 

As of 31 st December, 2001. the equity of the Group was 12,959.0 ISK million compared to 8.009.4 
ISK million as of' 31 st December, 2000. At the beginning of the year, there were 27,997 shareholders, and 
the State Treasury owned 70.5% of the share capital. At year-end there were 26,349 shareholders, and the 
State Treasury owned 56.8% of the share capital, whose value at year-end was ISK 5,233.3 million, after 
taking into account the Bank's own share capital. The shares owned by other individual shareholders were 
less than 10%. 

The shureholder-s of Blinadarbunki as of 31st December, 2001 

The lcelandic State ........................................................................................................................ 
Kaupthing bank hf. ....................................................................................................................... 
Bhnadarbanki Employees Pension Fund ...................................................................................... 
Ferradis Holding S.A .................................................................................................................... 
Kaupthing - securities .................................................................................................................. 

- _. 

Foroya Sparikassi ......................................................................................................................... 
Skessa ehf ...................................................................................................................................... 
Zhavos hf ...................................................................................................................................... 
Eyrir fjarfestingafelag ehf ............................................................................................................. 
Others, less than 1% each ............................................................................................................. 
Subordinated Loans 

., ,, 

Shares % 

56.85% 
6.47% 
3.36% 
2.87% 
2.00% 
1.53% 
1.37% 
1.24% 
1.10% 

23.21 % 

The Bank has issued subordinated loans in the domestic market both of the type Tier 1 and Tier 2. The 
total amount of Tier 1 is 1,114.6 and the total amount of Tier 2 (including subordinated loans of subsidiaries 
less subordinated loans of Parent with subsidiaries) is 4,302.3. 
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The breakdown of subordinated loans i s  as follows: 

Tier 

Issued 1998 ............ 2 
Issued 1999 ............ 2 
Issued 2000 ............ 2 
Issued 2000 .......... 2 
Issued 2000 ............ 2 
Issued 2001 ............ 1 

... . 

Interesr 
at sturr 

Interest 
changps 

6.0% 
5.5% 
6.0% 
7.5% 
6.0% 

8.658 

2003 
2004 
200s 
200s 
2005 
2011 

Intcrcst 
@r- 

change 

7.5%, 
7.0% 
7.5% 
9.0% 
7.5% 

. -  

P a y c n t  
dure 31/12 2001 

2008 919.2 
2009 1 ,s 14.9 
2010 1,220.9 
2010 224.9 
201 1 278.7 

no payment 1,114.6 
date 

- 

Subordinated loans parent. ............................................................................................................ 5,273.2 
Subordinated loans of parent with subsidiaries ............................................................................ (447.1 ) 
Subordinated loans of subsidiaries .............................................................................................. 590.8 

Subordinated loans consolidated .................................................................................................. 5,416.9 

Capital Adequacy 

According to the provisions of Art. 54 and 55 of the Act on Commercial Banks, subordinated loans 
and equity capital, after subtraction of the book value of shares held in other financial institutions, may not 
at any time fall below 8.0% of the Bank’s risk-adjusted asset base, as defined by law. The risk-adjusted asset 
base is comprised of total assets as well as guarantees issued and calculated risk factors after the deduction 
of various figures in the Balance Sheet, according to the rules of the Financial Supervisory Authority. At the 
end of the year, the Bank complies with other statutory ratios in accordance with the provisions of Art. 46, 
51 and 53 of the Act on Commercial Banks. Together with subordinated loans, total capital and rescrves 
amounted to ISK 17,726.6 as at 31st December, 2001 of which ISK 14,026.0 million consisted of Tier 1 
capital. It is the Bank’s policy to seek to maintain a 10% capital ratio for the Group with a minimum of 7-8 
Tier one ratio. 

Capital and capital adequacy ratio according to law: 

Group Parent 
31 I1 2.2001 31 11 2.2000 31 I1 2.2001 3 I l l  2.2000 

Tier 1: Capital recorded in the Financial Statements ... 14.026,O 7.969,3 14.026,O 7.969,3 
Tier 11: Subordinated loans ........................................... 4.158,6 3.781~5 4.1586 3.78 1.6 
Deductions according to Art. 55 of Act No. 113/1996 (458,O) (1.140,7) (458,O) (1.140.7) 

_- -. 

17.726,6 10.610,2 17.726,6 10.610.2 

Risk-adjusted asset base .............................................. 168.109,9 109.429,2 150.922,2 109.429.2 
.................................................. 11,8% 9,7% 9,7%, Capital adequacy ratio 10,5% 

- ~. .~ .. 

Deposits 

The Bank had approximately 256,758 deposit accounts that include current accounts, savings 
accounts and currency accounts. As of 31st December, 2001 the Bank’s total deposits amounted to 23.2% of 
the total deposits in all of Iceland’s commercial banks and savings banks. 

The deposits from customers are well diversified, with a majority of the customers with relatively low 
deposits. Deposit accounts bear interest according to floating rate. 
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Breakdown of the Bank’s deposits as at 31st December, 1998 to 2001: 

Deposits on demand ..................................................... 
Time deposits ............................................................... 
Special deposits ............................................................ 
Total ............................................................................. 

311122001 
ISK rnin 

31/12 2000 
ISK mio 

5 1,628.5 
23,202.6 

76.3 

49,946.9 
17,402.4 

20.0 

31/12 1999 
ISK mio 

43,098.9 
17,893.1 

11.1 

~. - -  

31/12 1998 
ISK mio 

28,459.6 
17,3 13.6 

6.0 

74,907.4 61,369.3 6 I ,003.1 45,779.2 

Savings deposits by maturity 
Up to 3 months ............................................................. 
Over 3 months and up to 1 year ................................... 
Over 1 year and up to 5 years ...................................... 
Total ............................................................................. 

7,247.1 
7,359.2 
8,672.6 

23,278.9 
.- 

6,006.5 
5,934.7 
5,481.2 

17,422.4 
...... 

6.829.8 
3,124.9 
7,949.5 

7,566.8 
3,47 3 -4 
6,279.4 

17,904.2 17,3 19.6 

Other Funding 

In recent years, the domestic money market has developed greatly. The interbank market (Reibor 
Market). established in 1997 has evolved rapidly. This market has become the most important instrument in 
the short-term treasury operations of the bank. Bills and other short-term instruments have also become more 
important and in 2001 a new forward (SWAP) inter-bank market was established, thereby giving the banks 
additional meam for their treasury operations. 

Bunadarbanki has issued bonds in the domestic market to finance its operations. The bonds have 
usually had 3-5 year maturity. In 2001, the Bank issued for the first time custom made bonds for foreign 
investors denominated in ISK. 

Outstanding bonds and notes issued by the group in ISK amounted to ISK 10.3 billion at year-end 
2001. That is an increase by ISK 5,4 billion from year-end 2000. The increase is mainly due to the 
acquisition of Lysing and an issue to foreign investors. 

The following table sets out a breakdown of the Bank’s borrowings from bonds and notes issued. as 
well as borrowings from other credit institutions. as at 31 st December, 2001 and 31st December, 2000, 1999 
and 1998. Borrowings in foreign currency. International syndicated loans and private placements arc 
generally with maturity from 3-5 years. 

31/12 ,7001 
ISK mio 

Promissory notes in ISK .............................................. 459.1 
Bonds in ISK ................................................................ 9,805,s 
Other borrowings in ISK .............................................. 4.4053 
Other borrowings in foreign currency .......................... 70,142.9 
Other liabilities ............................................................. 432.9 

Total ............................................................................. 85,276.2 

31/12 2000 
ISK mio 

0 
4,911.1 

5.2 
44,623.7 

57.9 

49,597.9 

- 

.. .- 

31/12 1999 31/12 1998 
ISK mio ISK mio 

1.3 9 19.7 

18.8 47. I 
33,226.6 22,551.1 

59.1 59.2 

38,369.0 28,185.1 

5,063.2 5,202.6 

~. 
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Uses of Funds 

Portfolio of Marketable Securities and Loans 

The predominant lending activity of the Bank consists of loans to private individuals and an extensive 

31/12 2001 31/12 2000 31/12 1999 31/12 1998 

Cash and amounts from credit institutions .................. 9,49 1.4 1 3,s 19.5 14,552.4 6,622.6 
Loans to customers ....................................................... 139,431.3 109.406.5 80,530.3 63,879.4 
Appropriated assets ...................................................... 997.2 480.4 472.2 504.0 
Lease agreements/settlements ...................................... 15,203.3 0 0 0 
Bonds and other fixed-income securities ..................... 14,833.5 10.019.6 10,713.0 11,948.8 
Shares and other variable-income securities ................ 12,450.7 5,501.4 6,s 19.3 1,414.7 
Shares in associated and affiliated companies ............. 883.9 1.147.4 1,083.6 774.0 

.................................................................. 3.393.0 3,489.0 Other assets 6,29 1.2 5,008.5 

Total assets .................................................................. 199,582.5 145,083.3 1 17.659.8 88.5365 

range of corporate customers. 

-. . .  -. . .... 

.. . . . 

Securities held by the Bank consist of trading securities and investment securities. Investment 
securities are marketable securities, which the Rank’s management has made a formal decision to hold for 
more than one year. Trading securities include all other securities. 

Marketable securities and corporate shares were 1SK 28.2 billion in year-end 2001. Of total 
marketable securities and corporate shares, bonds were ISK 14.8 billion, shares ISK 12.5 billion and shares 
in associated and affiliated companies were ISK 0.9 billion. This is a considerable increase from last year or 
an increase of ISK 11.5 billion. This is partly due to the merger of Gilding Investments with Bhnadarbanki 
in December 2001 but Gilding Investments owned ISK 9 billion in marketable securities in the end of’ the 
year 2001. A part of the Bunadarbanki portfolio is not fully its property because the Bank has entered into 
forward contracts with its customers against securities. The Bank however owns the largest part of the 
securities. The Bank’s policy is to reduce its equity holdings in the year 2002 by at least 10 million. 

The Bank provides services to all sectors of the economy. The Bank has diversified its portfolio of 
marketable securities and loans to minimise the risk in lending. The portfolio of loans and marketable 
securities is well distributed between economic sectors. Loans to individuals accounted for 22.8% of the 
Bank’s total lending and marketable securities. Transport and services were the largest sector within 
commercial loans, at 21.7%. Followed by fisheries with 14.3%. the retail sector with 12.48, the 
manufacturing industry with 11.7%, the governmental sector with 1 1.4%, and credit facilities for agriculture 
at 5.7%. Loans and marketable securities were widely spread between industrial sectors, 3s has been the case 
for some time. 

Total of loans and marketable securities by customer categories: 

31112 2001 

Governmental Institutions ............................................ 1 1.4% 
Agriculture ................................................................... 5.7% 
Fishing industry ............................................................ 14.3%, 
Commerce .................................................................... 12.4%, 
Industry ......................................................................... 11.7%, 
Individuals .................................................................... 22.8% 
Transport and services .................................................. 21.7% 

100% 
...... .~ 

31/12 2000 

1 I .6% 
5.7% 

14.9% 
12.2% 
11.5% 
2s .O% 
19.1% 

100% 

31/12 1999 

1 1 .O% 
6.18 

16+4% 
11.7% 
10.7% 
22.8% 
2 1.3% 

- 
31/12 1998 

16.7% 
6.0% 

14.8% 
1 1 .0% 
9.S% 

23.3% 
18.7% 

.. 

100% 100% 

The table shows that loans to the transport and services, retail and manufacturing industry have 
increased in 2001. There has been a relative reduction in loans to fisheries, individuals and the government 
institutions. Loans to the agricultural sector have remained stable. 
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Loans to customers and leasing agreements amounting to ISK 154,634.6 million specitied by maturity: 

31/12 2001 

On demand ................................................................... 11,835.4 
Up to 3 months ............................................................. 33,6833 
Over 3 months and up to 1 year ................................... 28,469.4 
Over 1 year and up to 5 years ...................................... 63,843.0 
Over 5 years ................................................................. 16,803.3 

31 I1 2 2000 

9,140.7 
22,306.2 
19,154.5 
42.0 14.5 
16,790.6 

___ . . . . .  

Total ............................................................................. 154,634.6 
.... 

31/12 1999 

5,095.1 
18.587.5 
14,546.9 
27.579.1 
1472 1.7 

31/12 1998 

3,950.4 
14,873.7 
13,266.0 
20,665.2 
11 , I  24.0 

- .- 

109,406.5 80,530.3 63,879.3 

Risk Management 

The risk management within the Bank has the principal responsibility of covering credit. market and 
operational risks. 

The Bank operates a Credit Control division that reports directly to the Management Board. Its main 
responsibilities are: 

i) 

i i )  

to ensure that the Bank’s lending rules are followed; 

to study individual loans and loan categories with the purpose of finding out which loans are 
at special risk of creating losses and evaluate the need for depreciation; 

to monitor all credits to the Bank’s largest borrowers and ensure that rules set forth regarding 
maximum amounts of large, high-risk commitments are adhered to; and 

to evaluate general provision for losses. Quarterly the Credit Control reviews all credit defaults 
exceeding ISK 1 million and in cooperation with branch managers, Retail Banking and 
Corporate Banking evaluates the need for provisions. 

iii) 

iv) 

As part of the Bank’s credit control function, a list of all new credit to corporate borrowers exceeding 
ISK 3 million and ISK 2 million to individuals is presented and reviewed at the weekly Credit Committee 
meeting. 

Credit Risk 

The Board of Directors sets the general credit policy of the Bank. 

In accordance with that policy, the Management Board sets the lending rules and the credit 
authorisations. The Bank’s granting of credit shall always be in accordance with the Bank’s main policy, to 
be a reliable and proactive financial services company that offers comprehensive financial services to its 
customers. The granting of credit shall at any time aim at achieving the Bank’s objectives of profitable 
operations, strong capital position and good liquid position. The policy is to diversify the loan portfolio 
between the various sectors of the economy and customer groups, to minimise lending risk. 

When a decision is made on new credit, the borrower’s solvency shall be taken into account no less 
than the quality of the collateral offered, and the main emphasis is to establish whether the borrower can 
meet his financial obligations. Sufficient financial information must be gathered about the prospective 
borrower. This includes gathering, registering and analysing information on the operations and financial 
standing. For companies, annual accounts, interim financial statements, operation- and payment plans as 
well as any other information deemed necessary must be gathered. 

In accordance with sound banking practices collateral shall be taken where required. Credit to 
enterprises shall be based on soundness of their capital position, the profitability of their operations and their 
future prospects. 

All credit decisions require approval by managers with the requisite credit authority. More 
specifically, branch managers have credit authority of up to ISK 10 million and Corporate Banking has credit 
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authority of up to ISK 40 million. All credit exceeding ISK 40 million is reviewed and evaluated by the 
Corporate Banking, and if recommended by it, the application is then subject to review and approval of the 
Credit Committee. The Credit Committee comprises the Bank’s two Chief Executive Officers, the four 
Managing Directors and, from Corporate Banking, the Deputy Managing Director and two other Senior 
Officers. Corporate Bankins also provides analytical support to credit management at branch level, as 
required. 

Market Risk 

The Board of Directors sets the general market risk policy of the Bank. The policy states that market 
risk shall be in accordance with the main policy of the Bank to remain a reliable and progressive financial 
company and shall at all times aim to reach the Bank’s god  of profitable operation, strong equity and normal 
liquidity. The Bank’s market risk and activity on varied markets shall be in accordance with the law and 
regulations of the Bank. 

The Board of Directors has set upper limits for the equity capital used for market risk. The regulation 
states that maximum 15%. of the equity capital may be allocated for market risk. The Management Board 
decides how much this limit is utilized and currently it is set to 10%. 

In order to monitor and control the market risk framework set by the Board of Directors, the 
Management Board has set repulations which describe in detail what functions within the Bank are allowed 
to take market risk, which products are allowed, the structure of the limit hierarchy and how market risk 
should be monitored. 

The market risk is monitored by the risk management function where active limit management control 
is operated within the Treasury and Securities Department. Positions are monitored on a daily basis and 
modern markct risk techniques are used to calculate the total market risk exposure. The risk management 
function rcports weekly to the Credit Committee the current market risk status. The committee’s objectives 
include controlling liquidity risk and asset allocation, monitoring market risk and approving the market risk 
measurement methodology evaluating funding strategies and managing profitability and growth with the 
specific purpose of increasing shareholder value. 

Interest rate policy 

The interest rate policy of Bunadarbanki is based on the principle that it should provide good retum 
on the capital employed and promote growth and stability. Interest rates arc set to cover the cost of funds, 
operations, and risk and at the same time provide an acceptable retum. Growth in the long run can only be 
achieved by offering competitive pricing and, through effective use of credit risk management, volatility and 
provisions can be kept at a minimum. 

Dcposits and loans are generally based on floating interest rates. The Bank determines the rates 
according to the ob.jectives described above and can effectively change rates at will. However, fixed interest 
rate lending is becoming more important. Loans with fixed interest arc funded with domestic bond issues 
and subordinated bonds sold in the Icelandic market. 

An important part of the business of the Bank is lending in foreign currencies to custcimers. These 
loans are based on floating LIBOR rates, as is thc funding of the Bank in foreign currencies. 

Foreign Currency Policy 

The foreign currency policy of the Bank is not to take on currency risk as a part of the Bank’s lending 
policy. 

Maturity Policy 

It is the policy of the Bank to match the maturities of its assets and liabilities. A key element in the 
Rank’s funding strategy for foreign currencies is to hedge its foreign currency denominated assets and 
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liabilities and balance the maturities in short term positions and medium to long term lending with medium 
term borrowing. 

PROVISIONS AND NON-PERFORMING LOANS 

Concerning evaluation of non-performing loans, Bunadarbanki is working according to the rules of 
the Financial Supervisory Authority. which are based on EU Directive no. 554/1994 regarding rules on the 
annual accounts of commercial banks. 

Non-performing loans amounted to TSK 2,654.7 million in year-end 2001 and are specified as 

31/12 2001 31/12 2000 31/12 1999 31/12 1998 
ISK mio ISK inio ISK mio ISK mio 

Loans with specific provision for losses ...................... 2.874.8 1 h66.7 2,683.6 2,756.2 
Specific provision for losses ........................................ (2,045.6) (1242.0) ( 1,045.8) (1,069.9) 

Total .............................................................................. 829,2 424.7 1,637.8 1,686.3 
Other non performing loans ......................................... 1,825.5 1,509.2 249.6 475.6 

Total non-performing loans ....................................... 2,654.7 1,933.9 1.887.4 2,161.9 

Coverage for non-performing assets is as follows: 

follows: 

. . -. 

. ~- 

Total non-performing loans .......................................... 
Specific provisions for losses ....................................... 
Appropriated assets ...................................................... 
Total non-performing assets......................................... 
Specific provision for losses ........................................ 
General provisions ....................................................... 
Appropriated assets ...................................................... 
Total provision .............................................................. 

Total provisiodTota1 non-performing assets ........... 

31112 2001 
ISK mio 

2.654.7 
2,045.6 

997.2 

. .  .- 

5,697.5 
2,045.6 
1,374.7 

997.2 

4,417.5 

77.5% 

31/12 2000 
ISK tnio 

31/12 1999 
ISK mio 

1,933.9 
1,242.0 

480.4 

3,656.3 
1,242.0 

903.0 
480.4 

2,625.4 

71.88 

._ . 

1.887.4 
1,033.8 

472.3 

31/12 1998 
ISK mio 

2,161.9 
1,069.9 

504.0 

3.393.5 
1,033.8 

790.9 
472.3 

3.735.8 
1,069.9 

573.6 
504.0 

2,297.0 2,147.5 

67.7% 57.5% 

Provisions for losses on the loan portfolio have been made each year by Bunadarbanki to meet the 
estimated risk attached to these assets. These provisions do not represent a final write-off. Certain risk factors 
are evaluated in addition to a regular contribution for this purpose. On the one hand, there are specific 
provisions and on the other hand, thcre are general provisions to meet the general risk of lending operations. 
Interest from loans, which are defined non-performing, have not been entered as income as well as other 
non-performing loans. 

The changes in provisions are as follows: 

Provision at January 1 st 2001 ...................................... 
Provision for losses over the year ................................ 
Losses during the year ................................................. 
Payment of loans previously written off ...................... 

. .  Provision ....................................................................... 

Provision for losses on loan portfolio as a 
percentage of loans and guarantees issued .............. 

31/12 2001 31/12 2000 31/12 1999 31/12 1998 
ISK mio ISK mio ISK mio ISK mio 

2,485.1 1,824.7 1,643.5 1.144.7 
1,276.3 633.2 846.3 678.4 
(349.0) (330.6) (673.5) (1 89.0) 

7.9 17.7 8.4 9.4 

3,420.3 2,145 1,824.7 1.643.5 

. . . . .  ~ ~~ 

~. 

. __ 

1.98% 1.86% 2.13%: 2.35% 
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Bhnadarbanki branch network 

Board of Directors 

The Board of Directors consists of five members and five alternates, elected at the annual 
shareholders’ meeting. Bhnadarbanki has two Chief Executive Officers, whom the Board of Directors 
appoints and assigns areas of responsibility. 

The present Board of Directors is as follows: 

Mr. Magnus Gunnarsson, Chairman. 

Born 1946. BA in Business Administration. Various management and board positions in the corporate 
sector, Confederation of Employers, Iceland Trade Council and FBA investment bank (chairman and 
vice chairman). 

Mr. horsteinn Olafsson, Deputy Chairman. 
Born 1945. BA in Business Administration. Various management and board positions in the corporate 
sector, Nordic Project Export Fund and Nordic Investment Bank in Finland, FBA investment bank 
(chairman): former economic advisor to the Prime Minister. 

MI-. Arni pill Arnason. 
Born 1966. Attorney at Law. Advisor to Icelandic Foreign Minister between 1992 and 1994. In the 
Icelandic Foreign Service from 1994 to 1998. 

Mrs. S. Elin Sigfusdottir. 
Born 1955. BA in Business Administration. With BLinadarbanki from 1979. Deputy Managing 
Director from 1999 in Corporate Banking and International. 

Mr. J6n Helgi Guamundsson. 
Born 1947. BA in Business Administration. President and CEO of BYKO hf. since 1984 
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Chief Executive Officers 
Mr. Arni Tbmasson, Joint Chief Executive Officer. 

-Born 1955. BA in Business Administration and CPA from 1984. Partner and Chairman of the Board 
of Deloitte & Touche hf. 1999. Teaching at the Faculty of Economics of the University of' Iceland for 
16 years. Various management and board positions. Member of the Management Board since March 
2001. 

Mr. S6lon R. Sigurdsson, Joint Chief Executive Officer. 
-Born 1942. Manager of several divisions and branch manager, Landsbanki islands hf. 
With Bhnadarbanki from 1983 and Member of the Management Board from 1990. 

Senior Management 

Mr. Gudmundur Gislason. Corporate Banking & International 
-Born 1941, Manager and Senior Manager Utvegsbanki from 1960. Managing Director 
Bdnadarbanki from 1990 

Mr. Moritz W. Sigurdsson. Retail Banking 
-Born 1939, with Bcnadarbanki since 1959, as Manager and Branch Manager. Managing Director 
from 1991 

Mr. Sigurj6n p. Arnason - Administration & Operations 

-Born 1966, BS in Engineering and MBA. With Bunadarbanki since 1995. Managing Director from 
1998 

Mr. Yngvi Orn Kristinsson - Securities & Treasury 
-Born 1956, BA and MSc in Economics. Senior Manager and Director in Central Bank of Iceland 
1980-2000. Managing Director B6nadarbanki from 2000 
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AUDITORS’ REPORT 

To the Board of Directors and the shareholders of Bunabarhanki hi’. We have audited the Annual 
Accounts of Bunadarbanki hf. for the year ending 31 December 2001. The Annual Accounts comprise the 
Consolidated Financial Statements and the Annual Accounts of the Parent Company and consist of Profit and 
Loss Account, Balance Sheet, Cash Flow Statement and Notes. The Annual Accounts are presented by the 
Bank’s management and are their responsibility in accordance with laws and regulations. Our responsibility 
i s  to express an opinion on the Annual Accounts based on our audit. We conducted our audit in accordance 
with generally accepted auditing standards. Those standards require that we plan and perform the audit to 
obtain reasonable assurance about whether the Annual Accounts are free of material misstatements. 

An audit includes examining, on a test basis, evidence supporting the amounts and disclosurcs in the 
Annual Accounts. An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall presentation of the accounts. We believe that our 
audit provides a reasonable basis for our opinion. In our opinion the Annual Accounts present fairly, in all 
material respects, the financial position of Blinadarbanki hf. as of 31 December 2001, and the results of its 
operations and its cash flow for the year then ended, in accordance with law, the Bank’s by-laws and 
generally accepted accounting principles. 

Reykjavik, 18 February 2002. 

Deloitte & Touche hf. 

Knutur b6rhallsson 
State Authorized Public Accountant. 

The National Audit Office 

Sigurdur ~ordarson 
Auditor General 
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Profit and Loss Account 

Group Parent 
2000 2001 2000 
.- -. .... . 

2001 
. 

Interest income 
Interest from credit institutions .................................... 1,40 1.6 1.083.6 1,454.0 1,083.6 
Interest on loans to customers ..................................... 17,218.3 11,525.3 16,606.2 11,535.9 
Interest on bonds and fixed-income securities ............. 1.827.7 68 1.8 1,818.2 68 1.8 
Other interest income .................................................. 13.9 11.4 13.1 7.1 

20,461.5 13,302.1 19,891.5 13,308.4 
.- ...... ....... -_  

. 

lnterest expenses 
Interest on loans from credit institutions .................... 
Interest on deposits ..................................................... 
lnterest on borrowings ................................................ 
Other interest expenses ............................................... 
Calculated inflation adjustment .................................. 

.. 

Net inrerest inr*omiJ.. ..................................................... 

Other operating income 
Dividends from shares and other capital holdings ...... 
Fees and commissions received .................................. 
Fees and commissions paid ......................................... 
Net profit/(loss) on securities and foreign 

Miscellaneous operating income ................................. 
exchange trading ..................................................... 

Net operating inr*omt ................................................... 

Other operating expenses 

Other administrative expenses .................................... 
Depreciation of fixed assets ........................................ 
Miscellaneous operating expenses .............................. 

Salaries and related expenses ...................................... 

14,464.8 

5:996.7 

17.8 
2,709.1 
(349.5) 

(666.7) 
92.2 

1,925.5 1.076.2 1.912.9 1.076.1 
6,794.3 5,256.3 6,777.0 5,256.3 
5,274.5 2,569.2 4,978.2 2,569.7 

79.0 43.1 77.4 44.5 
391.5 113.6 373.0 1 1  3.8 
-~ 

1,802.9 

7,799.6 

2.884.7 
2,188.7 

412.9 
35.9 

9.058.4 14.1 18.5 

4,243.7 5,773.0 

123.5 ( 194.4) 
2,373.4 2.653.8 
(325.2) (348.2) 

1,119.0) (661 .0) 
80.4 70.1 

1,133.1 1,520.3 
.. 

5.376.8 7,293.3 

2,382.5 2,669.2 
1,830.0 2,034.0 

276.0 351.1 
40.2 15.1 

9,060.4 

4,248.0 

121.5 
2,370.9 
(326.9) 

1,119.0) 
69.9 

1,116.4 
. - 

5,364.4 

2,382.5 
1,847.9 

272.3 
15.1 

~ . . . - .  

Provision for possible loan losses ............................... 5,522.2 4,528.7 5.069.4 4,517.8 

633.2 

N e t  profit hcfore taxes .................................................. I ,OOI. l  2 14.9 979.1 213.4 
-__. 

1,276.3 633.2 1,244.8 
-. . . . . .  

Income tax .................................................................... 66.0 (11.1) 83.2 (11.1) 
................................................................ 0.0 0.0 (1.5) Net worth tax (4.8) 

................................................ 1,062.3 202.3 Net profit for the year 1,062.3 202.3 

Amounts in ISK million 

.... -. -~ ... 

. .  . ~- 

...... 
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Balance Sheet 

Grmp Parent 
3 I .  12.2001 31 .I 2.2000 S I  .I 2.2001 3 I .  12.2000 

- . ... 

Assets 
Cash and amounts due from credit institutions 
Cash and balances on call with the Central Bank ...... 7 14.5 1.478.8 7 12.7 1,478.8 

Amounts due from credit institutions 
Reserve requirements on deposits at the Central Bank 494.1 3,684.8 209.7 3,684.8 
Balances with other credit institutions ........................ 8,282.8 8,355.9 13,085.5 10,697.9 

.. - 

9,491.4 13,519.5 14,007.9 15,861.5 

Loans 
Loans to customers ..................................................... 139,43 1.3 109.406.5 133,686.8 106,920.4 
Appropriated assets 997.2 480.4 892.6 480.4 
Lease agreements/settlements 15.203.3 0.0 0.0 0.0 

..................................................... 
..................................... 

- 

155,63 1.8 

Market securities and corporate shares 
Bonds and other fixed-income securities .................... 
Shares and other variable-income securities ............... 

14,8333 
12.450.7 

883.9 Shares in associated and affiliated companies ............ 
28,168.1 

Other assets 
Fixed assets ................................................................. 4,03 3.2 
Various assets .............................................................. 954.5 
Deferred income tax assets 256.4 
Prepaid expenses and accrued uncollected income .... 1.047.1 

......................................... 

6,29 1.2 

Total assets .................................................................. 199,582.5 

109,886.9 134,579.4 107,400.8 

10,019.6 14,914.0 10.019.h 
5.501.4 12.440.0 5,498.9 
1,147.4 4.152.4 1,895.7 

16,668.4 31,506.4 17,414.2 
. -  ... 

339 1.4 3,47 1.2 3.184.6 
257.3 542.4 230.2 

1,159.8 273.3 1,164.8 
0.0 9 14.8 0.0 

5,008.5 5,201.7 4,579.6 

145,083.3 185,295.4 145,256.1 
-. ~ _ _  

Amounrs in ISK million 
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Liabilities and Equity Capital 

Group Pcrrenr 
3 I .  12.2(301 31 .I 2.2000 3 I .  12.2001 31 .I 2.2000 

Balances due to credit institutions ........................... 18,844.4 14,382.7 16.1663 14,620.2 
- .~ .- 

Deposits 
Demand deposits ......................................................... 51,628.5 49,946.9 54.659.2 49,990.7 
Time deposits .............................................................. 23,202.6 17,402.4 22.163.5 17,378.6 

74,907.4 67,369.3 76.899.0 67,389.3 
Special terms deposits ................................................. 76.3 20.0 76.3 20.0 

. . . . . .  - 

Borrowings ................................................................. 85,276.2 49,597.9 72,000.5 

Other liabilities 

Accrued expenses and pre-collected income .............. 403.3 258.5 300.7 

2.178.6 1,23 I .O 1.996.9 

. . . .  Sundry liabilities ......................................................... 1,775.3 972.5 1,696.2 

Provision for deferred tax liability .......................... 0.0 71 1.4 0.0 

Subordinated loans ................................................... 5,416.9 3,78 1.6 5,273.2 
~~ 

.. Total liabilities ............................................................ 186,6233 137,073.9 172,336.4 
~~ 

Equity 
Share capital. ................................................................ 5,233.3 4,222.3 5.233.3 
Share premium account ................................................ 3,545.6 1,7 14.4 3,545.6 

Revaluation account .................................................... 1,596.6 735.8 1.596.6 
Retained earnings 1,129.6 2,234.2 ......................................................... 2,234.2 

12,959.0 8,009.4 12,959.0 

Statutory reseTve ........................................................... 349.3 207.3 349.3 

Total liabilities and equity ......................................... 199,582.5 145,083.3 185,295.4 

49,597.9 

890.1 
256.2 

1,146.3 

711.4 

3,781.6 

137,246.7 

4,222.3 
1,714.4 

207.3 
735.8 

1,129.6 

8,009.4 

145,256.1 

- .  
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THE REPUBLIC OF ICELAND 

Iceland is one of the Nordic countries, located in the North Atlantic between Norway, Scotland and 
Greenland. Iceland is the second largest island in Europe and the third largest in the Atlantic Ocean with a 
land area of some 103,000 square kilometres and an exclusive 200 nautical mile economic zone of 758,000 
square kilometres in the surrounding waters. Because of' the Gulf Stream, Iceland enjoys a warmer climate 
than its northerly location would indicate. 

The population of Iceland is about 286.000 in year-end 2001. Iceland was first settled late in the 9th 
century. The majority of the settlers were undoubtedly of Norse origin, but it is generally assumed that a 
certain element of the early settlers were of Celtic origin. In 930, a general legislative and judicial assembly, 
the Althingi, was established, and a uniform code of laws for the country was adopted. In 1262, Iceland 
entered a treaty, which established a union with the Norwegian monarchy. When Norway came under the 
rule of Denmark in 1380, Iceland becamc a Danish dominion. Iceland was granted limited home rulc in 
1874, which was extended in 1904. With the act of Union in 1918, lceland became an autonomous state in 
monarchical union with Denmark. In 1944 Iceland terminated its union with Denmark and became an 
independent republic. 

Modern economic history spans about one century. In the early years of industrialization the economy 
was based on fisheries and agriculture. Rapid developments in these areas formed the basis for improved 
living standards and a fundamental change in the economic structure. In recent decades the economy has 
diversified into the export of manufactured goods, process industries and a range of services for export and 
domestic use. At the same time the marine sector has diversified significantly. Hence. the Icelandic economy 
has taken the shape of a modern industrial state. 

With GDP (gross domestic product) of approximately U.S.$8.0 billion in 2001, the size of the 
economy is relatively small. However, the per capita GDP is very high by international standards, being 
approximately U.S.$28,430 in 2001. The economy relies on foreign trade and services in maintaining the 
high standard of living. 

Iceland is endowed with rich fishing grounds in the exclusive 200 nautical mile economic zone. The 
marine sector, including fishing and fish processing, is of fundamental importance to the Icelandic economy. 
Iceland has developed a comprehensive fisheries management policy in order to manage the fish stocks, 
based on biological estimates of the status of the fish stocks and forecasts for their development in the near 
future. The fish processing industry employs modern technology and management techniques. The 
production systems are flexible and the processing methods are to a large extent interchangeable. The fishing 
fleet is technologically advanced and includes vessels designed to perform high-quality processing at sea. 
The diversification in the marine sector extends not only to the species and methods of processing, but also 
to marketing. Icelandic marine products have developed established brand names in the United States, 
Europe and Japan. 

Iceland is also richly endowed with energy resources consisting of hydro and geothermal energy. 
Almost all of the electricity consumed in Iceland is produced from indigenous energy resources. Hot water 
from geothermal sources and natural stcam are extensively used for residential heating. Only a small fraction 
of the country's vast hydro and geothermal resources has been exploited so far. Hence, the potential for large- 
scale development of power-intensive industry is substantial. 

Industrial expansion in Iceland is to a considerable extent based on the abundant energy resources and 
their attractiveness for power-intensive industries, aided by tariff-free access to the European market, Among 
the largest manufacturing enterprises in Iceland are two aluminium smelters, a ferrosilicon plant and a 
diatomic plant. Currently, further power-intensive prqjects are being considered. Smaller scale 
manufacturing is also important and growing. This includes production of high technology and heavy 
equipment for fishing and fish processing, largely for exports. With the development of the economy, the 
share of services in GDP has grown rapidly. The tourism sector has been one of the fastest growing industries 
in recent years, due to a rapid increase in the number of foreign visitors to Iceland. 
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Iceland is a member of the United Nations and its affiliates, the International Monetary Fund (IMF) 
and the World Bank. Iceland is also a member of the Organization for Economic Co-operation and 
Development (OECD) and a number of other multinational organizations, including the Nordic Council and 
the Council of Europe. Iceland joined the European Free Trade Association (EFTA) in 1970 and is a member 
of the European Economic Area (EEA), an 18 nation free-trade zone of the European Union (EU) and EFTA 
countries. Iceland is a contracting party to the General Agreement on Tariffs and Trade (GATT] and ratified 
the agreement establishing the World Trade Organization (WTO) in December 1994. thus becoming a 
founding member of the WTO. 

The following table shows certain economic indicators relating to Iceland: 

2002 

Volume changes on 
previous year, percent. (forecast) 

-1 .o 

services .......................... -1.8 

services .......................... -7.1 

Gross domestic product.. ... 
Exports of goods and 

Imports of goods and 

Percentage changes on 

Consumer price index 

Real disposal income per 

Effective price of foreign 

previous year 

(Y/Y change) ..................... 5.9 

cap1ta ............................. 0 

currency” ....................... 2.6 
Real exchange rate* .......... 4 . 3  
Unemployment rate ........... 2.0 

Percentage of GDP 
Current account balance .... 4.0 
Treasury revenue balance.. 2.4 
Net external debt position- 88.0 

I999 
. 

200 I 2000 
..... ~ 

(estimate) 
2.2 4.9 3.9 

5.7 6.3 4.8 

-6.8 9.3 5.7 

6.7 

0.5 

20.2 
-13.0 

1.4 

-4.5 
2.7 

-80.0 

5.0 

I .s 

-0.7 
2.9 
1.3 

-10.0 
-0.6 

-62.3 

3.4 

4.0 

-0.2 
1.8 
1.9 

-6.9 

-50.5 
7 7  
L.* 

I998 IC197 

4.5 

2.2 

23.3 

1.7 

8.7 

-1.8 
1.6 
2.8 

-6.9 
1.4 

-49.0 

5.3 

5.7 

8.5 

1.8 

2.5 

-1.3 
0.9 
3.7 

-1.7 
0.5 

-46.5 

Source: The National Economic Institute and The Central Bank of Iceland (*) 

Recent developments 

Iceland’s economy has been characterized by robust growth since the middle of the last decade. In 
2001 economic growth has begun to slow down and is estimated 2.2%, while the annual growth rate for the 
five preceding years averaged almost 5%. Dynamic growth has put the economy under severe pressure, and 
the current account deficit and rising inflation have dampened the otherwise favourable economic picture. 
The consumer price index (CPI) rose by 6.7% between years, which is way above an acceptable level. The 
depreciation of the ISK played the largest part in the rise in inflation, since imported goods have a 35% 
weighting in the CPI. A stable exchange rate can therefore reverse this trend over a short space of time. The 
current account deficit in 2001 was ISK 33 billion, or equivalent to 4.5% of GDP. This nonetheless 
represents a considerable reduction from the previous year, when it measured 1 0 %  of GDP. The persistent 
current account dcficit is one of the main causes of the depreciation of’ the 1SK. The current account was 
positive by TSK 4.8 billion in the fourth quarter of 2001. The ISK has been stable in 2002 and the outlook 
for the ISK has improved substantially. 

A marked improvement in external trade played the greatest part in the estimated 2.2% economic 
growth in 2001, while national expenditure had a negative impact. This is a sharp turnaround from the 
preceding years when growth was driven by burgeoning private consumption and investment. The trend 
reflects a rapid landing towards improved internal and external balance in the economy. The outlook for 
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2002 is for a contraction in output. National Economic Institute predicts an average GDP growth of 2.5% 
per annum in 2003 - 2006. 
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FINANCIAL MARKETS IN ICELAND 

The Icelandic financial system has been substantially reformed over the last decade. Iceland 
participates in the European Single Market for financial services. As a member of the European Economic 
Area (EEA) since 1994, Iceland is obliged to transpose into national law all existing and future EU 
legislation in the field of financial services. Iceland has thus implemented all the EC directives on banking, 
insurance and securities trading. Since the beginning of 1995, in accordance with the EEA agreement, capital 
movements have bccn fully liberalized, with the exception of certain restrictions that apply to foreign direct 
investments in fisheries and fish processing, energy production and distribution, and aviation companies. 

The commercial and savings banks’ funding is chiefly based on retail deposits and domestic bond 
issues although they are also frequent borrowers in international markets. In September 2001, domestic 
commercial and savings banks provided 24% of total credit in Iceland. Foreign credit institutions provided 
around 29%,, pension funds 16% and the Housing Financing Fund 1 I % .  There are currently five commercial 
banks in Iceland, i.e. Bunabarbanki hf., Islandsbanki hf., Landsbanki islands hi’., Kaupthing hf. and 
Sparisjbdabanki Islands hf. (Icebank). The first threc provide all conventional banking and securities 
services. There are 25 savings banks in Iceland and Icebank serves as a banking institution for them. Total 
assets of commercial and savings banks amounted to USD 8.6 billion at the end of 2000. with the 
commercial banks accounting for 80% of this figure. Twelve other credit institutions currently operate in 
Iceland, five of which are state owned investment banks, four are investment funds and three are leasing 
companies. 

Several investment funds were merged and subsequently privatised in 1998. The merged investment 
bank, FBA, was granted a license to operate as a commercial bank and subsequently merged with 
islandsbanki in April 2000. The merged bank is Iceland’s largest commercial bank. The two remaining 
partially privatised commercial banks, in which the state has still a majority stake. Landsbanki and 
Runadarbanki, will also be privatised. 

A new State Housing Fund was established at the beginning of 1999. The new fund is the result of 
legislation approved by Parliament in June 1998, which aims to rationalize the existing state housing fund 
system. The bulk of housing loans to individuals in Iceland are made by the State Housing Fund rather than 
by the commercial banks. 

There are currently five securities firms and four securities brokerages operating in Iceland. The Act 
on Undertakings for Collective Investments in Transferable Securities (UCITS) provides for rules on, among 
other things, authorization, registration, articles of association of UCITS, management and depository 
companies, investment policy, management. annual accounts and supervision. There are currently nine 
UCITS authorized in Iceland and five management companies of UCITS. 

There are 14 insurance companies authorized to operate in Iceland, with total assets of 0.8 billion 
USD at year-end 2000. Sjov5-Almennar Tryggingar hf., VGtryggingafilag islands hf. and 
Tryggingarmidstodin hf. are by far the largest with a combined market share around 858 .  Almost 60% of 
the insurance companies’ portfolio consists of marketable securiries, which make them fairly sizeable 
investors in the Icelandic securities market. The insurance companies’ are also increasingly becoming active 
in the financial markets through their lending operations. 

The Icelandic old age pension system is composed of a tax financed public pension scheme, 
mandatory funded occupational pension schemes and voluntary pension saving with tax incentives. 
Membership of a fully funded occupational pension fund is mandatory for all employees and self-employed. 
The funds were established through a collective labour agreement in the late 1960s and early 1970s. The 
funds have been increasing relatively to the public system and they will overtake it in the years to come as 
they approach maturity and means testing reduces the public pensions 

The occupational pension funds assets were equivalent to 83% of GDP in 2000 and are predicted by 
the Central Bank to reach at least 1H times GDP around the middle of the twenty-first century. Pension funds 
are the most important source of long-term capital in Iceland. 
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The Bank Inspectorate of the Central Bank and the Insurance Supervisory Authority were merged into 
a separate entity, the Financial Supervisory Authority (FSA), on 1st January, 1999. The main task of the FSA 
is to ensure that the activities of the above institutions and firms are conducted in accordance with the 
relevant laws and regulations and that they remain sound in other respects. These institutions and firms are 
obligated to provide all the information considered necessary by the FSA to facilitate statutory supervision 
of their activities. 

Since the beginning of 1995, in accordance with the EEA agreement, capital movements have been 
fully liberalized, with the exception of certain restrictions that apply to fore ip  direct investments in fisheries 
and fish processing, energy production and distribution, and aviation companies. The target of monetary 
policy is price stability. Required reserves are made with the Central Bank by credit institutions. The requited 
reserves ratio is 1.5% for the part of the required reserves base, which is tied for one year or longer, and 4% 
for the part tied for a shorter term. 

The Icelandic Stock Exchange currently has 22 members. The stocks of around 75 companies, 
government securities and various bond issues, primarily made by credit institutions, are listed on the 
exchange. The Iceland Stock Exchange signed a formal agreement to join the NOREX Alliance in June 
2000. The SAXESS trading system. which has been in operation since March 2000 in Sweden and sincc June 
2000 in Denmark, became operational on the Icelandic market on 30th October 2000. 
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ICELANDIC TAXATION 

1. Icelandic Taxation 

The comments below are of a general nature based on the Issuer's understanding of current law and 
practice in Iceland. They relate only to the position of persons who are the absolute beneficial owners of the 
Notes, Receipts and/or Coupons. They may not apply to certain classes of person such a5 dealers. 
Prospective holders of the Notes who are in any doubt as to their personal tax position or who may be subject 
to tax in any other jurisdiction, should consult their professional advisers. 

1. There are no taxes or other governmental charges payable under the laws of Iceland or any 
authority of, or in, Iceland in respect of the principal or interest on the Notes by a holder who 
i c  not a resident of Iceland, or in respect of any amount payable under the Programme 
Agreement or the Agency Agreement. 

There are no estate or inheritance taxes, succession duties, gift taxes or capital gains taxes 
imposed by Iceland or any authority of. or in, Iceland in respect of the Notes if, at the time of 
the death of the holder or the transfer of the Notes, such holder or transferor is not a resident 
of Iceland. 

2. 

3. The Issuer is not required by the current laws of Iceland to make any deductions or withholding 
from any payment of principal or interest due or to become due under the Notes or from any 
amount payable under the Programme Agreement or the Agency Agreement, if the recipient is 
not a resident of Iceland. 

2. Proposed EU Tax Directive 

The Council of the European Union has published a revised directive regarding taxation of savings 
income. It is proposed that, subject to a number of important conditions being met, Member States will be 
required to provide to the tax authorities of another Member State details of payments of' interest (or other 
similar income) paid by a person within its jurisdiction to an individual resident in that other Member State, 
except that Belgium. Luxembourg and Austria will instead operate a withholding system for a transitional 
period in relation to such payments. The proposed directive is not yet final, and may be subject to further 
amendment. 
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SUBSCRIPTION AND SALE 

The Dealers have, in a programme agreement (the “Programme Agreement”) dated 9th July 2002, 
agreed with the Issuer a basis upon which they or any of them may from time to time agree to purchase 
Notes. Any such agreement will extend to those matters stated under “Form of the Norm” and “Terms und 
Cnndirions ofthe Notes”. In the Programme Agreement, the Issuer has agreed to reimburse the Dealers for 
certain of their expenses in connection with the establishment of the Programme and the issue of Notes under 
the Programme and to indemnify the Dealers against certain liabilities incurred by them in connection 
therewith. 

United Stutes 

The Notes have not been and will not be registered under the Securities Act and may not be offered 
or sold within the United States or to, or for the account or benefit of, US.  persons except in certain 
transactions exempt from the registration requirements of the Securities Act. 

The Notes are subject to U.S. tax law requirements and may not be offered, sold or delivered within 
the United States or its possessions or to a United States person, except in certain transactions permitted by 
U.S. tax regulations. Terms used in this paragraph have the meanings given to them by the U.S. Internal 
Revenue Code of 1986 and regulations thereunder. 

Each Dealer has represented and agreed. and each further Dealer appointed under the Programmc will 
be required to represent and agree, that it will not offer, sell or deliver Notes (i) as part of their distribution 
at any time or (ii) otherwise until 40 days after the completion of thc distribution. as determined and certified 
by the relevant Dealer or, in the case of an issue of Notes on a syndicated basis, the relevant lead manager. 
of all Notes of the Tranche of which such Notes are a part, within the United States or to, or for the account 
or benefit of, U.S. persons. Each Dealer has further agreed, and each further Dealer appointed under the 
Programme will be required to agree, that it will send to each dealer to which it sells any Notes during the 
distribution compliance period a confirmation or other notice setting forth the restrictions on offers and sales 
of the Notes within the United States or to, or for the account or benefit of, U.S. persons. Tenns used in this 
paragraph have the meanings given to them by Regulation S under the Securities Act. 

Until 40 days after the commencement of the offering of any Series of Notes, an offer or sale of such 
Notes within the United States by any dealer (whether or not participating in the offering) may violate the 
registration requirements of the Securities Act if such offer or sale is made otherwise than in accordance with 
an available exemption from registration under the Securities Act. 

Each issuance of Index Linked Notes or Dual Currency Notes shall be subject to such additional U.S. 
selling restrictions as the Issuer and the relevant Dealer may agree as a term of the issuance and purchase of 
such Notes. which additional selling restrictions shall be set out in the applicable Pricing Supplement. 

United Kingdom 

Each Dealer has represented and agreed, and each further Dealer appointed under the Programme will 
be required to represent and agree, that: 

(i) in relation to Notes which have a maturity of one year or more, it has not offered or sold and, 
prior to the expry of the period of six months from the issue date of such Notes, will not offer 
or sell any such Notes to persons in the United Kingdom except to persons whose ordinary 
activities involve them in acquiring, holding, managing or disposing of investments (as 
principal or agent) for the purposes of their businesses or otherwise in circumstances which 
have not resulted and will not result in an offer to the public in the United Kingdom within the 
meaning of the Public Offers of Securities Regulations 1995 (as amended); 

in relation to any Notes which must be redeemed before the first anniversary of the date of their 
issue, (a) it is a person whose ordinary activities involve it in acquiring, holding, managing or 
disposing of investments (as principal or agent) for the purposes of its business and (b) it has 

(ii) 
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not offered or sold and will not offer or sell any Notes other than to persons whose ordinary 
activities involve them in acquiring, holding, managing or disposing of investments (as 
principal or as agent) for the purposes of their businesses or who it is reasonable to expect will 
acquire, hold, manage or dispose of investments (as principal or agent) for the purposes of their 
businesses where the issue of the Notes would otherwise constitute a contravention of Section 
19 of the FSMA by the Issuer: 

i t  has only communicated or caused to be communicated and will only communicate or cause 
to bc communicated an invitation or inducement to engage in investment activity (within the 
meaning of Section 21 of the FSMA) received by it in connection with the issue of any Notes 
in circumstances in which Section 21 (1)  of the FSMA does not apply to the Issuer; and 

( i i i )  

(iv) it has complied and will comply with all applicable provisions of the FSMA with respect to 
anything done by it in relation to any Notes in, from or otherwise involving the United 
Kingdom. 

Japan 

The Notes have not been and will not be registered under the Securities and Exchange Law of Japan 
(the "Securities and Exchnnge Law") and each Dealer has agreed and each further Dealer appointed under 
the Programme will be required to agree that it will not offer or sell any Notes. directly or indirectly, in Japan 
or to, or for the benefit of, any resident of Japan (which term as used herein means any person resident in 
Japan. including any corporation or other entity organised under the laws of Japan), or to others for re- 
offering or resale, directly or indirectly, in Japan or to a resident of Japan except pursuant to an exemption 
from the registration requirements of, and otherwise in compliance with, the Securities and Exchange Law 
and any other applicable laws and regulations of Japan. 

Iceland 

Each Dealer has agreed and each further Dealer appointed under the Programme will be required to 
agree that it  will not offer Notes to the public in Iceland, except in compliance with the Icelandic Securities 
Transaction Law and any applicable laws or regulations of Iceland. 

General 

Each Dealer has agreed and each further Dealer appointed under the Programme will be required to 
agree that it will (to the best of its knowledge and belief) comply with all applicable securities laws and 
regulations in force in any jurisdiction in which it purchases, offers, sells or delivers Notes or possesses or 
distributes this Offering Circular and will obtain any consent, approval or permission required by it for the 
purchase, offer, sale or delivery by it of Notes under the laws and regulations in force in any jurisdiction to 
which it is subject or in which it makes such purchases, offers, sales or deliveries and neither the Issuer nor 
any of the other Dealers shall have any responsibility therefor. 

None of the Issuer and the Dealers represents that Notes may at any time lawfully be sold in 
compliance with any applicable registration or other requirements in any jurisdiction, or pursuant to any 
exemption available thereunder. or assumes any responsibility for facilitating such sale. 

With regard to each Tranche, the relevant Dealer will be required to comply with such other 
restrictions as the Issuer and the relevant Dealer shall agree and as shall be set out in the applicable Pricing 
S upplcment. 
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GENERAL INFORMATION 

Authorisation 

The establishment of the Programme and the issue of Notes have been duly authorised by a resolution 
of the Board of Directors of the Issuer dated 31 st May, 2002. 

Listing of Notes 

Application has been made to list Notes issued under the Programme on the Luxembourg Stock 
Exchange. A legal notice relating to the Programme and the constitutional documents of the Issuer are being 
lodged with the Registrar of the District Court in Luxembourg (GreJfier e11 Chef du Trihzrnul 
d’Air-rundissement de P t  ci Lzi,vembourg) where such documents may bc examined and copies obtained. The 
Luxembourg Stock Exchange has allocated the number 12730 to the Programme for listing purposcs. 

Documents Available 

So long as Notes are capable of being issued under the Programme, copies of the following documents 
will, when published, be available from the registered office of the Issuer and from thc specified officcs of 
the Paying Agents for the time being in London and Luxembourg: 

the articles of association (with an English translation thereof) of the Issuer; 

the audited financial statements of the Issuer in respect of the financial years ended 31st 
December, 2000, 1999 and 1998; 

the most recently published audited annual financial statements of the lssuer and the most 
recently published unaudited interim financial statements (if any) of the Issuer (with an English 
translation thereof); 

the Programme Agreement, the Agency Agreement, the Deed of Covenant and the forms of the 
Global Notes, the Notes in definitive form, the Receipts, the Coupons and the Talons; 

a copy of this Offering Circular; 

any future offering circulars, prospectuses, information memoranda and supplements including 
Pricing Supplements (save that a Pricing Supplement relating to an unlisted Note will only be 
available for inspection by a holder of such Note and such holder must produce evidence 
satisfactory to the Issuer and the Paying Agent as to its holding of Notes and identity) to this 
Offering Circular and any other documents incorporated herein or therein by reference: and 

in the case of each issue of listed Notes subscribed pursuant to a subscription agreement, the 
subscription agreement (or equivalent document). 

Clearing Systems 

The Notes have been accepted for clearance through Euroclear and Clearstream, Luxembourg. The 
appropriate Common Code and ISTN for each Tranche of Notes allocated by Euroclear and Clearstream, 
Luxembourg will be specified in the applicable Pricing Supplement. If the Notes are to clear through an 
additional or alternative clearing system the appropriate information will be specified in the applicable 
Pricing Supplement. 

Significant or Material Change 

Save as disclosed in this Offering Circular, there has been no significant change in the financial or 
trading position of the Issuer and its subsidiaries, taken as a whole, since 3 1 st December, 200 I and there has 
been no material adverse change in the financial position or prospects of the Issuer and its subsidiaries, taken 
as a whole, since 31st December, 2001. 
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Litigation 

Neither the Issuer nor any of its subsidiaries is or has been involved in any legal or arbitration 
proceedings (including any proceedings which are pending or threatened of which the Issuer is aware) which 
may have or have had in the 12 months preceding the date of this document a significant effect on the 
financial position of the Issuer or the Group. 

Auditors 

The auditors of the Issuer are Deloitte & Touche hf., who have audited the Issuer’s accounts, without 
qualification. in accordance with generally accepted auditing standards in Iceland for each of the three 
financial years ended on 3 1 st December, 200 1.2000 and 1999. 

European Monetary Union 

The third stage of European economic and monetary union commenced on 1 st January, 1999 when 
the value of the euro as against the currencies of the member states participating in the third stage was 
irrevocably fixed and the euro became a currency in its own right. Each euro is denominated into 100 cents 
and, for a transitional period of three years, into participating member currencies at fixed exchange rates. 
With effect from 1 st January, 2002 the participatinz member currencies ceased to exist. 
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