DRAWDOWN INFORMATION MEMORANDUM

3¢ Arion Bank
Arion Bank hf.

(incorporated with limited liability in lceland)
Issue of U.S.$100,000,000 Fixed Rate Reset Perpetual Additional Tier 1 Convertible Notes
under the €3,000,000,000 Euro Medium Term Note Programme
Issue Price: 100 per cent.

This drawdown information memorandum (the “Information Memorandum™) (which must, unless otherwise
expressly set out herein, be read and construed as one document in conjunction with all documents incorporated by
reference herein, including certain sections of the base prospectus dated 18 July 2019 (the “Base Prospectus”)
relating to the €3,000,000,000 Euro Medium Term Note Programme (the “Programme”) of Arion Bank hf. (the
“Bank™) as supplemented by a supplement dated 14 February 2020 — see Documents Incorporated by Reference) is
prepared in connection with the issue by the Bank of U.S.$.100,000,000 Fixed Rate Reset Perpetual Additional
Tier 1 Convertible Notes (the “Notes”) issued by the Bank under the Programme. The Notes will constitute direct,
unsecured, unguaranteed and subordinated obligations of the Bank, as described in Condition 3 below.

The Notes will bear interest on their Outstanding Principal Amount (as defined in Condition 21 below) from (and
including) 26 February 2020 (the “Issue Date™) to (but excluding) 26 August 2025 (the “First Reset Date” and,
together with every fifth anniversary thereof, each a “Reset Date”) at a fixed rate of 6.250 per cent. per annum. In
respect of each period from (and including) a Reset Date to (but excluding) the next succeeding Reset Date (each a
“Reset Period”), the Notes will bear interest at a fixed rate of 4.842 per cent. per annum above the CMT Rate (as
defined in the terms and conditions of the Notes (the “Conditions”)). Subject to the rights and obligations of the
Bank to cancel any payment of interest in respect of the Notes, interest on the Notes will be payable semi-annually
in arrear on 26 February and 26 August in each year (each an “Interest Payment Date”), commencing on 26
August 2020.

The Notes are perpetual securities and have no fixed date for redemption and Holders do not have the right to call
for their redemption. Subject as provided herein, if permitted at the relevant time by the Applicable Banking
Regulations and if (to the extent then required under the Applicable Banking Regulations) the permission of the
Central Bank of Iceland - Financial Supervisory Authority (Sedlabanki Islands - Fjarmalaeftirlit) (the “FME”) has
been granted, the Notes may be redeemed at the option of the Bank in whole (but not in part) (i) on any day falling
in the period commencing on (and including) 26 February 2025 and ending on (and including) 25 August 2025; (ii)
on the First Reset Date or on any Interest Payment Date thereafter or (iii) following the occurrence of a Capital
Disqualification Event, a Withholding Tax Event or a Tax Deductibility Event, in each case at their Outstanding
Principal Amount together with accrued interest (excluding any interest which has been cancelled) and in the
manner described herein.

Interest on the Notes will be due and payable only at the sole discretion of the Bank, and the Bank may elect, in its
sole and absolute discretion, to cancel any payment of interest in respect of the Notes in whole or in part at any
time and for any reason, and payments of interest in respect of the Notes will also not be made in certain other
circumstances as provided in Condition 5(b) below. Any interest cancelled or deemed to have been cancelled (in
each case, in whole or in part) in such circumstances shall not be due and shall not accumulate or be payable at any
time thereafter nor constitute a default by the Bank for any purpose nor constitute the occurrence of any event
related to the insolvency of the Bank nor entitle the holders to take any action as a result thereof nor in any way
limit or restrict the Bank from making any payment of interest or equivalent payment or other distribution in
connection with any instrument ranking junior to the Notes (including, without limitation, any CET1 Capital of the
Bank or the Group) or in respect of any Existing Tier 1 Instrument or other Additional Tier 1 Instrument, and
Holders shall have no rights thereto or to receive any additional interest or compensation as a result of such
cancellation or deemed cancellation. The Bank may use such cancelled payments without restriction to meet its
obligations as they fall due.

In the event that the CET1 ratio of the Bank on a solo basis or of the Group on a consolidated basis is less
than 5.125 per cent., as determined by the Bank or the FME (or any agent appointed by the FME for the
purposes of making such determination) (a “Capital Adequacy Event”) or on the occurrence of a Non-
Viability Event (as defined in the Conditions) (each a “Conversion Trigger Event”), the Notes will be
converted (without any requirement for the consent or approval of Holders) into Conversion Shares at the
prevailing Conversion Price (each as defined in the Conditions). In the case of a Capital Adequacy
Conversion (as defined in the Conditions), prior to any delivery of Conversion Shares to a Holder the Bank
may elect that a Settlement Shares Offer shall be made, which will delay the delivery of Conversion Shares
to a Holder and may result in a Holder receiving, wholly or partly in place of such Conversion Shares,
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payment of the cash proceeds of such Settlement Shares Offer to which that Holder is entitled, after
deduction of the Settlement Shares Offer Expenses. See Condition 6 below.

This Information Memorandum does not comprise a prospectus for the purposes of Regulation (EU) 2017/1129.
Application has been made to the Luxembourg Stock Exchange in its capacity as market operator of Euro MTF
under the Luxembourg law dated 16 July 2019 relating to prospectuses for securities (loi relative aux prospectus
pour valeurs mobilieres) to list the Notes on the Euro MTF market of the Luxembourg Stock Exchange (the “Euro
MTF”). This Information Memorandum constitutes listing particulars for the purpose of such application and has
been approved by the Luxembourg Stock Exchange.

References in this Information Memorandum to the Notes being listed (and all related references) shall mean that
such Notes have been admitted to trading on the Euro MTF and are listed on the Official List of the Luxembourg
Stock Exchange. The Euro MTF is not a regulated market for the purposes of Directive 2014/65/EC (as amended,
“MIFID 117).

The Bank has been rated BBB+ by S&P Global Ratings Europe Limited (“S&P™). The Notes are expected to be
rated BB by S&P. A security rating is not a recommendation to buy, sell or hold securities and may be subject to
suspension, reduction or withdrawal at any time by the assigning rating agency.

S&P is established in the European Union and is registered under Regulation (EC) No. 1060/2009 (as amended)
(the “CRA Regulation”). As such, S&P is included in the list of credit rating agencies published by the European
Securities and Markets Authority (“ESMA”) on its website (at http://www.esma.europa.eu/page/List-registered-
and-certified-CRAS) in accordance with the CRA Regulation.

For a description of certain matters that prospective investors should consider, see “Risk Factors” herein.

The Notes will initially be represented by a global Note in registered form (the “Global Note™), which will be
deposited on or about the Issue Date with a common depositary for Euroclear Bank SA/NV (“Euroclear”) and
Clearstream Banking, S.A. (“Clearstream, Luxembourg”) and registered in the name of the nominee for the
common depositary of Euroclear and Clearstream, Luxembourg. Interests in the Global Note will be exchangeable
for definitive Notes in registered form only in certain limited circumstances.

The Notes are not intended to be offered, sold or otherwise made available and should not be offered, sold or
otherwise made available to retail clients in the EEA, as defined in MIiFID Il. For these purposes,
reference(s) to the EEA include(s) the United Kingdom. Prospective investors are referred to the section
headed “Prohibition on marketing and sales to retail investors™ for further information.

Sole Structuring Advisor

Barclays

Joint Lead Managers

Barclays Goldman Sachs International Morgan Stanley

Information Memorandum dated 24 February 2020



The Bank accepts responsibility for the information contained in this document. To the best of the knowledge of the
Bank (which has taken all reasonable care to ensure that such is the case) the information contained in this
document is in accordance with the facts and does not omit anything likely to affect the import of such information.

This Information Memorandum should be read and construed in conjunction with all of the documents incorporated
in this Information Memorandum by reference (see “Documents Incorporated by Reference” below).

The Joint Lead Managers 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 Joint Lead Managers as to the accuracy or completeness of the information contained or incorporated in this
Information Memorandum or any other information provided by the Bank in connection with the Notes. No Joint
Lead Manager accepts any liability in relation to the information contained or incorporated by reference in this
Information Memorandum or any other information provided by the Bank in connection with the Notes.

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

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

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

This Information Memorandum does not constitute an offer to sell or the solicitation of an offer to buy the Notes in
any jurisdiction to any person to whom it is unlawful to make the offer or solicitation in such jurisdiction. The
distribution of this Information Memorandum and the offering, sale and delivery of the Notes in certain
jurisdictions may be restricted by law in certain jurisdictions. The Joint Lead Managers do not represent that this
Information Memorandum may be lawfully distributed, or that any Notes may be lawfully offered, in compliance
with any applicable registration or other requirements in any such jurisdiction, or pursuant to an exemption
available thereunder, or assume any responsibility for facilitating any such distribution or offering. In particular, no
action has been taken by the Bank or the Joint Lead Managers which is intended to permit a public offering of the
Notes or distribution of this Information Memorandum in any jurisdiction where action for that purpose is required.
Accordingly, no Notes may be offered or sold, directly or indirectly, and neither this Information Memorandum 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 Information Memorandum comes are required by the Bank and the Joint Lead Managers to inform
themselves about and to observe any such restrictions. For a description of certain restrictions on offers, sales and
deliveries of Notes and on the distribution of this Information Memorandum and any document incorporated by
reference herein, see “Subscription and Sale”. In particular, 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, the Notes may not be offered, sold or delivered within the United States
or to U.S. persons (as defined in Regulation S under the Securities Act). This Information Memorandum may
not be used for the purpose of an offer or solicitation by anyone in any jurisdiction in which such offer or
solicitation is not authorised or to any person to whom it is unlawful to make such an offer or solicitation.

This Information Memorandum does not constitute an offer or an invitation to subscribe for or purchase any Notes
and should not be considered as a recommendation by the Bank or the Joint Lead Managers that any recipient of
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this Information Memorandum should subscribe for or purchase any securities. Each recipient of this Information
Memorandum shall be taken to have made its own investigation and appraisal of the condition (financial or
otherwise) of the Bank.

Singapore SFA Product Classification: In connection with Section 309B of the Securities and Futures Act
(Chapter 289) of Singapore (the “SFA”) and the Securities and Futures (Capital Markets Products) Regulations
2018 of Singapore (the “CMP Regulations 2018™), the Bank has determined, and hereby notifies all relevant
persons (as defined in Section 309A(1) of the SFA), that the Notes are ‘prescribed capital markets products’ (as
defined in the CMP Regulations 2018) and Excluded Investment Products (as defined in MAS Notice SFA04-N12:
Notice on the Sale of Investment Products and MAS Notice FAA-N16: Notice on Recommendations on Investment
Products).

Prohibition of sales to EEA and UK retail investors

The Notes are not intended to be offered, sold or otherwise made available to and should not be offered, sold or
otherwise made available to any retail investor in the European Economic Area (“EEA”) or in the United Kingdom
(the “UK™). For these purposes, a retail investor means a person who is one (or more) of: (i) a retail client as
defined in point (11) of MIFID II; or (ii) a customer within the meaning of Directive (EU) 2016/97 (the “Insurance
Distribution Directive”), where that customer would not qualify as a professional client as defined in point (10) of
Article 4(1) of MIFID IlI. Consequently no key information document required by Regulation (EU) No 1286/2014
(as amended, the “PRIIPs Regulation™) for offering or selling the Notes or otherwise making them available to
retail investors in the EEA or in the UK has been prepared and therefore offering or selling the Notes or otherwise
making them available to any retail investor in the EEA or in the UK may be unlawful under the PRIIPs Regulation.

MiFID Il Product Governance/Target Market

Professional investors and ECPs only target market — Solely for the purposes of each manufacturer’s product
approval process, the target market assessment in respect of the Notes has led to the conclusion that: (i) the target
market for the Notes is eligible counterparties and professional clients only, each as defined in MiFID II; and (ii) all
channels for distribution of the Notes to eligible counterparties and professional clients are appropriate. Any person
subsequently offering, selling or recommending the Notes (a “distributor”) should take into consideration the
manufacturers’ target market assessment; however, a distributor subject to MiFID 1l is responsible for undertaking
its own target market assessment in respect of the Notes (by either adopting or refining the manufacturers’ target
market assessment) and determining appropriate distribution channels.

Prohibition on marketing and sales to retail investors

The Notes are complex financial instruments and are not a suitable or appropriate investment for all investors. In
some jurisdictions, regulatory authorities have adopted or published laws, regulations or guidance with respect to
the offer or sale of securities such as the Notes to retail investors.

In particular, in June 2015, the United Kingdom Financial Conduct Authority (the “FCA”) published the Product
Intervention (Contingent Convertible Instruments and Mutual Society Shares) Instrument 2015 (the “PI
Instrument”). In addition, (i) on 1 January 2018, the provisions of the PRIIPs Regulation became directly
applicable in all EEA member states and (ii) MiFID 11 was required to be implemented in EEA member states by 3
January 2018. Together the Pl Instrument, PRIIPs and MiFID Il are referred to as the “Regulations”. For the
purposes of this section entitled “Prohibition on marketing and sales to retail investors”, references to the EEA
include the United Kingdom.

The Regulations set out various obligations in relation to (i) the manufacture and distribution of financial
instruments and (ii) the offering, sale and distribution of packaged retail and insurance-based investment products
and certain contingent write down or convertible securities, such as the Notes.

Potential investors in the Notes should inform themselves of, and comply with, any applicable laws, regulations or
regulatory guidance with respect to any resale of the Notes (or any beneficial interests therein) including the
Regulations.

Each of the Joint Lead Managers is required to comply with some or all of the Regulations. By purchasing, or
making or accepting an offer to purchase, any Notes (or a beneficial interest in such Notes) from the Bank and/or
the Joint Lead Managers, each prospective investor represents, warrants, agrees with and undertakes to the Bank
and each of the Joint Lead Managers that:



(1) itisnot aretail client in the EEA (as defined in MiFID II);
(2)  whether or not it is subject to the Regulations, it will not:

(A) sell or offer the Notes (or any beneficial interests therein) to retail clients in the EEA (as defined in
MiFID II); or

(B) communicate (including the distribution of this Information Memorandum) or approve an invitation
or inducement to participate in, acquire or underwrite the Notes (or any beneficial interests therein)
where that invitation or inducement is addressed to or disseminated in such a way that it is likely to
be received by a retail client in the EEA (in each case within the meaning of MiFID II).

In selling or offering the Notes or making or approving communications relating to the Notes it may not rely
on the limited exemptions set out in the PI Instrument; and

(3) it will at all times comply with all applicable laws, regulations and regulatory guidance (whether inside or
outside the EEA) relating to the promotion, offering, distribution and/or sale of the Notes (or any beneficial
interests therein), including (without limitation) MiFID Il and any other applicable laws, regulations and
regulatory guidance relating to determining the appropriateness and/or suitability of an investment in the
Notes (or any beneficial interests therein) by investors in any relevant jurisdiction.

Each prospective investor further acknowledges that:

) the identified target market for the Notes (for the purposes of the product governance obligations in MiFID
I1) is eligible counterparties and professional clients; and

(i) no key information document (KID) under PRIIPs has been prepared and therefore offering or selling the
Notes or otherwise making them available to any retail investor in the EEA may be unlawful under PRIIPs.

Where acting as agent on behalf of a disclosed or undisclosed client when purchasing, or making or accepting an
offer to purchase, any Notes (or any beneficial interests therein) from the Bank and/or the Joint Lead Managers the
foregoing representations, warranties, agreements and undertakings will be given by and be binding upon both the
agent and its underlying client.

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

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

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

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

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

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

Legal investment considerations may restrict certain investments. The investment activities of certain investors are
subject to legal investment laws and regulations, or review or regulation by certain authorities. Each potential
investor should consult its legal advisers to determine whether and to what extent (1) Notes are legal investments
for it, (2) Notes can be used as collateral for various types of borrowing, and (3) other restrictions apply to its
purchase or pledge of any Notes. Financial institutions should consult their legal advisers or the appropriate
regulators to determine the appropriate treatment of Notes under any applicable risk-based capital or similar rules.



Notice to residents of Qatar

The Notes will not be offered, sold or delivered, at any time, directly or indirectly, in the State of Qatar (“Qatar™)
(including the Qatar Financial Centre) in a manner that would constitute a public offering. This Information
Memorandum has not been and will not be reviewed or approved by or registered with the Qatar Central Bank, the
Qatar Stock Exchange, the Qatar Financial Markets Authority or the Qatar Financial Centre Regulatory Authority in
accordance with their regulations or any other regulations in Qatar and the Qatar Financial Centre. The Notes are
not and will not be traded on the Qatar Stock Exchange.

Notice to residents in Kuwait

Unless all necessary approvals from the Kuwait Capital Markets Authority (the “CMA”) pursuant to Law No. 7 of
2010, and its executive bylaws (each as amended) (the “CMA Rules”) together with the various resolutions,
regulations, directives and instructions issued pursuant thereto, or in connection therewith (regardless of
nomenclature) or any other applicable law or regulation in the State of Kuwait (“Kuwait”), have been given in
respect of the marketing and sale of the Notes, the Notes may not be offered for sale, nor sold, in Kuwait.

This Information Memorandum is not for general circulation to the public in Kuwait nor will the Notes be sold by
way of a public offering in Kuwait. In the event that the Notes are intended to be purchased onshore in Kuwait, the
same may only be so purchased through a licensed person duly authorised to undertake such activity pursuant to the
CMA Rules. Investors from Kuwait acknowledge that the CMA and all other regulatory bodies in Kuwait assume
no responsibility whatsoever for the contents of this Information Memorandum and do not approve the contents
thereof or verify the validity and accuracy of its contents. The CMA, and all other regulatory bodies in Kuwait,
assume no responsibility whatsoever for any damages that may result from relying (in whole or in part) on the
contents of this Information Memorandum. Prior to purchasing any Notes, it is recommended that a prospective
holder of any Notes seeks professional advice from its advisors in respect to the contents of this Information
Memorandum so as to determine the suitability of purchasing the Notes.

PRIOR TO MAKING AN INVESTMENT DECISION, PROSPECTIVE INVESTORS SHOULD
CONSIDER CAREFULLY, IN LIGHT OF THEIR OWN FINANCIAL CIRCUMSTANCES AND
INVESTMENT OBJECTIVES, ALL THE INFORMATION SET FORTH IN THIS INFORMATION
MEMORANDUM AND, IN PARTICULAR, THE CONSIDERATIONS SET FORTH IN THE SECTION
ENTITLED “RISK FACTORS”. PROSPECTIVE INVESTORS SHOULD MAKE SUCH ENQUIRIES AS
THEY DEEM NECESSARY WITHOUT RELYING ON THE BANK OR ANY JOINT LEAD MANAGER.

PRESENTATION OF INFORMATION
Certain Defined Terms and Conventions

Capitalised terms which are used but not defined in any particular section of this Information Memorandum will
have the meaning attributed to them in “Terms and Conditions of the Notes" or any other section of this Information
Memorandum. In addition, the following terms as used in this Information Memorandum have the meanings
defined below:

All references in this Information Memorandum to:

e “2019 Consolidated Financial Statements” means the audited consolidated annual financial statements of the
Bank for the financial year ended 31 December 2019;

e “2018 Consolidated Financial Statements” means the audited consolidated annual financial statements of the
Bank for the financial year ended 31 December 2018;

e “2017 Consolidated Financial Statements” means the audited consolidated annual financial statements of the
Bank for the financial year ended 31 December 2017;

e “Group” are to the Bank and its consolidated subsidiaries, taken as a whole;
e “ISK”, “krona” and “kronur” are to Icelandic Krona;

e “€7 oreuro” are to the currency introduced at the start of the third stage of European economic and monetary
union pursuant to the Treaty on the Functioning of the European Union, as amended; and

e “U.S.$” or “U.S. dollars” are to the currency of the United States of America.



Certain figures in this Information Memorandum, including financial information, have been subject to rounding
adjustments. Accordingly, in certain instances (a) the sum or percentage change of such numbers may not conform
exactly to the total figure given and (b) the sum of the numbers in a column or row in certain tables may not
conform exactly to the total figure given for that column or row.

This Information Memorandum (including the information incorporated by reference in it) contains forward looking
statements that reflect the Bank’s intentions, beliefs or current expectations and projections about its future
business, results of operations, financial condition, liquidity, performance, prospects, anticipated growth, strategies
and opportunities and the markets in which it operates. Forward looking statements involve all matters that are not
historical facts. The Bank has tried to identify forward looking statements by using words such as “may”, “will”,
“would”, “could”, “should”, “expects”, “intends”, “estimates”, “anticipates”, “projects”, “believes”, “could”,
“hopes”, “seeks”, “plans”, “aims”, “objective”, “potential”, “goal”, “strategy”, “target”, “continue” and similar
expressions or negatives thereof or other variations thereof or comparable terminology or by discussions of strategy
that involve risks and uncertainties. Forward looking statements may be found principally in sections of this
Information Memorandum (including the information incorporated by reference in it) titled “Risk Factors” and

“Description of the Bank” as well as elsewhere.
Forward Looking Statements

Forward looking statements are based on the Bank’s beliefs, assumptions and expectations regarding future events
and trends that affect the Bank’s future performance, taking into account all information currently available to the
Bank, and are not guarantees of future performance. These beliefs, assumptions and expectations can change as a
result of possible events or factors, not all of which are known to the Bank or are within its control. If a change
occurs, the Bank’s business, results of operations, financial condition, liquidity, performance, prospects, anticipated
growth, strategies or opportunities may vary materially from those expressed in, or suggested by, these forward
looking statements. In addition, forward looking estimates and forecasts reproduced in this Information
Memorandum (including the information incorporated by reference in it) from third party reports could prove to be
inaccurate. A number of important factors could cause actual results or outcomes to differ materially from those
expressed in any forward-looking statement as a result of risks and uncertainties facing the Bank. Such risks,
uncertainties and other important factors include, but are not limited to, those listed in the section of this
Information Memorandum (including the information incorporated by reference in it) titled “Risk Factors”.

PRESENTATION OF FINANCIAL INFORMATION

Presentation of Financial Information

The consolidated financial information as of and for the years ended 31 December 2019, 2018 and 2017 has, unless
otherwise stated, and except for the below, been derived from the 2019 Consolidated Financial Statements, the 2018
Consolidated Financial Statements and the 2017 Consolidated Financial Statements incorporated by reference in
this Information Memorandum (together, the “Annual Financial Statements”). The Annual Financial Statements
have been prepared in accordance with International Financial Reporting Standards, as adopted by the European
Union (“IFRS”), and additional requirements set forth in Act No. 3/2006 on Annual Accounts, as amended (the
“Annual Accounts Act”), Act No. 161/2002 on Financial Undertakings, as amended (the “Financial
Undertakings Act”) and rules No. 532/2003 on Accounting for Credit Institutions. Financial information in this
Information Memorandum is presented on a consolidated basis unless otherwise indicated.

On 1 January 2018, the Group adopted IFRS 9, Financial Instruments (“IFRS 9”) and, as permitted by the transition
provisions of IFRS 9, the comparative period was not restated; accordingly, all comparative period information
presented in this Information Memorandum is presented in accordance with International Accounting Standard 39,
Financial Instruments: Recognition and Measurement (“IAS 39”). The Group also elected, as a policy choice
permitted under IFRS 9, to continue to apply hedge accounting under IAS 39. The impact of the adoption of the
new standard of ISK 942 million has been recognised directly in retained earnings on 1 January 2018.

In addition, on 1 January 2018 the Group also adopted IFRS 15, Revenue from Contracts with Customers (“IFRS
15”). IFRS 15 was applied using the modified retrospective method, with the effect of initial application recognised
on the date of initial application and without restatement of the comparative periods. The adoption of IFRS 15 did
not, in the Bank’s view, have a material impact on the consolidated statement of comprehensive income.
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The audited consolidated financial statements as of and for the year ended 31 December 2017 do not reflect the
changes from the application of IFRS 9 and IFRS 15. Those audited consolidated financial statements applied 1AS
39 and IAS 18, Revenue, which were the accounting standards in effect at the time for each period. Therefore, due
to the adoption of the new accounting standards, the consolidated financial statements as of and for the year ended
31 December 2017 are not directly comparable with the consolidated financial statements as of and for the years
ended 31 December 2018 and 2019.

The Annual Financial Statements have been audited by Deloitte ehf. (“Deloitte”). No other information in this
Information Memorandum has been audited or reviewed by Deloitte or any other independent auditors.

The Bank's shareholding in the subsidiary Valitor Holding hf. (“Valitor”) was 100 per cent. at 31 December 2019.
The Bank is in the process of potentially divesting the Bank's shareholding in Valitor and the Bank is aiming to
complete the sale of Valitor within the 12 months set as the requirement for classification as a held for sale asset in
IFRS. In accordance with IFRS 5, Non-current assets and the disposal groups held for sale (“IFRS 5”) Valitor has
been classified as a disposal group held for sale in the 2019 Consolidated Financial Statements, resulting in a
change in presentation in the consolidated income statement. The net earnings of Valitor are recognised in a single
line item as discontinued operations held for sale, net of income tax. The comparative figures in the 2019
Consolidated Financial Statements have been restated.

Operating Segment Reporting

Segment information is presented in respect of the Group’s operating segments based on the Group’s management
and internal reporting structure. Segment performance is evaluated based on earnings before tax. In presenting
geographic information, segment revenue has been based on the geographic location of customers. Inter segment
pricing is determined on an arm’s length basis. Operating segments pay and receive interest to and from Treasury
on an arm’s length basis to reflect the allocation of capital, funding costs and relevant risk premium, which
intragroup metrics disappear upon consolidation.

The Bank has the following operating segments: (1) Corporate Banking; (2) Retail Banking; (3) Asset
Management; (4) Investment Banking; (5) Treasury; and (6) Other Divisions and Subsidiaries, consisting of Valitor,
Vordur, Landey and other smaller entities.

KPIs and Non-1FRS Information

This Information Memorandum contains certain financial measures that are not defined or recognised under IFRS,
exclude amounts that are included in, or include amounts that are excluded from, the most directly comparable
measure calculated and presented in accordance with IFRS, or are calculated using financial measures that are not
calculated in accordance with IFRS.

The Bank’s financial key performance indicators (“KPIs”) in this Information Memorandum comprise return on
equity, return on assets, return on risk-weighted assets, net interest margin on interest-earning assets, net interest
margin on total assets, cost-to-income ratio and cost-to-total assets ratio, cost of risk and loan-to-deposit ratio.

The Bank’s non-IFRS measures comprise return on equity excluding Valitor, cost-to-income ratio excluding Valitor
and loan-to-deposit ratio excluding covered bonds (collectively, the “Non-1FRS Information”).

The Bank uses these indicators in its business operations, among other things, to evaluate the performance of its
operations, to develop budgets and to measure the Bank’s performance against those budgets. The Bank believes
the Non-IFRS Information and the KPIs to be useful supplemental tools to assist in evaluating operating
performance because it considers the Non-IFRS Information and KPIs to reflect its underlying business
performance and believes that these measures provide additional useful information for prospective investors on its
performance, enhance comparability from period to period and with other companies and are consistent with how
business performance is measured internally.

The Non-IFRS Information and related measures are not measurements of performance or liquidity under IFRS and
should not be considered by investors in isolation or as a substitute for measures of earnings, or as an indicator of
the Bank’s operating performance or cash flows from operating activities as determined in accordance with IFRS or
otherwise as a substitute for analysis of the Bank’s operating results reported under IFRS as set out in the 2018
Consolidated Financial Statements. The Bank has presented these supplemental measures because they are used by
the Bank to monitor the underlying performance of its business and operations. The Non-IFRS Information and
related measures may not be comparable to similarly titled measures disclosed by other banks and have limitations

as analytical tools. The Bank does not regard the Non-IFRS Information as a substitute for, or superior to, the
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equivalent measures calculated and presented in accordance with IFRS or those calculated using financial measures
that are calculated in accordance with IFRS. The Non-IFRS Information described in this Information
Memorandum is unaudited and has not been prepared in accordance with IFRS or any other generally accepted
accounting principles.

STABILISATION

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

Prospective investors should have regard to the risk factors described under the section headed “Risk Factors —
Factors that may affect the Bank’s ability to fulfil its obligations under Notes issued under the Programme™ on
pages 17 to 39 of the Base Prospectus and the section headed “Risk Factors — Risks related to the market
generally”” on pages 47 to 50 of the Base Prospectus, which are incorporated by reference into this Information
Memorandum.

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

In addition, factors which are material for the purpose of assessing the market risks associated with the Notes are
also described below and in the Base Prospectus.

Prospective investors should also read the detailed information set out elsewhere in this Information Memorandum
(including information incorporated by reference herein) and reach their own views prior to making any investment
decision.

Factors which are material for the purpose of assessing the market risks associated with the Notes
Risks relating to the structure of the Notes

There is a real risk that Holders will lose some or all of their investment in a Winding-Up of the Bank, and Holders
may only claim payment in the Winding-Up of the Bank

In the event of the Winding-Up (in Icelandic: slitamedferd) of the Bank occurring prior to a Conversion Trigger
Event, the rights of the Holders of the Notes to payments on or in respect of the Notes rank:

0] pari passu without any preference among themselves;

(if)  at least pari passu with payments to holders of any other Additional Tier 1 Instruments and claims of any
other subordinated creditors the claims of which rank, or are expressed to rank, pari passu with the Notes;

(iii)  in priority to payments to holders of all classes of share capital of the Bank in their capacity as such holders
and claims of any other subordinated creditors the claims of which rank, or are expressed to rank, junior to
the Notes; and

(iv)  junior in right of payment to the payment of any present or future claims of Senior Creditors.

In the event of the Winding-Up of the Bank occurring on or after the date on which a Conversion Trigger Event
occurs, but before the Conversion Shares to be issued and delivered to the Settlement Shares Depositary on
Conversion have been so delivered, there shall be payable by the Bank in respect of each Note (in lieu of any other
payment by the Bank), such amount, if any, as would have been payable to the Holder of such Note if, on the day
preceding the commencement of the Winding-Up and thereafter, such Holder were the holder of such number of
Conversion Shares as that Holder would have been entitled to receive on Conversion.

Therefore, if there were to be a Winding-Up of the Bank, any assets of the Bank would first be applied to satisfy all
rights and claims of Senior Creditors. If the Bank does not have sufficient assets to settle claims of such Senior
Creditors in full, the claims of the Holders will not be settled and, as a result, the Holders will lose the entire
amount of their investment in the Notes. In such Winding-Up, the Notes will share equally in payment with claims
under any other Additional Tier 1 Instruments and claims of any other subordinated creditors the claims of which
rank, or are expressed to rank, pari passu with the Notes if the Bank does not have sufficient funds to make full
payments on all of them, as applicable. In such a situation, Holders could lose all or part of their investment.
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Furthermore, Holders should be aware that, upon the occurrence of a Conversion all of the Bank’s obligations under
the Notes shall be irrevocably and automatically released in consideration of the Bank’s issuance of the Conversion
Shares to the Settlement Shares Depositary and each holder will be effectively further subordinated due to the
change in their status on the Winding-Up after the Conversion Date from being the holder of a debt instrument
ranking ahead of holders of Ordinary Shares to being the holder of Ordinary Shares of the Bank. As a result, upon
the occurrence of a Conversion, the Holders could lose all or part of their investment in the Notes irrespective of
whether the Bank has sufficient assets available to settle what would have been the claims of the Holders or other
securities subordinated to the same extent as the Notes, in the Winding-Up proceedings or otherwise. Therefore,
even if other securities that rank pari passu with the Notes are paid in full, following the Conversion Date in respect
of a Conversion, the Holders will have no rights to the repayment of the principal amount of the Notes or the
payment of interest on the Notes and will rank as holders of Ordinary Shares of the Bank.

Although the Notes may pay a higher rate of interest than securities which are not subordinated, there is a real risk
that Holders will lose all or some of their investment in the event of a Winding-Up of the Bank.

There are no events of default in relation to the Notes and Holders may only claim payment in respect of the Notes
in a Winding-Up of the Bank. See “There are no events of default” below.

The Council of the European Union has adopted the BRRD which provides for a range of actions to be taken in
relation to credit institutions, investment firms, certain financial institutions and certain holding companies of those
entities (each a “relevant entity’”) considered to be at risk of failing. The implementation of the BRRD in Iceland
and its impact on the Bank is currently unclear but the taking of any action under the BRRD following its
implementation could materially affect the value of any Notes

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

Iceland, Liechtenstein, Norway and Switzerland are members of the EFTA and Iceland, together with Liechtenstein
and Norway (the “EEA EFTA States”) is also a party to the EEA Agreement by which the EEA EFTA States
participate in the internal market of the European Union (the “EU”’). The BRRD was incorporated into the EEA
Agreement on 9 February 2018 with Decision No 21/2018 of the EEA Joint Committee. A committee has been
established, charged with the task of preparing new legislation implementing the BRRD in Iceland. The BRRD has
been partly implemented in Iceland through Act No. 54/2018. This act implements the BRRD provisions relating to
recovery planning, early intervention and intra-group financial support. In the third quarter of 2019 a bill was
submitted to the Icelandic Parliament to provide for the further implementation of the BRRD in Iceland. This bill is,
as at the date of this Information Memorandum, still under review by the Icelandic Parliament and it is, therefore,
not clear when implementation will take place. The Notes may be subject to the exercise, in the future, of a bail-in
power by the Relevant Resolution Authority (as defined in Condition 21 below under “Terms and Conditions of the
Notes™), and the Notes include a contractual consent to the application of any Statutory Loss Absorption Powers
(as defined in Condition 21 below under “Terms and Conditions of the Notes™), and consequently, investors may
lose part or all of their investment in the Notes (see Condition 20 below under “Terms and Conditions of the
Notes™).

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

The BRRD also provides for a Member State as a last resort, after having assessed and exploited the above
resolution tools to the maximum extent possible whilst maintaining financial stability, to be able to provide
extraordinary public financial support through additional financial stabilisation tools. These consist of the public
equity support and temporary public ownership tools. Any such extraordinary financial support must be provided in
accordance with the EU state aid framework.

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

In addition to the general bail-in tool, the BRRD provides for resolution authorities to have the further power to
permanently write-down or convert into equity capital instruments such as the Notes at the point of non-viability
and before any other resolution action is taken (“non-viability loss absorption”) (see “The Notes may be subject to
loss absorption on any application of the general bail-in tool or at the point of non-viability of the Bank”). Any
shares issued to holders of the Notes upon any such conversion into equity may also be subject to any future
cancellation, transfer or dilution.

Prior to the full implementation of the BRRD in Iceland, the Notes may further be subject as directed by the
Relevant Resolution Authority to conversion into equity upon the occurrence of a Non-Viability Event pursuant to
Condition 6(b) below (each of the capitalised terms has the meaning given in Condition 21 below).

Any application of the general bail-in tool under the BRRD shall be in accordance with the hierarchy of claims in
normal insolvency proceedings. Accordingly, the impact of such application on holders of the Notes will depend on
their ranking in accordance with such hierarchy, including any priority given to other creditors such as depositors.

To the extent any resulting treatment of holders of the Notes pursuant to the exercise of the general bail-in tool is
less favourable than would have been the case under such hierarchy in normal insolvency proceedings, a holder has
a right to compensation under the BRRD based on an independent valuation of the relevant entity (which is referred
to as the “no creditor worse off safeguard” under the BRRD). Any such compensation is unlikely to compensate
that holder for the losses it has actually incurred and there is likely to be a considerable delay in the recovery of
such compensation. Compensation payments (if any) are also likely to be made considerably later than when
amounts may otherwise have been due under the Notes.

Under the BRRD, resolution authorities must set a minimum level of own funds and other eligible liabilities
(“MREL") for each bank (and/or group) based on criteria including systemic importance. Eligible liabilities may be
senior or subordinated provided they have a remaining maturity of at least one year and must be able to be written-
down or converted into equity upon application of the general bail-in tool. As Iceland has not yet implemented the
BRRD it is currently unclear how such requirements may be applied to Icelandic banks such as the Bank in the
future.

The powers currently set out in the BRRD and under Condition 6(b) below will, in certain circumstances, impact
the rights of creditors. Once the BRRD is implemented in Iceland (and before such implementation in the case of
any conversion pursuant to Condition 6(b) below) holders of Notes may be subject to the application of the general
bail-in tool and non-viability loss absorption or the conversion of such Notes pursuant to Condition 6(b) below, as
applicable, which may result in such holders losing some or all of their investment (see further “There is a real risk
that Holders will lose some or all of their investment in a Winding-Up of the Bank, and Holders may only claim
payment in the Winding-Up of the Bank”). Such application of the general bail-in tool could also involve
modifications to or the disapplication of provisions in the conditions of the Notes, including alteration of the
principal amount or any interest payable on the Notes or any other dates on which payments may be due, as well as
the suspension of payments for a certain period. The exercise of any power under the BRRD pursuant to Condition
6(b) below or any suggestion of such exercise could, therefore, materially adversely affect the rights of
Noteholders, the price or value of their investment in any Notes and/or the ability of the Bank to satisfy its
obligations under any Notes.

On 7 June 2019, Directive 2019/879/EU of the European Parliament and of the European Council of 20 May 2019
(as amended or replaced, the “BRRD 11”) was published, amending, among other things, the BRRD as regards the
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loss-absorbing and recapitalisation capacity of credit institutions and investment firms. BRRD Il focuses on the
implementation of total loss absorbing capacity (“TLAC”) into EU legislation and the integration of the TLAC
requirement with the minimum requirements for own funds and eligible liabilities (“MREL”) to avoid duplication.
Itis currently unclear how BRRD I1 will be implemented in Iceland and when this will occur.

The Notes may be subject to loss absorption on any application of the resolution tools or at the point of non-
viability of the Bank or the Group

In addition to the application of the general bail-in tool to the Notes (see “The Council of the European Union has
adopted the BRRD which provides for a range of actions to be taken in relation to credit institutions, investment
firms, certain financial institutions and certain holding companies of those entities (each a ““relevant entity™)
considered to be at risk of failing. The implementation of the BRRD in Iceland and its impact on the Bank is
currently unclear but the taking of any action under the BRRD following its implementation could materially affect
the value of any Notes”), the BRRD and the Conditions contemplate that the Notes may be subject to non-viability
loss absorption. As a result, following the implementation of the BRRD, resolution authorities may require the
permanent write-down of capital instruments such as the Notes (which write-down may be in full) or the conversion
of them into equity capital at the point of non-viability and before any other resolution action is taken. Prior to the
full implementation of the BRRD in Iceland, such non-viability loss absorption is provided for in Condition 6(b)
below of the Notes by way of conversion into Conversion Shares. Any shares issued to holders of the Notes upon
any such conversion into equity may also be subject to any future cancellation, transfer or dilution.

While any such write-down or conversion pursuant to non-viability loss absorption under the BRRD shall be in
accordance with the hierarchy of claims in normal insolvency proceedings, even if grounds for compensation could
be established, compensation may not be available under the BRRD to any holders of capital instruments subject to
any write-down or conversion and even if available any such compensation would only take the form of shares in
the Bank.

For the purposes of the application of any non-viability loss absorption measure, the point of non-viability under the
BRRD is the point at which (i) the relevant authority determines that the relevant entity meets the conditions for
resolution or (ii) the relevant authority or authorities, as the case may be, determine(s) that the relevant entity or its
group will no longer be viable unless the relevant capital instruments (such as the Notes) are written-down or
converted into equity or (iii) extraordinary public financial support is required by the relevant entity other than,
where the entity is an institution, for the purposes of remedying a serious disturbance in the economy of an EEA
member state and to preserve financial stability. This is further reflected in the definition of “Non-Viability Event”
under Condition 21 below.

The occurrence of a Non-Viability Event or the application of the general bail-in tool or any non-viability loss
absorption measure pursuant to any Applicable Statutory Loss Absorption Regime (including the BRRD) or
Condition 6(b) below of the Notes may result in Noteholders losing some or all of their investment. The exercise of
any such power or any suggestion of such exercise could, therefore, materially adversely affect the rights of
Noteholders, the price or value of the Notes and/or the ability of the Bank to satisfy its obligations under the Notes.

The Notes are subject to the provisions of the laws of Iceland and their official interpretation, which may change
and have a material adverse effect on the terms and market value of the Notes.

Certain provisions of the Conditions are expressed to be governed by, or subject to the provisions of, Icelandic law.
Such provisions are drafted on the basis of the laws of Iceland in effect as at the date of this Information
Memorandum. Changes in the laws of Iceland or their official interpretation by regulatory authorities such as the
FME after the date hereof may affect the rights and effective remedies of Holders as well as the market value of the
Notes.

Such changes in law may include changes in statutory, tax and regulatory regimes during the life of the Notes,
which may have an adverse effect on an investment in the Notes. They could also include the introduction of a
variety of statutory resolution, loss-absorption and bail-in measures and tools, which may affect the rights of
holders of obligations issued by the Bank, including the Notes.

Any such changes could impact the calculation of the CET1 Ratios or the CET1 Capital of the Bank or the Group,
or the Risk Weighted Assets of the Bank or the Group. Furthermore, because the occurrence of a Conversion
Trigger Event depends, in part, on the calculation of these ratios and capital measures, any change in Icelandic law
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that could affect the calculation of such ratios and measures could also affect the determination of whether a
Conversion Trigger Event has actually occurred.

Such calculations may also be affected by changes in applicable accounting rules, the Group’s accounting policies
and the application by the Group of these policies. Any such changes, including changes over which the Bank or the
Group has a discretion, may have a material adverse impact on the reported financial position of the Bank or the
Group and accordingly may give rise to the occurrence of a Conversion Trigger Event in circumstances where such
Conversion Trigger Event may not otherwise have occurred, notwithstanding the adverse impact this will have for
Holders.

Furthermore, any change in the laws or regulations of Iceland or any change in the application or official
interpretation thereof may in certain circumstances result in the Bank having the option to redeem the Notes in
whole but not in part (see “The Notes may be redeemed at the option of the Bank in certain circumstances” below).
In any such case, the Notes would cease to be outstanding, which could materially and adversely affect investors
and frustrate investment strategies and goals.

Such legislative and regulatory uncertainty could affect an investor’s ability to value the Notes accurately and
therefore affect the market price of the Notes given the extent and impact on the Notes of one or more regulatory or
legislative changes.

Following the occurrence of a Conversion Trigger Event, the Holders will lose all of their claims for payment
under the Notes and receive Conversion Shares instead (which are more deeply subordinated than the Notes)
and/or, in the case of a Capital Adequacy Conversion, may receive instead the cash proceeds of the Settlement
Shares Offer to which that Holder is entitled, after deduction of the Settlement Shares Offer Expenses

Following the occurrence of a Conversion Trigger Event, the Holders will lose all of their claims for payment under
the Notes and receive Conversion Shares instead (which are more deeply subordinated than the Notes) and/or, in the
case of a Capital Adequacy Conversion in respect of which the Bank has elected in its sole and absolute discretion
that a Settlement Shares Offer should be made to some or all of the Bank’s Shareholders at that time, net cash
proceeds of such Settlement Shares Offer to which the Holders are entitled, after deduction of the Settlement Shares
Offer Expenses. The number and/or value of the Conversion Shares received by Holders following a Conversion
may be less than Holders may have expected. In addition, Holders may not receive Conversion Shares if they fail to
submit a duly completed Delivery Notice in the manner or within the prescribed period set out in the Conditions.

The Notes are being issued for regulatory capital adequacy purposes with the intention and purpose of being
eligible as Additional Tier 1 Capital of the Bank and the Group. Such eligibility depends upon a number of
conditions being satisfied, which are reflected in the Conditions. One of these relates to the ability of the Notes and
the proceeds of their issue to be available to absorb any losses of the Bank or the Group. Accordingly, following the
occurrence of a Conversion Trigger Event, (i) the Notes will be converted into Conversion Shares, (ii) the
Outstanding Principal Amount of the Notes will be permanently reduced to zero and, accordingly, shall equal zero
at all times thereafter, (iii) any accrued and unpaid interest in respect of the Notes shall be cancelled automatically
and no further interest shall accrue or be due and payable on the Notes at any time thereafter, and (iv) the Holders
will no longer have any rights or claim against the Bank with respect to the payment of any principal, interest or
other amount on or in respect of the Notes, which obligations and liabilities of the Bank shall irrevocably and
automatically be released (except as provided in Condition 2(a)(ii)) and (iv) unless otherwise determined by the
Relevant Resolution Authority and subject to the last paragraph of Condition 6(h) below, the Bank’s only remaining
obligation under the Notes shall be an obligation to deliver Conversion Shares to the Settlement Shares Depositary
on behalf of the Holders.

Once a Note has been converted into Conversion Shares, the Outstanding Principal Amount of such Note will not
be restored in any circumstances (including where the relevant Conversion Trigger Event ceases to continue), no
further interest will accrue or be payable on such Note at any time thereafter and the Holders shall have no recourse
to the Bank for any further payment in respect of the Notes (but without prejudice to the Bank’s obligation to
deliver the relevant number of Conversion Shares to the Settlement Shares Depositary).

If a Conversion Trigger Event (and consequent Conversion) occurs, Holders will only have claims under their
Conversion Shares, and such claims in the Winding-Up (in Icelandic: slitamedferd) of the Bank are the most junior-
ranking of all claims. Claims in respect of Conversion Shares are not for a fixed principal amount, but rather are
limited to a share of the surplus assets (if any) remaining following payment of all amounts due in respect of the
liabilities of the Bank.
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Further, the Conditions provide that a Holder, Settlement Shares Offer Agent or Selling Agent must pay (in the case
of the Settlement Shares Offer Agent or the Selling Agent by means of deduction from the net proceeds of sale
referred to in Conditions 6(h) below and 6(i) below) any taxes and capital, stamp, issue and registration and transfer
taxes or duties arising on Conversion and such Holder, Settlement Shares Offer Agent or the Selling Agent (as the
case may be) must pay (in the case of the Settlement Shares Offer Agent or the Selling Agent, by way of deduction
from the net proceeds of sale as aforesaid) all, if any, taxes arising by reference to any disposal or deemed disposal
of a Note, Conversion Share or interest therein.

If a Holder fails to deliver a duly completed Delivery Notice to a Paying and Conversion Agent in the manner and
within the prescribed timeframe specified in the Conditions then, subject to the making of a Settlement Shares
Offer, the Bank may in its sole and absolute discretion (and the relevant Holders of such Notes shall be deemed to
agree thereto) elect to appoint a Selling Agent to procure that all Conversion Shares held by the Settlement Shares
Depositary in respect of which no duly completed Delivery Notice has been delivered shall be sold by the Selling
Agent as soon as reasonably practicable. The net proceeds of any such sale of Conversion Shares shall then, subject
to the deduction of certain amounts including in respect of taxes, fees or costs as described in Condition 6(h) below,
be distributed rateably by the Settlement Shares Depositary to the relevant Holders. There is therefore a risk that
Holders will not receive Conversion Shares following the occurrence of a Conversion Trigger Event.

Any Conversion Trigger Event will likely be accompanied by a prior deterioration in the market price of the
Ordinary Shares, which may be expected to continue after announcement of the relevant Conversion Trigger Event.
Therefore, in the event of the occurrence of a Conversion Trigger Event, the Current Market Price of an Ordinary
Share may be below the Floor Price, and investors could receive Conversion Shares at a time when the market price
of the Conversion Shares is considerably less than the Conversion Price. In such circumstances, Holders may
receive a smaller number of Conversion Shares than expected by the Holders. In addition, there may be a delay in a
Holder receiving its Conversion Shares following a Conversion, during which time the market price of the Ordinary
Shares may fall further. As a result, the value of the Conversion Shares received following a Conversion could be
substantially lower than the price paid for the Notes at the time of their purchase.

Also, because the Notes are denominated in a currency other than ISK and any Conversion Shares will be
denominated in ISK, fluctuations in the exchange rates between these two currencies may adversely affect the
number of Conversion Shares delivered to a Holder as a result of a Conversion.

Holders may lose a right to dividends, distributions, voting or other rights emanating from the Conversion Shares
in the event of Winding-Up (in Icelandic: slitamedferd) of the Bank prior to the registration in the Bank’s share
register of such Conversion Shares

In the event of the Winding-Up (in Icelandic: slitamedferd) of the Bank after the Conversion Date but before the
Conversion Shares have been registered in the Bank’s share register, the Conversion Shares may not be registered at
all or may only be registered if the liquidator or the administrator in the winding-up (in Icelandic: slitamedferd) (if
and when appointed) so agrees. The Conversion Shares will carry a right to dividends, distributions, voting and
other rights having a record date that occurs on or after the Registration Date. If the Conversion Shares are not
registered in the Bank’s share register, the Holders will not have the benefit of any dividends, distributions, voting
or other rights in relation to the share capital of the Bank emanating from the Conversion Shares which are
contingent upon such registration.

The circumstances that may give rise to a Conversion Trigger Event are unpredictable

The occurrence of a Conversion Trigger Event is inherently unpredictable and depends on a number of factors,
many of which are outside of the Bank’s control (and such occurrence may also be determined by the FME (or any
agent appointed by the FME for the purpose of making such determination)). For example, the occurrence of one or
more of the risks described in these Risk Factors, or the deterioration of the circumstances described therein, will
substantially increase the likelihood of the occurrence of the Conversion Trigger Event. Furthermore, the
occurrence of the Conversion Trigger Event depends, in part, on the calculation of the CET1 Ratios, which can be
affected, among other things, by the growth of the business and future earnings of the Bank and/or the Group, as
applicable; expected payments by the Bank and/or the Group, as applicable, in respect of dividends and
distributions and other equivalent payments in respect of instruments ranking junior to the Notes as well as other
Additional Tier 1 Instruments; regulatory changes (including possible changes in accounting rules, regulatory
capital definitions, calculations and risk weighted assets) and the Bank’s ability to actively manage the risk
weighted assets of the Bank and the Group. The usual reporting cycle of the Bank is for the CET1 Ratios of the
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Bank and the Group to be reported on a quarterly basis in conjunction with its interim financial reporting, which
may mean investors are given limited warning of any significant deterioration in those CET1 Ratios. In addition,
since the FME may require the Bank to calculate the CET1 Ratios at any time and may itself determine (or appoint
an agent for the purpose of making such determination) the occurrence of a Conversion Trigger Event, the
Conversion Trigger Event could occur at any time.

Due to the inherent uncertainty in advance of any determination of a Conversion Trigger Event regarding whether
any such Conversion Trigger Event may exist, it will be difficult to predict when, if at all, a Conversion may occur.
Accordingly, trading behaviour in respect of the Notes is not necessarily expected to follow trading behaviour
associated with other types of interest-bearing securities. Any actual or perceived indication that the Bank and/or
the Group, as applicable, is trending towards the Conversion Trigger Event can be expected to have an adverse
effect on the market price of the Notes. Under such circumstances, investors may not be able to sell their Notes
easily or at prices comparable to other similar yielding instruments.

Holders will bear the risk of fluctuations in the price of the Ordinary Shares and/or movements in the CET1 Ratio
that could give rise to the occurrence of a Conversion Trigger Event

The market price of the Notes is expected to be affected by fluctuations in the market price of the Ordinary Shares,
in particular if at any time there is a significant deterioration in the CET1 Ratio of the Bank or the Group. It is
impossible to predict whether the price of the Ordinary Shares will rise or fall. Market prices of the Ordinary Shares
will be influenced by, among other things, the financial position of the Bank and the Group, their results of
operations and by political, economic, financial and other factors. Any decline in the market price of the Ordinary
Shares or any actual or perceived indication that the CET1 Ratio of the Bank or the Group is trending towards the
occurrence of a Conversion Trigger Event may have an adverse effect on the market price of the Notes. The level of
the CET1 Ratio of the Bank or the Group may also significantly affect the market price of the Notes and/or the
Ordinary Shares.

The Bank will have no obligation to consider the interests of the Noteholders in connection with the strategic
decisions of the Group, including in respect of capital management. Noteholders will not have any claim against the
Bank or any other member of the Group relating to decisions that affect the business and operations of the Group,
including its capital position, regardless of whether they result in the occurrence of a Conversion Trigger Event.
Such decisions could cause Noteholders to lose all or part of the value of their investment in the Notes.

The value of the Notes may decline because Holders do not have anti-dilution protection in all circumstances. In
particular, the occurrence of corporate actions or events in respect of which no adjustment to the Floor Price is
made may adversely affect the value of the Notes

The number of Conversion Shares which are to be issued and delivered in respect of each Note on a Conversion
shall be determined by dividing the Outstanding Principal Amount of such Note immediately prior to the
Conversion Date by the prevailing Conversion Price rounded down, if necessary, to the nearest whole number of
Conversion Shares.

In respect of any Conversion Date occurring prior to the QTE Effective Date in respect of a Qualifying Takeover
Event, the Conversion Price will be, if the Ordinary Shares are:

(@)  then admitted to trading on a Relevant Stock Exchange, the highest of:

() the Current Market Price of an Ordinary Share, translated into U.S. dollars at the Prevailing
Exchange Rate;

(i) the Floor Price; and

(iii)  the par value of an Ordinary Share (being ISK 1.00 on the Issue Date), translated into U.S. dollars at
the Prevailing Exchange Rate,

in each case on the Conversion Date; or
(b)  not then admitted to trading on a Relevant Stock Exchange, the higher of (a)(ii) and (iii) above;

The Floor Price will be adjusted upon the occurrence of certain corporate actions, as specified in Condition 6(1)
below. However, save as specified in Condition 6(I) below, there is no requirement that there should be an
adjustment of the Floor Price for any other corporate actions or events that may affect the market price of the
Conversion Shares.
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Accordingly, the occurrence of corporate actions or events in respect of which no adjustment to the Floor Price is
made may adversely affect the value of the Notes.

Perpetual Notes

The Bank is under no obligation to redeem the Notes at any time and the Holders have no right to call for their
redemption. The only circumstances in which Holders may claim payment in respect of the Notes is in the
Winding-Up (in Icelandic: slitamedferd) of the Bank (see “There are no events of default” below).

The Notes may be redeemed at the option of the Bank in certain circumstances

The Bank may redeem all Notes at their Outstanding Principal Amount, together with accrued interest (if any)
thereon (excluding any interest which has been cancelled) on any day falling in the period commencing on (and
including) 26 February 2025 and ending on (and including) 25 August 2025 or on the First Reset Date or on any
Interest Payment Date thereafter if permitted at the relevant time by the Applicable Banking Regulations and it has
been granted the permission of the FME (if such permission is then required under the Applicable Banking
Regulations).

The Bank may also redeem all Notes at their Outstanding Principal Amount, together with accrued interest (if any)
thereon (excluding any interest which has been cancelled) if there is a Capital Disqualification Event, a
Withholding Tax Event or a Tax Deductibility Event, in each case if permitted at the relevant time by the
Applicable Banking Regulations and it has been granted the permission of the FME (if such permission is then
required under the Applicable Banking Regulations).

The Bank may only redeem the Notes following the occurrence of a Withholding Tax Event, a Tax Deductibility
Event or a Capital Disqualification Event before the fifth anniversary of the Issue Date if the following conditions
are also met (if and to the extent required under Applicable Banking Regulations):

(M in the case of redemption due to the occurrence of a Withholding Tax Event or a Tax Deductibility Event,
the Bank demonstrates to the satisfaction of the FME that the relevant event is material and was not
reasonably foreseeable as at the Issue Date; or

(i) in the case of redemption due to the occurrence of a Capital Disqualification Event, the Bank demonstrates
to the satisfaction of the FME that the Capital Disqualification Event was not reasonably foreseeable as at
the Issue Date.

The conditions in (i) and (ii) above to any redemption of the Notes upon the occurrence of a Withholding Tax
Event, a Tax Deductibility Event or a Capital Disqualification Event only apply to any such redemption of the
Notes before the fifth anniversary of the Issue Date and the Bank may exercise its option to redeem the Notes in
such circumstances on or at any time after the fifth anniversary of the Issue Date (including as a result of a
Withholding Tax Event, a Tax Deductibility Event or a Capital Disqualification Event that occurred before the fifth
anniversary of the Issue Date) without complying with these conditions.

It is not possible to predict whether or not any change in the laws or regulations of Iceland or the application or
official interpretation thereof, or any of the other events referred to above, will occur and so lead to the
circumstances in which the Bank is able to elect to redeem the Notes, and if so whether or not the Bank will elect to
exercise such option to redeem the Notes. Any decision by the Bank to exercise any option to redeem the Notes will
involve consideration at the relevant time of, among other things, the economic impact of such redemption, the
capital requirements of the Bank and/or the Group, prevailing market conditions and regulatory developments. It
will also require the approval of the FME, if and to the extent required by Applicable Banking Regulations.

As at the date of this Information Memorandum, the Bank cannot claim a deduction in computing its taxation
liabilities in Iceland in respect of any payment of interest to be made on the Notes. However, a bill was presented
to the Icelandic Parliament in the third quarter of 2019 to amend various laws on taxes and charges (withholding,
taxation etc.) (Doc. No. 626, Case No. 450) with the intention that payments of interest under securities such as the
Notes would be deductible from income tax. The initial wording of the bill is, however, in the opinion of the Bank
not sufficiently clear on the issue of deductibility of the Notes. The final wording of the bill is currently under
review by the tax committee of the Icelandic Parliament.

There can also be no assurances that, in the event of any such early redemption, Holders will be able to reinvest the
proceeds at a rate that is equal to the return on the Notes. In the case of any early redemption of the Notes at the
option of the Bank on or at any time after the fifth anniversary of the Issue Date, the Bank may be expected to
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exercise this option when its funding costs are lower than the rate at which interest is then payable in respect of the
Notes. In these circumstances, the rate at which Holders are able to reinvest the proceeds of such redemption is
unlikely to be as high as, and may be significantly lower than, that rate of interest.

In addition, the redemption feature of the Notes is likely to limit their market value. During any period when the
Bank has the right to elect to redeem the Notes (or where there is an actual or perceived increase in the likelihood
that the Bank has such right), the market value of the Notes is unlikely to rise substantially above the price at which
they can be redeemed. This may also be true prior to such period.

Holders of the Notes only have a limited ability to realise their investment in the Notes

The Bank may have the option to redeem the Notes in certain circumstances but the ability of the Bank to redeem or
purchase the Notes is subject to the Bank satisfying certain conditions. See “The Notes may be redeemed at the
option of the Bank in certain circumstances” above and Condition 7 below. There can be no assurance that such
conditions will be satisfied by the Bank at the relevant time or that, if redemption or purchase does occur, Holders
will be able to reinvest the amount received upon any such redemption or purchase and at a rate that will provide
the same rate of return as their investment in the Notes.

Therefore, Holders have no ability to realise their investment, except:
Q) if the Bank exercises its rights to redeem or purchase the Notes in accordance with Condition 7 below; or

(if)  through the sale of their Notes, which sale will be subject to the existence of a secondary market for the
Notes at the relevant time (see “Risks related to the market generally — An active secondary market in
respect of the Notes may never be established or may be illiquid and this would adversely affect the value at
which an investor could sell his Notes” in the Base Prospectus).

Payments of interest on the Notes are discretionary and subject to the fulfilment of certain conditions

The Notes accrue interest as further described in Condition 4 below, but the Bank may elect, in its sole and absolute
discretion, to cancel any payment of interest that is otherwise scheduled to be paid on an Interest Payment Date in
whole or in part at any time and for any reason, as described in Condition 5(a) below. The Bank shall not make an
interest payment on the Notes on any Interest Payment Date (and such interest payment shall therefore be deemed
to have been cancelled and thus shall not be due and payable on such Interest Payment Date) (i) if the Bank has an
amount of Distributable Items (as defined in Condition 21 below) on such Interest Payment Date that is less than
the sum of all distributions or interest payments on all other own funds instruments of the Bank paid and/or required
and/or scheduled to be paid in the then current financial year (excluding any such interest payments or distributions
which (x) are not required to be made out of Distributable Items or (y) have already been provided for, by way of
deduction, in the calculation of Distributable Items); or (ii) if and to the extent that such payment would cause a
breach of any binding regulatory restriction or prohibition on payments on Additional Tier 1 Instruments pursuant
to Applicable Banking Regulations (including, without limitation, any such restriction or prohibition relating to any
Maximum Distributable Amount applicable to the Bank and/or the Group), in each case, as described in Condition
5(b) below.

Furthermore, interest will only be due and payable if the Solvency Condition is satisfied, as described in Condition
3(c) below.

It is the current intention of the Bank’s board of directors that, whenever exercising its discretion to declare
dividends in respect of its Ordinary Shares, or its discretion to cancel interest on the Notes or any other Additional
Tier 1 Instruments of the Bank, the board will take into account the relative ranking of these instruments in the
Bank’s capital structure. However, the board may at any time depart from this approach at its sole discretion.

See “CRD IV introduces capital requirements that are in addition to the minimum capital ratio. These additional
capital requirements will restrict the Bank from making some payments in certain circumstances, which may
include payments of interest on the Notes and result in the cancellation of such payments” below.

There can, therefore, be no assurances that a Holder will receive payments of interest in respect of the Notes.
Unpaid interest is hot cumulative or payable at any time thereafter and, accordingly, if any interest payment (or part
thereof) is not made in respect of the Notes as a result of any requirement for, or election of, the Bank to cancel
such interest payment then the right of the Holders to receive the relevant interest payment (or part thereof) in
respect of the relevant Interest Period will be extinguished and the Bank will have no obligation to pay such interest
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(or part thereof) or to pay any interest thereon, whether or not interest on the Notes is paid in respect of any future
Interest Period.

Any interest cancelled or deemed to have been cancelled (in each case, in whole or in part) in such circumstances
shall not be due and shall not accumulate or be payable at any time thereafter nor constitute a default by the Bank
for any purpose nor constitute the occurrence of any event related to the insolvency of the Bank nor entitle the
holders to take any action as a result thereof nor in any way limit or restrict the Bank from making any payment of
interest or equivalent payment or distribution in connection with any instrument ranking junior to the Notes
(including, without limitation, any CET1 Capital of the Bank or the Group) or in respect of any other Additional
Tier 1 Instrument, and Holders shall have no rights thereto or to receive any additional interest or compensation as a
result of such cancellation or deemed cancellation. The Bank may use such cancelled payments without restriction
to meet its obligations as they fall due.

Furthermore, upon the occurrence of a Conversion Trigger Event, any accrued and unpaid interest on the Notes will
be cancelled.

CRD 1V introduces capital requirements that are in addition to the minimum capital ratio. These additional capital
requirements will restrict the Bank from making some payments in certain circumstances, which may include
payments of interest on the Notes and result in the cancellation of such payments

Under CRD 1V, institutions are required to hold a minimum amount of regulatory capital of 8 per cent. of risk
weighted assets. In addition to these so-called “own funds” requirements under CRD 1V, supervisory authorities
may impose additional capital requirements to cover other risks (thereby increasing the regulatory minimum
required under CRD 1V), which could include further capital requirements. The Bank may also decide to hold
additional capital. See “Factors that may affect the Bank’s ability to fulfil its obligations under Notes issued under
the Programme — There are regulatory, compliance and legal risks inherent in the Banks businesses” and “-
Application of CRD IV (and the CRD V Directive when implemented) could adversely affect the Bank’s results” in
the Base Prospectus.

CRD 1V further introduces capital buffer requirements that are in addition to the minimum capital requirement and
are required to be satisfied with common equity tier 1 capital. It introduces five new capital buffers: (i) the capital
conservation buffer, (ii) the institution-specific countercyclical buffer, (iii) the global systemically important
institutions buffer, (iv) the other systemically important institutions buffer and (v) the systemic risk buffer. Some or
all of these buffers may be applicable to the Bank and/or the Group as determined by the FME.

Under Article 141 of the CRD Directive, Member States of the European Union must require that institutions that
fail to meet the “combined buffer requirement” (which, as implemented in Iceland, involves for the Bank the
combination of the capital conservation buffer, the institution-specific counter-cyclical buffer and the systemic risk
buffer) will be subject to restricted “discretionary payments” (which are defined broadly by CRD IV as payments
relating to CET1 Capital, variable remuneration and payments on Additional Tier 1 Instruments such as the Notes).

Where any such restrictions are to apply they will be scaled according to the extent of the breach of the “combined
buffer requirement” and calculated as a percentage of the profits of the institution since the last distribution of
profits or “discretionary payment”. Such calculation will result in a “Maximum Distributable Amount” in each
relevant period. As an example, the scaling is such that in the bottom quartile of the “combined buffer
requirement”, no “discretionary distributions” will be permitted to be paid. As a consequence, in the event of breach
of the combined buffer requirement (including where additional capital requirements are imposed by the FME that
have the result of increasing the regulatory minimum required under CRD IV) it may be necessary to reduce
discretionary payments, including the potential exercise by the Bank of its discretion to cancel (in whole or in part)
interest payments in respect of the Notes. In addition, any actual or perceived breach of the “combined buffer
requirement” can be expected to have an adverse effect on the market price of the Notes.

The CRD IV Directive has been partly implemented in Iceland in four phases. The first phase was implemented
through Act No. 57/2015 which implemented four out of the five capital buffers mentioned above, excluding the
global systemically important institutions buffer. The second phase was implemented through Act No. 96/2016
which mainly addresses definitions, authorisations, capital contribution, leverage ratio, supervisory review and
evaluation and capital. The third phase was implemented through Act No. 61/2017 which mainly addressed
supplementary supervision with regard to financial conglomerates. The fourth phase was implemented through Act
No. 8/2019 and addressed board members and auditors.
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Any failure by the Bank and/or the Group to comply with its MREL requirement could result, among other things,
in the imposition of restrictions or prohibitions on discretionary payments by the Bank, including interest payments
on the Notes

Directive 2019/878/EU of the European Parliament and of the European Council of 20 May 2019 (the “CRD V
Directive™) and Regulation EU) No. 2019/876 of the European Parliament and of the Council of 20 May 2019 (the
“CRR 11”) provide for extensive changes to the EU regulatory framework, including the MREL requirement. The
Bank does not currently have information on the preparations or timing for the implementation of the CRD V
Directive and CRR II in Iceland. Upon such implementation, the applicable combined buffer requirements will be
positioned above the relevant MREL requirement, and this may result in an increased risk of a breach of the
combined buffer requirement and the resulting imposition of restrictions or prohibitions on discretionary payments
by the Bank, including interest payments on the Notes (subject to a potential six month grace period in certain
circumstances).

Holders will have to submit a duly completed Delivery Notice in order to receive delivery of the Conversion Shares
and they (or their nominee, custodian or other representative) will have to have an account with Nasdaq CSD
Iceland in order to receive the Conversion Shares. In the case of a Capital Adequacy Conversion, delivery of
Conversion Shares to a Holder and/or payment of the cash proceeds of any Settlement Shares Offer (after
deduction of the Settlement Shares Offer Expenses) may be further delayed by any Settlement Shares Offer.

In order to obtain delivery of the Conversion Shares, a Holder must deliver a duly completed Delivery Notice (and
the relevant Notes) to the Settlement Shares Depositary in accordance with the standard procedures of Euroclear
and Clearstream, Luxembourg or (if the Notes are in definitive form) to a Paying and Conversion Agent. The
Delivery Notice must contain certain information, including the Holder’s Nasdag CSD Iceland account details.
Accordingly, Holders (or their nominee, custodian or other representative) will have to have an account with
Nasdaq CSD Iceland in order to receive the Conversion Shares. In the case of any Holder which fails to deliver a
duly completed Delivery Notice, together with the relevant Notes held by it, the relevant Conversion Shares shall,
(in the case of a Capital Adequacy Conversion) subject to a Settlement Shares Offer, continue to be held by the
Settlement Shares Depositary on behalf of such Holder until such Holder delivers a duly completed Delivery
Notice, together with its relevant Notes, to a Paying and Conversion Agent as provided in the Conditions or the sale
of such Conversion Shares by a Selling Agent also as provided in the Conditions. The Bank shall have no liability
to any Holder for any loss resulting from such Holder not receiving any Conversion Shares (or, in the case of a
Capital Adequacy Conversion in respect of which the Bank has elected in its sole and absolute discretion that a
Settlement Shares Offer should be made to some or all of the Bank’s Shareholders at that time, cash proceeds) or
from any delay in the receipt thereof, in each case as a result of such Holder failing to submit a valid Delivery
Notice on a timely basis or at all.

In the case of a Capital Adequacy Conversion, if the Bank in its discretion so elects, prior to any delivery of
Conversion Shares to a Holder there will first be a Settlement Shares Offer, which may not be completed for a
period of up to 40 Business Days from the Business Day immediately following the Conversion Date, resulting in
further delays in the delivery of Conversion Shares to a Holder and/or payment of the cash proceeds of such
Settlement Shares Offer to which that Holder is entitled, after deduction of the Settlement Shares Offer Expenses. A
Settlement Shares Offer may also result in a Holder receiving, wholly or partly in place of such Conversion Shares,
payment of such cash proceeds.

Receipt by the Settlement Shares Depositary of the Conversion Shares shall irrevocably discharge and satisfy the
Bank’s obligations in respect of the Notes

The Bank will deliver the Conversion Shares to the Settlement Shares Depositary on the Registration Date. Receipt
of the Conversion Shares by the Settlement Shares Depositary shall discharge the Bank’s obligations in respect of
the Notes. With effect on and from the delivery of any such Conversion Shares to the Settlement Shares
Depositary, a Holder shall have recourse only to the Settlement Shares Depositary for the delivery of the relevant
Conversion Shares to be delivered in respect of its Note(s) or, in the circumstances described in the Conditions, any
cash amounts to which that Holder is entitled under the Conditions, as the case may be.

In addition, the Bank has not yet appointed a Settlement Shares Depositary and the Bank may not be able to appoint
a Settlement Shares Depositary if a Conversion occurs. In such a scenario, the Bank would inform Holders of any
alternative arrangements in connection with the issuance and/or delivery of the Conversion Shares, and such
arrangements may be disadvantageous to, and more restrictive on, the Holders. For example, such arrangements
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may involve Holders having to wait longer to receive their Conversion Shares than would be the case under the
arrangements expected to be entered into with a Settlement Shares Depositary. An issue of the Conversion Shares
by the Bank to the relevant recipient in accordance with these alternative arrangements shall constitute a complete
and irrevocable release of all of the Bank’s obligations in respect of the Notes.

Holders may, in certain circumstances, be obliged to make a takeover bid upon the occurrence of a Conversion
Trigger Event if they take delivery of Conversion Shares

Upon the occurrence of a Conversion Trigger Event, a Holder receiving Conversion Shares may have to make a
takeover bid addressed to all the Shareholders of the Bank pursuant to Act No. 108/2007 on Securities Transactions,
as amended (the “Securities Transactions Act”) implementing Directive 2004/25/EC of the European Parliament
and of the Council if its aggregate holding of voting rights in the Bank (or its voting rights aggregated with those of
its related parties) represent at least 30 per cent. of all the voting rights in the Bank.

If a Takeover Event occurs, the Notes may be convertible into shares of an entity other than the Bank or the
Outstanding Principal Amount of the Notes may be subject to a write-down upon a Conversion Trigger Event.

If a Qualifying Takeover Event occurs, then following a Conversion Trigger Event, the Notes shall become
convertible into the Approved Entity Shares of the Acquirer at a Conversion Price determined pursuant to paragraph
(b) of the definition of “Conversion Price” as set out in Condition 21 below and subject to a Floor Price as further
detailed in Condition 6(m) below. There can be no assurance as to the nature of any such Acquirer, or of the risks
associated with becoming an actual or potential shareholder in such Acquirer and, accordingly, a Qualifying
Takeover Event may have an adverse effect on the value of the Notes.

In the case of a Non-Qualifying Takeover Event, the Notes will not be subject to Conversion unless the Conversion
Date occurs prior to the occurrence of the Non-Qualifying Takeover Event. If a Conversion Date occurs following
the Non-Qualifying Takeover Event, the full Outstanding Principal Amount of each Note will be automatically and
immediately written down to zero and the Notes will be cancelled in their entirety. Noteholders will be
automatically deemed to have irrevocably waived their right to receive, and no longer have any rights against the
Bank with respect to, repayment of the aggregate principal amount of the Notes so written down and all accrued but
unpaid interest and any other amounts payable on the Notes will be cancelled. There can be no assurance that a
Takeover Event will not be a Non-Qualifying Takeover Event, in which case investors may lose their investment in
the Notes.

In addition, the Bank has considerable discretion in determining whether a Qualifying Takeover Event has
occurred. A Qualifying Takeover Event requires the New Conversion Condition to be satisfied. For the New
Conversion Condition to be satisfied, among other requirements, the Bank must determine, in its sole and absolute
discretion, that the arrangements to deliver Approved Entity Shares following a Conversion are in place and that
such arrangements are in the best interests of the Bank and its shareholders taken as a whole having regard to the
interests of its stakeholders (including, but not limited to, the Holders) and are consistent with applicable law and
regulation (including, but not limited to, the guidance of any applicable regulatory body). Therefore, the Bank may
consider factors other than the interests of Holders in determining whether the New Conversion Condition is
satisfied.

Further, a Takeover Event shall occur only where the right to cast more than 50 per cent. of the votes which may
ordinarily be cast on a poll at a general meeting of the Bank has or will become unconditionally vested in an
Acquirer (together with any associate). There can be no assurance that the acquisition by an Acquirer of the right to
cast 50 per cent. or less of the votes which may ordinarily be cast on a poll at a general meeting of the Bank will not
have an adverse effect on the value of the Notes.

Holders who receive Conversion Shares upon the occurrence of a Conversion Trigger Event may be subject to
disclosure obligations and/or may need approval by the Bank’s regulators and other authorities

As the Notes are convertible into Conversion Shares in certain circumstances, an investment in the Notes may result
in a Holder, upon Conversion of its Notes into Conversion Shares, having to comply with certain disclosure and/or
approval requirements pursuant to the Securities Transactions Act and other laws and regulations. Non-compliance
with such disclosure and/or approval requirements may lead to the incurrence by the Holder of substantial fines,
imprisonment of up to two years and/or suspension of voting rights associated with the Conversion Shares and/or a
refusal on the part of the FME to provide the relevant approval in respect of the acquisition of the Ordinary Shares
by the Holder.
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Holders who receive Conversion Shares may be subject to compulsory acquisition proceedings in relation to their
Conversion Shares

Pursuant to the Securities Transactions Act, a Shareholder that directly or indirectly holds more than 90 per cent. of
the shares of the Bank is entitled to acquire the other Shareholders’ shares and each minority Shareholder is entitled
to require such majority Shareholder to acquire its shares. If an agreement on the purchase price cannot be reached
between the parties, the purchase price shall be determined by two court appraisers. A Shareholder or a holder of a
convertible or a warrant who does not participate in the arbitration will be represented by a trustee appointed by the
FME.

Notes are not aggregated for the purposes of determining the number of Conversion Shares to be issued in respect
of a Holder’s holding in the Notes

If one or more Delivery Notices and relevant Notes are delivered by a Holder to the Settlement Shares Depositary
(as provided in Condition 6(h) below) such that any Conversion Shares to be issued and delivered to such Holder
following a Conversion are to be registered in the same name, the number of Conversion Shares to be issued and
delivered in respect thereof shall be calculated on the basis of individual Notes and not on the basis of the aggregate
Outstanding Principal Amount of such Notes to be converted.

The number of Conversion Shares to be issued in respect of each Note shall be determined in accordance with the
calculation in Condition 6(f) below and such calculation shall be rounded down, if necessary, to the nearest whole
number of Conversion Shares. Fractions of Conversion Shares will not be issued following a Conversion and no
cash payment will be made in lieu thereof. There is therefore a risk that a Holder submitting more than one Delivery
Notice may receive fewer Conversion Shares than it would otherwise have received had its holding in the Notes
been aggregated (where the aggregate principal amount of a Holder’s Notes would have qualified such Holder for
additional Conversion Shares when calculated in accordance with Condition 6(f) below).

Substitution and variation of the Notes without Holder consent

Subject to Condition 7(h) below, if a Withholding Tax Event, a Tax Deductibility Event or a Capital
Disqualification Event occurs, the Bank may, instead of redeeming the Notes, and without the consent or approval
of the Holders, at any time either substitute the Notes or vary their terms accordingly, provided that they remain or,
as appropriate, so that they become, Qualifying Securities. Qualifying Securities are, among other things, notes that
have terms not materially less favourable to a Holder, as reasonably determined by the Bank, than the terms of the
Notes. See Condition 7(h) below.

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

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

There are no events of default

Holders have no ability to require the Bank to redeem their Notes. The terms of the Notes do not, therefore, provide
for any events of default. The Bank is entitled to cancel the payment of any interest payments in whole or in part at
any time and as further contemplated in Condition 5 below (see “Payments of interest on the Notes are
discretionary and subject to the fulfilment of certain conditions” above) and such cancellation will not constitute
any event of default or similar event or entitle Holders to take any related action against the Bank.

Notwithstanding that the Notes are perpetual securities and have no fixed date for redemption, Holders may prove
or claim payment under the laws of Iceland and as further provided in Condition 9 below in the Winding-Up (in
Icelandic: slitamedferd) of the Bank in respect of the then Outstanding Principal Amount of the Notes together with
any accrued and unpaid interest on the Notes that has not been cancelled, and such claims shall be subordinated as
described in Condition 3(a) below. However, these are the only circumstances in which any such claim for payment
may be made by Holders.

23



If the Bank exercised its right to redeem or purchase the Notes in accordance with Condition 7 below but failed to
make payment of the relevant outstanding principal amount to redeem the Notes when due, such failure would not
constitute an event of default but may entitle Holders to bring a claim for breach of contract against the Bank,
which, if successful, could result in damages. Following any such failure to pay amounts in respect of the Notes
when due, Holders may also take any steps available to them to institute winding-up proceedings for the Bank but
may only otherwise claim payment in respect of the Notes in the Winding-Up (in Icelandic: slitamedferd) of the
Bank.

There is no restriction on the amount or type of further securities or indebtedness which the Bank may issue or
incur

There is no restriction on the amount or type of further securities or indebtedness which the Bank may issue or incur
which ranks senior to, or pari passu with, the Notes. The incurrence of any such further indebtedness may reduce
the amount recoverable by Holders on a liquidation, dissolution or winding-up of the Bank in respect of the Notes
and may limit the ability of the Bank to meet its obligations in respect of the Notes, and result in a Holder losing all
or some of its investment in the Notes. In addition, the Notes do not contain any restriction on the Bank issuing
securities ranking pari passu with the Notes and having similar or preferential terms to the Notes.

Risks related to the Notes generally
Set out below is a brief description of certain risks relating to the Notes generally:
The Conditions contain provisions which may permit their modification without the consent of all investors

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

The Conditions also provide that the Fiscal Agent and the Bank may, without the consent of Holders, agree to any
modification of the Notes which is (1) not prejudicial, as determined by the Bank, to the interests of the Holders or
(2) is of a formal, minor or technical nature or is made to correct a manifest or proven error or to comply with
mandatory provisions of the law. See “Risks relating to the structure of the Notes — Substitution and variation of the
Notes without Holder consent”.

The interest rate on the Notes will reset on each Reset Date

The Notes will initially bear interest at the Initial Rate of Interest until (but excluding) the First Reset Date. On the
First Reset Date and each subsequent Reset Date thereafter, the interest rate will be reset to the sum of the Reset
Margin and the CMT Rate for such Reset Period on the relevant Reset Determination Date. The interest rate
following any Reset Date may be less than the Initial Rate of Interest and/or the interest rate that applies
immediately prior to such Reset Date, which could affect the amount of any interest payments under the Notes and
so the market value of the Notes. See Condition 4(a) below.

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

The Conditions of the Notes are based on English law or, where indicated, Icelandic law in effect as at the date of
this Information Memorandum. No assurance can be given as to the impact of any possible judicial decision or
change to English and/or Icelandic law or administrative practice after the date of this Information Memorandum
and any such change could materially adversely impact the value of any Notes affected by it.

The Notes are not investment grade and are subject to the risks associated with non-investment grade securities.

The Notes, upon issuance, will not be considered to be investment grade securities, and as such they will be subject
to a higher risk of price volatility than more highly rated securities. Furthermore, increases in leverage or
deteriorating outlooks for the Bank or volatile markets could lead to a significant deterioration in market prices of
below-investment grade rated securities such as the Notes.

The Bank’s gross-up obligation under the Notes is limited to payments of interest

The Banks’s obligation to pay Additional Amounts in respect of any withholding or deduction in respect of Iceland
taxes under the terms of the Notes applies only to payments of interest in respect of the Notes and not to payments
of principal. Accordingly, the Bank would not be required to pay any Additional Amounts under the terms of the
Notes to the extent any such withholding or deduction applied to payments of principal. In such circumstances,
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Noteholders may receive less than the full amount of principal due in respect of the Notes, and the market value of
the Notes may be adversely affected.

There may not be any trading market for the Notes

The Notes are a new issue of securities and have no established trading market. Although application will be made
to have the Notes admitted to listing on the Official List of the Luxembourg Stock Exchange and to trading on the
Euro MTF, there can be no assurance that an active trading market will develop. Even if an active trading market
does develop, it may not be liquid and may not continue. The liquidity and the market prices for the Notes can be
expected to vary with changes in market and economic conditions, the Bank’s financial condition and prospects and
other factors that generally influence the market prices of securities. If the secondary market for the Notes is
limited, there may be few buyers and this may reduce the relevant market price of the Notes.

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

Whilst the Notes will be issued in denominations of U.S.$200,000 and integral multiples of U.S.$1,000 in excess
thereof (each a “Specified Denomination”), it is possible that the Notes may be traded in amounts in excess of the
minimum Specified Denomination (being U.S.$200,000) that are not Specified Denominations or integral multiples
of the minimum Specified Denomination. In such a case an investor who, as a result of trading such amounts, holds
an amount which is less than the minimum Specified Denomination in his account with the relevant clearing system
would not be able to sell the remainder of such holding without first purchasing a principal amount of Notes at or in
excess of the minimum Specified Denomination such that its holding amounts to a Specified Denomination.
Further, an investor who, as a result of trading such amounts, holds an amount which is less than the minimum
Specified Denomination in his account with the relevant clearing system at the relevant time may not receive a
definitive Note in respect of such holding (should definitive Notes be printed in accordance with the terms set out in
the Global Note) and would need to purchase a principal amount of Notes at or in excess of the minimum Specified
Denomination such that its holding amounts to a Specified Denomination.

If the Global Note representing the Notes are exchanged for definitive Notes (in the circumstances described in the
Global Note), investors should be aware that definitive Notes which have a denomination that is not an integral
multiple of the minimum Specified Denomination may be illiquid and difficult to trade.

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

The Icelandic statutory exemption from withholding only applies to Notes registered with a securities depository in
an OECD state, EU state, an EFTA state or the Faroe Islands. If the Global Note representing the Notes are
exchanged for definitive Notes (in the circumstances described in the Global Note), investors should be aware that
the tax exemption may not be available. However, the Bank will be required to pay the necessary additional
amounts under Condition 10 below in such circumstances to cover any resulting amounts deducted or withheld.

Reliance on Euroclear and Clearstream, Luxembourg procedures

The Notes will be represented on issue by a Global Note and, except in the circumstances described in the Global
Note, investors will not be entitled to receive Notes in definitive form. Each of Euroclear and Clearstream,
Luxembourg and their respective direct and indirect participants will maintain records of the beneficial interests in
the Global Note held through it. While the Notes are represented by a Global Note, investors will be able to trade
their beneficial interests only through Euroclear and Clearstream, Luxembourg and their respective participants.

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

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

The terms of the Notes contain a waiver of set-off rights

The Conditions of the Notes provide that no holder of a Note may at any time exercise or claim any Set-Off Rights
(as defined in Condition 3(b) below) against any right, claim or liability of the Bank or that the Bank may have or
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acquire against such Holder, directly or indirectly and howsoever arising (and including all such rights, claims and
liabilities arising under or in relation to any and all agreements or other instruments of any kind or any non-
contractual obligation, whether or not relating to that Note).

The Conditions of the Notes provide that a Holder of a Note shall be deemed to have waived all Set-Off Rights to
the fullest extent permitted by applicable law in relation to all such actual and potential rights, claims and liabilities.
As a result, those Noteholders will not at any time be entitled to set-off the Bank’s obligations under the Notes
against obligations owed by them to the Bank.
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OVERVIEW OF THE NOTES

The following is an overview of certain information relating to the offering of the Notes, including the principal
provisions of the terms and conditions thereof. This overview is indicative only, does not purport to be complete
and is qualified in its entirety by the more detailed information appearing elsewhere in this Information
Memorandum. See, in particular, “Terms and Conditions of the Notes”.

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

Issuer: Arion Bank hf.
Legal Entity Identifier (LEI): RIL4VBPDBOM7Z3KXSF19
Risk Factors: There are certain factors that may affect the Bank's ability to

fulfil its obligations under the Notes. In addition, there are
certain factors which are material for the purpose of assessing
the market risks associated with the Notes. These are set out
under "Risk Factors" and include the fact that the Notes may
not be a suitable investment for all investors, certain risks
relating to the structure of the Notes and certain market risks.

Issue size: U.S.$100,000,000

Status: The Notes constitute direct, unsecured, unguaranteed and
subordinated obligations of the Bank. See Condition 3(a) below.

Solvency Condition: Except in a Winding-Up of the Bank and without prejudice to
Condition 6 below, all payments in respect of, or arising from
(including any damages awarded for breach of any obligations
under), the Notes are, in addition to the right or obligation of the
Bank to cancel payments of interest under Condition 5 below,
conditional upon the Bank being solvent at the time of payment
by the Bank and no principal, interest or any other amount shall
be or become due and payable in respect of, or arising from, the
Notes except to the extent that the Bank could make such
payment and still be solvent immediately thereafter.

Interest and Interest Payment Dates: The Notes will bear interest, payable in arrear on 26 February
and 26 August in each year, commencing on 26 August 2020 at
the relevant Rate of Interest.

The Rate of Interest will reset on the First Reset Date and on
each Reset Date thereafter. See Condition 4(a) below.

Interest cancellation: Interest on the Notes will be due and payable only at the sole
discretion of the Bank, and the Bank may elect, in its sole and
absolute discretion, to cancel any payment of interest that would
otherwise be payable on any Interest Payment Date in whole or
in part at any time and for any reason. The Bank will also be
obliged to cancel interest in certain circumstances. See
Condition 5 below.

Issuer call: The Bank may, subject to Condition 7(g) below, having given
not less than 15 days’ nor more than 30 days’ notice to the
Noteholders (which notice shall, save as provided in Condition
7(i) below, be irrevocable) in accordance with Condition 16
below, redeem all the Notes at their Outstanding Principal
Amount, together with accrued interest (if any) thereon
(excluding any interest which has been cancelled in accordance
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Redemption following Withholding Tax Event
or Tax Deductibility Event:

Redemption following Capital Disqualification
Event:

Capital Adequacy Conversion:

Non-Viability Conversion:

Conversion Price:

with the Conditions), on any day falling in the period
commencing on (and including) 26 February 2025 and ending
on (and including) 25 August 2025 or on the First Reset Date or
on any Interest Payment Date thereafter. See Condition 7(b)
below.

The Bank may, subject to Condition 7(g) below, having given
not less than 15 days’ nor more than 30 days’ notice to the
Noteholders (which notice shall, save as provided in Condition
7(i) below, be irrevocable) in accordance with Condition 16
below, redeem all the Notes at their Outstanding Principal
Amount, together with accrued interest (if any) thereon
(excluding any interest which has been cancelled in accordance
with the Conditions), on any date, if either (i) a Withholding
Tax Event or (ii) a Tax Deductibility Event has occurred and
cannot be avoided by the Bank taking reasonable measures
available to it. See Condition 7(c) below.

The Bank may, subject to Condition 7(g) below, having given
not less than 15 days’ nor more than 30 days’ notice to the
Noteholders (which notice shall, save as provided in Condition
7(i) below, be irrevocable) in accordance with Condition 16
below, redeem all the Notes at their Outstanding Principal
Amount, together with accrued interest (if any) thereon
(excluding any interest which has been cancelled in accordance
with the Conditions), on any date, if a Capital Disqualification
Event has occurred and is continuing on such date. See
Condition 7(d) below.

If a Capital Adequacy Event occurs at any time on or after the
Issue Date, then the Notes will, without delay and in any event
on a date within one month of the date of occurrence of the
Capital Adequacy Event (or within such shorter period as may
be required by the FME or Applicable Banking Regulations), be
converted (without any requirement for the consent or approval
of Noteholders) into Conversion Shares at the prevailing
Conversion Price in accordance with Condition 6 below.

If a Non-Viability Event occurs at any time on or after the Issue
Date, then the Notes will, on the date specified by the Relevant
Resolution Authority, be converted (without any requirement
for the consent or approval of Noteholders) into Conversion
Shares at the prevailing Conversion Price in accordance with
Condition 6 below, save that the provisions of Condition 6(i)
below shall not apply following a Non-Viability Conversion
and there shall be no Settlement Shares Offer following a Non-
Viability Conversion.

(a) In respect of any Conversion Date occurring prior to the
QTE Effective Date in respect of a Qualifying Takeover Event,
if the Ordinary Shares are:

(A) then admitted to trading on a Relevant Stock Exchange,
the highest of:

) the Current Market Price of an Ordinary
Share, translated into U.S. dollars at the
Prevailing Exchange Rate;

(i) the Floor Price; and
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Delivery of Conversion Shares to Settlement
Shares Depositary:

No Events of Default; Holders may claim in
Winding-Up only:

(iii) the par value of an Ordinary Share (being ISK
1.00 on the Issue Date), translated into U.S.
dollars at the Prevailing Exchange Rate,

in each case on the Conversion Date; or

(B) not then admitted to trading on a Relevant Stock
Exchange, the higher of (A)(A)(ii) and (A)(A)(iii)
above; and

(b) in respect of any Conversion Date occurring on or after
the QTE Effective Date in respect of a Qualifying
Takeover Event, if the Approved Entity Shares are:

(A) then admitted to trading on a Relevant Stock Exchange,
the highest of:

(i) the Current Market Price of an Approved Entity
Share, translated (if necessary) into U.S.
dollars at the Prevailing Exchange Rate;

(i) the New Floor Price; and

(iii) the par value of an Approved Entity Share,
translated (if necessary) into U.S. dollars at the
Prevailing Exchange Rate,

in each case on the Conversion Date; or

(B) not then admitted to trading on a Relevant Stock
Exchange, the higher of (b)(A)(ii) and (b)(A)(iii)above;

The Floor Price is U.S.$0.473, subject to adjustment in
accordance with Condition 6(1) below.

Subject to the last paragraph of Condition 6(h) below, the
obligation of the Bank to issue and deliver Conversion Shares to
a Noteholder shall be satisfied by the delivery of such
Conversion Shares to the Settlement Shares Depositary as soon
as practicable following the Registration Date. Such delivery
will be deemed to have occurred when the Conversion Shares
are registered in the name of the Settlement Shares Depositary
by the Share Registrar as described in Condition 6(f) below.
Receipt of the Conversion Shares by the Settlement Shares
Depositary shall discharge the Bank’s obligations in respect of
the Notes.

See Condition 6(h) below (Procedure for settlement and
delivery of Conversion Shares to Noteholders).

Prior to any delivery of Conversion Shares to a Holder the Bank
may (in respect of a Capital Adequacy Conversion only), in its
sole and absolute discretion, elect that a Settlement Shares Offer
shall be made, which will delay the delivery of Conversion
Shares to a Holder and may result in a Holder receiving, wholly
or partly in place of such Conversion Shares, payment of the
cash proceeds of such Settlement Shares Offer to which that
Holder is entitled, after deduction of the Settlement Shares
Offer Expenses. See Condition 6(i) below.

In the event that the Bank gives notice to redeem the Notes in

accordance with Condition 7(b) below, Condition 7(c) below or

Condition 7(d) below and the Bank fails to make payment of
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Meetings of Holders and modifications:

Taxation:

Form of the Notes:

Substitution or variation:

Denominations:

Listing and admission to trading:

any principal or interest when due in respect of such redemption
and the default continues for a period of five Business Days, the
Holders may take any steps available to them to institute
Winding-Up proceedings (slitamedferd) for the Bank
(including, without limitation, petitioning the FME to institute
Winding-Up proceedings for the Bank) in Iceland and not
elsewhere, and prove or claim in the Winding-Up of the Bank.

In the Winding-Up of the Bank, the Notes shall become
immediately due and payable at their Outstanding Principal
Amount together with any accrued and unpaid (and
uncancelled) interest to the date of payment.

The Agency Agreement contains provisions for convening
meetings of the Noteholders to consider matters affecting their
interests, including the sanctioning by Extraordinary Resolution
of a modification of the Notes or any of the provisions of the
Agency Agreement. These provisions permit defined majorities
to bind all Holders including Holders who did not attend and
vote at the relevant meeting and Holders who voted in a manner
contrary to the majority. See Condition 15 below.

All payments of principal, interest and any other amounts in
respect of the Notes by or on behalf of the Bank will be made
without withholding or deduction for or on account of any
present or future taxes or duties of whatever nature imposed or
levied by or on behalf of Iceland or any political subdivision or
any authority therein or thereof having power to tax, unless the
withholding or deduction of such taxes or duties is required by
law. In that event, the Bank will (in respect of payments of
interest (but not principal or any other amount), and subject to
the exceptions set out in Condition 10 below) pay such
additional amounts as shall be necessary in order that the net
amounts receivable by the holders of the Notes after such
withholding or deduction shall equal the amounts of interest
which would otherwise have been receivable in respect of the
Notes, as the case may be, in the absence of such withholding or
deduction. See Condition 10 below.

The Notes will initially be represented by the Global Note
which will be deposited on or about the Issue Date with a
common depositary for Euroclear and Clearstream,
Luxembourg and registered in the name of the nominee for the
common depositary for Euroclear and Clearstream,
Luxembourg. Interests in the Global Note will be exchangeable
for definitive Notes in registered form only in certain limited
circumstances. See “Summary of Provisions relating to the
Notes while in Global Form” below.

If at any time a Capital Disqualification Event, Withholding
Tax Event or a Tax Deductibility Event occurs, the Bank may
either substitute all (but not some only) of the Notes, or vary the
terms of the Notes so that they remain or, as appropriate,
become, Qualifying Securities. See Condition 7(h) below.

The Notes will be issued in denominations of U.S.$200,000 and
integral multiples of U.S.$1,000 in excess thereof.

Application has been made to the Luxembourg Stock Exchange
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Luxembourg Listing Agent:

Governing law:

Notes in global form:

Selling Restrictions:

Ratings:

for the Notes to be admitted to trading on the Euro MTF and
listed on the Official List of the Luxembourg Stock Exchange.

Banque Internationale a Luxembourg, société anonyme

The Notes and any non-contractual obligations arising out of or
in respect of the Notes will be governed by, and shall be
construed in accordance with, English law, except with respect
to the provisions of Condition 3 below, which are governed by,
and shall be construed in accordance with, the laws of Iceland.
Any non-contractual obligations arising out of or in respect of
Condition 3 below are governed by, and shall be construed in
accordance with, the laws of Iceland.

In the case of Global Notes, individual investors’ rights against
the Bank will be governed by a Deed of Covenant executed by
the Bank on 26 February 2020 (as amended and/or
supplemented and/or restated from time to time), a copy of
which will be available for inspection at the specified office of
each of the Paying and Conversion Agents.

There are certain restrictions on offers, sales and deliveries of
Notes and on the distribution of offering materials in the United
States of America, the United Kingdom, Iceland, Belgium,
Japan, Hong Kong, Singapore, Canada, Switzerland, State of
Qatar, Kuwait, the United Arab Emirates (excluding the Dubai
International Financial Centre), Denmark, Finland and Norway,
see “Subscription and Sale”.

The Notes are expected to be rated BB by S&P. A security
rating is not a recommendation to buy, sell or hold securities
and may be subject to suspension, reduction or withdrawal at
any time by the assigning rating agency.
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DOCUMENTS INCORPORATED BY REFERENCE

The following documents shall be deemed to be incorporated in, and to form part of, this Information
Memorandum:

@ The following sections of the Base Prospectus:

“Risk Factors — Factors that may affect the Bank’s ability to fulfil its obligations under Notes
issued under the Programme” on pages 17 to 39;

- “Risk Factors — Risks related to the market generally” on pages 47 to 50 thereof;
- the section entitled “Financial Markets in Iceland” as set out on page 106-108 thereof;
- the section entitled “Description of the Bank” as set out on pages 109-130 thereof;
- the section entitled “Key Financial Indicators” as set out on page 131 thereof;
- the section entitled “Funding and Liquidity” as set out on page 132 thereof;
- the section entitled “Risk Management” as set out on pages 133-143 thereof;
- the section entitled “Capital Adequacy” as set out on pages 144-145 thereof;
- the section entitled “Management and Employees” as set out on pages 146-154 thereof.
(b) The supplement to the Base Prospectus dated 14 February 2020.
(c) The Annual Financial Statements, including the information set out at the following pages of the 2019

Consolidated Financial Statements, the 2018 Consolidated Financial Statements and the 2017 Consolidated
Financial Statements, respectively, in particular:

2019 2018 2017
Consolidated Consolidated Consolidated
Financial Financial Financial
Statements Statements Statements
Consolidated Statement of Financial Position ......... Page 14 Page 13 Page 13
Significant Accounting Policies ...........c..cccveannen. Pages 70t0 84 | Pages 75t0 89 | Pages 77 to 94
Consolidated Statement of Cash Flows.................. Page 17 Pages 15t0 16 | Pages 15to 16
Consolidated Statement of Comprehensive Income Page 13 Page 12 Page 12
Consolidated Statement of Changes in Equity......... Pages 15t0 16 | Page 14 Page 14
N OB . ettt e ettt e e e Pages 18to 84 | Pages 17to 89 | Pages 17 to 94
Independent Auditors’ Report ........coevvieeininnnes Pages 9 to 11 Pages 8 to 10 Pages 9to 11

(d) Page 2 of the Bank’s Factbook for the financial year ended 31 December 2019.

The non-incorporated parts of the documents referred to herein which, for the avoidance of doubt, are not included
in the cross-reference lists above, are either deemed not relevant for an investor or are otherwise covered elsewhere

in this Information Memorandum.




Copies of documents incorporated by reference in this Information Memorandum may be obtained from the
Luxembourg Stock Exchange’s website at www.bourse.lu, from the registered office of the Bank and from the
specified offices of the Paying Agents for the time being in London and can be viewed electronically free of charge
at www.arionbanki.is/.

Any websites referenced in this Information Memorandum are referenced for information purposes only and the
contents of any website referenced in this Information Memorandum do not form part of (and are not incorporated
by reference into) this Information Memorandum.

Any documents themselves incorporated by reference in the documents incorporated by reference in this

Information Memorandum shall not be incorporated by reference in this Information Memorandum as they are
either deemed not relevant for an investor or are otherwise covered elsewhere in this Information Memorandum.
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CAPITAL ADEQUACY AND DISTRIBUTABLE ITEMS

Capital Adequacy of the Group

The following table sets forth details of the risk-weighted assets and capital ratios of the Group:

As of 31 December,

2019 2018 2017
(ISK millions except percentages)
Common equity tier 1 ratio (%) 21.2 21.2 23.6
Tier 1 ratio (%) 21.2 21.2 23.6
Total capital ration (%) 24.0 22.0 24.0
Total risk-weighted assets 719,755 796,599 766,768
The table below sets forth the distance Capital Adequacy Event of the Group:
As of 31 December, As of 31 December,
2019 2018
(in ISK millions)
Distance to Capital Adequacy Event* 115,804 127,963
Capital Adequacy of the Bank
The following table sets forth details of the risk-weighted assets and capital ratios of the Bank:
As of 31 December,
2019 2018 2017
(ISK millions except percentages)
Common equity tier 1 ratio (%) 235 235 26.0
Tier 1 ratio (%) 23.5 235 26.0
Total capital ratio (%) 26.2 24.3 26.4
Total risk-weighted assets 722,812 807,035 767,668
The table below sets forth the distance to Capital Adequacy Event of the Bank:
As of 31 December, As of 31 December,
2019 2018
(in ISK millions)
Distance to Capital Adequacy Event* 132,551 147,955
! The distance to Capital Adequacy Event reflects as of 31 December 2019 and 31 December 2018 the

amount of common equity tier 1 capital above the Capital Adequacy Event level applicable to the Notes

(being a CET1 ratio of less than 5.125 per cent.).
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Maximum Distributable Amount

The table below sets forth the distance to Maximum Distributable Amount of the Bank:

As of 31 December, As of 31 December,
2019 2018
(in ISK millions)
Distance to Maximum Distributable Amount? 41,746 52,582

% The distance to Maximum Distributable Amount reflects as of 31 December 2019 and 31 December 2018 the
amount of common equity tier 1 capital above the required amount of common equity tier 1 capital before the
application of any Maximum Distributable Amount restrictions to the Bank.
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TERMS AND CONDITIONS OF THE NOTES

The following, except for paragraphs in italics, are the terms and conditions of the Notes, which will be endorsed
on each Note in definitive form (if issued).

The U.S.$100,000,000 Fixed Rate Reset Perpetual Additional Tier 1 Convertible Notes (the “Notes”, which
expression shall in these terms and conditions (the “Conditions”), unless the context otherwise requires, include
any further notes issued pursuant to Condition 17 below) are issued by Arion Bank hf. (the “Bank”) in accordance
with an agency agreement dated 19 June 2017, as supplemented by a supplemental agency agreement dated 10 July
2018, a second supplemental agency agreement dated 18 July 2019 and a further supplemental agency agreement
dated 26 February 2020 (as further amended and/or supplemented and/or restated from time to time, the “Agency
Agreement”), each made between the Bank, Citibank, N.A., London Branch in its capacities as fiscal agent and
principal paying and conversion agent (the “Fiscal Agent”, which expression shall include any successor to
Citibank, N.A., London Branch in its capacity as such), certain other financial institutions named therein in their
capacities as paying and conversion agents (the “Paying and Conversion Agents”, which expression shall include
the Fiscal Agent and any substitute or additional paying and conversion agents appointed in accordance with the
Agency Agreement), Citibank, N.A., London Branch in its capacities as Transfer Agent (the “Transfer Agent”,
which expression shall include any additional or successor transfer agents) and initial agent bank (the “Agent
Bank”, which expression shall include any successor thereto) and Citigroup Global Markets Europe AG as registrar
(the “Registrar”, which expression shall include any successor registrar). The Fiscal Agent, the Agent Bank, the
Paying and Conversion Agents, the Registrar and the Transfer Agents are together referred to as “Agents”.

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

Any reference to “Noteholders” or “Holders” in relation to the Notes shall mean the person or persons in whose
name the Notes are registered.

The Noteholders are entitled to the benefit of the deed of covenant dated 26 February 2020 (as amended and/or
supplemented and/or restated from time to time, the “Deed of Covenant”) and made by the Bank. The original of
the Deed of Covenant is held by the common depositary for Euroclear (as defined below) and Clearstream,
Luxembourg (as defined below).

Copies of the Agency Agreement and the Deed of Covenant are available for inspection during normal business
hours at the specified office of each of the Paying and Conversion Agents. The Noteholders are deemed to have
notice of, and are entitled to the benefit of, all the provisions of the Agency Agreement. The statements in these
Conditions include summaries of, and are subject to, the detailed provisions of the Agency Agreement.

1. Form, Specified Denominations and title

The Notes are issued in registered form and, serially numbered and in denominations of U.S.$200,000 and integral
multiples of U.S.$1,000 in excess thereof (each a “Specified Denomination”).

Subject as set out below, title to the Notes passes upon registration of transfers in accordance with the provisions of
the Agency Agreement.

The registered Holder of any Note will (except as otherwise required by applicable law or regulatory requirement)
be treated as its absolute owner for all purposes (whether or not it is overdue and regardless of any notice of
ownership, trust or any interest thereof or therein, any writing thereon, or any theft or loss thereof) and no person
shall be liable for so treating such Holder.

2. Transfers of Notes
(@) Transfers of Notes in definitive form

Upon the terms and subject to the conditions set forth in the Agency Agreement, a Note in definitive form may be
transferred in whole or in part in the Specified Denomination. In order to effect any such transfer (a) the Holder or
Holders must (i) surrender the Note for registration of the transfer of the Note (or the relevant part of the Note) at
the specified office of any Transfer Agent, with the form of transfer thereon duly executed by the Holder or Holders
thereof or his or their attorney or attorneys duly authorised in writing and (ii) complete and deposit such other
certifications as may be required by the relevant Transfer Agent and (b) the relevant Transfer Agent must, after due
and careful enquiry, be satisfied with the documents of title and the identity of the person making the request. Any
such transfer will be subject to such reasonable regulations as the Bank and the Registrar may from time to time
prescribe (the initial such regulations being set out in Annex 3 to the Agency Agreement). Subject as provided
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above, the relevant Transfer Agent will, within three business days (being for this purpose a day on which banks are
open for business in the city where the specified office of the relevant Transfer Agent is located) of the request (or
such longer period as may be required to comply with any applicable fiscal or other laws or regulations),
authenticate and deliver, or procure the authentication and delivery of, at its specified office to the transferee or (at
the risk of the transferee) send by uninsured mail, to such address as the transferee may request, a new Note in
definitive form of a like aggregate nominal amount to the Note (or the relevant part of the Note) transferred. In the
case of the transfer of part only of a Note in definitive form, a new Note in definitive form in respect of the balance
of the Note not transferred will be so authenticated and delivered or (at the risk of the transferor) sent to the
transferor.

(b) Costs of registration

Noteholders will not be required to bear the costs and expenses of effecting any registration of transfer as provided
above, except for any costs or expenses of delivery other than by regular uninsured mail and except that the Bank
may require the payment of a sum sufficient to cover any stamp duty, tax or other governmental charge that may be
imposed in relation to the registration.

3. Status
(a) Status and subordination

The Notes constitute direct, unsecured, unguaranteed and subordinated obligations of the Bank. In the event of the
winding-up (in Icelandic: slitamedferd) of the Bank (a “Winding-Up”):

)] prior to the occurrence of a Conversion Trigger Event, the rights and claims of the Holders of the Notes to
payments on or in respect of the Notes shall rank:

(A) pari passu without any preference among themselves;

(B) at least pari passu with payments to holders of any other Additional Tier 1 Instruments and
claims of any other subordinated creditors the claims of which rank, or are expressed to rank, pari
passu with the Notes;

© in priority to payments to holders of all classes of share capital of the Bank in their capacity as
such holders and claims of any other subordinated creditors the claims of which rank, or are
expressed to rank, junior to the Notes; and

(D) junior in right of payment to the payment of any present or future claims of Senior Creditors; and

(1 on or after the date on which a Conversion Trigger Event occurs, but before the Conversion Shares to be
issued and delivered to the Settlement Shares Depositary on Conversion have been so delivered, there shall
be payable by the Bank in respect of each Note (in lieu of any other payment by the Bank), such amount, if
any, as would have been payable to the Holder of such Note if, on the day preceding the commencement of
the Winding-Up and thereafter, such Holder were the holder of such number of Conversion Shares as that
Holder would have been entitled to receive on Conversion.

(b) Waiver of Set-off Rights

No Holder of a Note may at any time exercise or claim any Set-Off Rights against any right, claim or liability of the
Bank or that the Bank may have or acquire against such Holder, directly or indirectly and howsoever arising (and
including all such rights, claims and liabilities arising under or in relation to any and all agreements or other
instruments of any kind or any non-contractual obligation, whether or not relating to that Note) and each Holder of
any Note shall be deemed to have waived all Set-Off Rights to the fullest extent permitted by applicable law in
relation to all such actual and potential rights, claims and liabilities.

Notwithstanding the preceding sentence, if any amount payable by the Bank in respect of, or arising under or in
connection with, any Note to any Holder of such Note is discharged by set-off or any netting, such Holder shall,
subject to applicable law, immediately pay an amount equal to the amount of such discharge to the Bank and, until
such time as payment is made, shall hold an amount equal to such amount in trust for the Bank and, accordingly,
any such discharge shall be deemed not to have taken place.

Nothing in this Condition 3(b) is intended to provide, or shall be construed as acknowledging, any Set-Off Rights or
that any such Set-Off Right is or would be available to any Holder of any Note but for this Condition 3(b).

37



In this Condition 3(b), “Set-Off Rights” means any and all rights or claims of any Holder of a Note against the
Bank for deduction, set-off, netting, compensation, retention or counterclaim arising directly or indirectly under or
in connection with any Note.

(c) Solvency Condition

Except in a Winding-Up of the Bank and without prejudice to Condition 6 below, all payments in respect of, or
arising from (including any damages awarded for breach of any obligations under), the Notes are, in addition to the
right or obligation of the Bank to cancel payments of interest under Condition 5 below, conditional upon the Bank
being solvent at the time of payment by the Bank and no principal, interest or any other amount shall be or become
due and payable in respect of, or arising from, the Notes except to the extent that the Bank could make such
payment and still be solvent immediately thereafter (the “Solvency Condition™).

The Bank shall be considered to be solvent if () it is able to pay its debts owed to its Senior Creditors as they fall
due and (y) its Assets exceed its Liabilities.

In this Condition:

“Assets” means the unconsolidated gross assets of the Bank, as shown in the latest published audited
balance sheet of the Bank, but adjusted for subsequent events in such manner as the directors of the Bank
may determine; and

“Liabilities” means the unconsolidated gross liabilities of the Bank, as shown in the latest published
audited balance sheet of the Bank, but adjusted for contingent and prospective liabilities and for
subsequent events in such manner as the directors of the Bank may determine.

4. Interest
(@) Rate of Interest
The Notes shall bear interest on their Outstanding Principal Amount, in respect of the period from (and including):

0] the Issue Date to (but excluding) 26 August 2025 (the “First Reset Date”) at the rate of 6.250 per cent. per
annum (the “Initial Rate of Interest”); and

(i) each Reset Date to (but excluding) the next succeeding Reset Date (each a “Reset Period”), at the rate per
annum equal to the sum of the Reset Margin and the CMT Rate for such Reset Period (rounded if
necessary to the fifth decimal place, with 0.000005 being rounded upwards), as determined by the Agent
Bank on the relevant Reset Determination Date,

each a “Rate of Interest”. Subject to Condition 5 below, such interest will be payable in arrear on 26 February and
26 August in each year (each an “Interest Payment Date”), commencing on 26 August 2020 (the “First Interest
Payment Date”) up to and including the date of redemption, Conversion or purchase and cancellation, of the Notes.
The Agent Bank will at or as soon as practicable after the Relevant Time on each Reset Determination Date,
determine the Rate of Interest for the relevant Reset Period.

(b) Accrual of interest

Subject to Condition 3(c) above, Condition 5 below and Condition 6 below, each Note will cease to bear interest
from (and including) the due date for its redemption pursuant to Condition 7(b) below, Condition 7(c) below or
Condition 7(d) below or the date of substitution thereof pursuant to Condition 7(h) below, as the case may be,
unless payment is improperly withheld or refused. In such event, interest will continue to accrue until whichever is
the earlier of:

) the date on which all amounts due in respect of such Note have been paid;

(i) five days after the date on which the full amount of the moneys payable in respect of such Note has been
received by the Fiscal Agent or the Registrar, as the case may be, and notice to that effect has been given
to the Noteholders in accordance with Condition 16 below.

(c) Calculation of Interest Amounts

Interest will be calculated on the Outstanding Principal Amount of each Note. The Fiscal Agent will calculate the
amount of interest (the “Interest Amount”) payable on the Notes for each Interest Period or other relevant period
within a Reset Period by applying the relevant Rate of Interest to each U.S.$1,000 in principal amount of the Notes
(the “Calculation Amount”), multiplying such sum by the Day Count Fraction and rounding the resultant figure to
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the nearest cent, half a cent being rounded upwards. The amount of interest payable in respect of each Note shall be
the product of the Interest Amount (determined in the manner provided above) for the Calculation Amount and the
amount by which the Calculation Amount is multiplied to reach the Specified Denomination of such Note without
any further rounding.

(d) Publication of Rates of Interest and Interest Amounts

Except in the case of the Initial Rate of Interest, the Agent Bank will cause the Rate of Interest and each Interest
Amount for each Interest Period within a Reset Period to be notified to the Bank and any stock exchange on which
the Notes are for the time being listed and/or admitted to trading and notice thereof to be published in accordance
with Condition 16 below as soon as possible after their determination but in no event later than the fourth London
Business Day thereafter. For the purposes of this paragraph, the expression “London Business Day” means a day
(other than a Saturday or a Sunday) on which banks and foreign exchange markets are open for business in London.

(e) Agent Bank

The Bank will maintain an Agent Bank. The name of the initial Agent Bank is set out in the preamble to these
Conditions.

The Bank may from time to time replace the Agent Bank with another leading investment, merchant or commercial
bank or financial adviser or financial institution of international repute or such other institution of appropriate
expertise. If the Agent Bank is unable or unwilling to continue to act as the Agent Bank or fails duly to determine
the Rate of Interest in respect of any Reset Period as provided in Condition 4(a), the Bank shall forthwith appoint
another leading investment, merchant or commercial bank or financial adviser or financial institution of
international repute or such other institution of appropriate expertise to act as such in its place. The Agent Bank
may not resign its duties or be removed without a successor having been appointed as aforesaid.

4] Certificates to be final

All certificates, communications, opinions, determinations, calculations, quotations and decisions given, expressed,
made or obtained for the purposes of the provisions of this Condition 4 by the Agent Bank shall (in the absence of
wilful default, bad faith or manifest error) be binding on the Bank, the Agent Bank, the Registrar, the Fiscal Agent,
the other Paying and Conversion Agents and all Noteholders and (in the absence as aforesaid) no liability to the
Bank or the Noteholders shall attach to the Agent Bank in connection with the exercise or non-exercise by it of its
powers, duties and discretions pursuant to such provisions.

5. Cancellation of Interest
(@) Interest payments discretionary

Interest on the Notes will be due and payable only at the sole discretion of the Bank, and the Bank may elect, in its
sole and absolute discretion, to cancel any payment of interest that would otherwise be payable on any Interest
Payment Date, in whole or in part, at any time, and for any reason. If the Bank provides notice to cancel a portion,
but not all, of an interest payment or the Bank fails to give any notice of non-payment and the Bank subsequently
does not make such interest payment (or the relevant part thereof) on the relevant Interest Payment Date, such non-
payment shall evidence the Bank’s exercise of its discretion to cancel such interest payment (or the relevant part
thereof), and accordingly such interest payment (or the relevant part thereof) shall also not be due and payable.

(b) Restriction on interest payments

Subject to the extent permitted in Condition 5(c) below, the Bank shall not make an interest payment on the Notes
on any Interest Payment Date (and such interest payment shall therefore be deemed to have been cancelled and thus
shall not be due and payable on such Interest Payment Date):

) if the Bank has an amount of Distributable Items on such Interest Payment Date that is less than the sum of
all distributions or interest payments on the Notes and all other own funds instruments of the Bank paid
and/or required and/or scheduled to be paid in the then current financial year (excluding any such interest
payments or distributions which (x) are not required to be made out of Distributable Items or (y) have
already been provided for, by way of deduction, in the calculation of Distributable Items); or

(i) if and to the extent that such payment would cause a breach of any binding regulatory restriction or
prohibition on payments on Additional Tier 1 Instruments pursuant to Applicable Banking Regulations
(including, without limitation, any such restriction or prohibition relating to any Maximum Distributable
Amount applicable to the Bank and/or the Group).
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(c) Partial interest payment

The Bank may, in its sole discretion, elect to make a partial interest payment on the Notes on any Interest Payment
Date, only to the extent that such partial interest payment may be made without breaching the restrictions set out in
Condition 5(b) above.

(d) Effect of interest cancellation

Interest will only be due and payable on an Interest Payment Date to the extent that (i) the Solvency Condition is
satisfied before and immediately after payment and (ii) it is not cancelled or deemed to have been cancelled in
accordance with Condition 5(a) above or Condition 5(b) above. Any interest cancelled or deemed to have been
cancelled (in each case, in whole or in part) in such circumstances shall not be due and shall not accumulate or be
payable at any time thereafter nor constitute a default by the Bank for any purpose nor constitute the occurrence of
any event related to the insolvency of the Bank nor entitle the Holders to take any action as a result thereof nor in
any way limit or restrict the Bank from making any payment of interest or equivalent payment or distribution in
connection with any instrument ranking junior to the Notes (including, without limitation, any CET1 Capital of the
Bank or the Group) or in respect of any other Additional Tier 1 Instrument, and Holders shall have no rights thereto
or to receive any additional interest or compensation as a result of such cancellation or deemed cancellation. The
Bank may use such cancelled payments without restriction to meet its obligations as they fall due.

(e) Notice of interest cancellation

If practicable, the Bank shall provide notice of any cancellation of interest (in whole or in part) to the Holders in
accordance with Condition 16 below on or prior to the relevant Interest Payment Date. If practicable, the Bank shall
endeavour to provide such notice at least five (5) Business Days prior to the relevant Interest Payment Date. Failure
to provide such notice shall not constitute a default under the Notes for any purpose and will not have any impact
on the effectiveness of, or otherwise invalidate, any such cancellation or deemed cancellation of interest, or give
Holders any rights as a result of any such failure to notify.

6. Conversion following a Conversion Trigger Event
(@ Conversion following a Capital Adequacy Event

If a Capital Adequacy Event occurs at any time on or after the Issue Date, then the Notes will, without delay and in
any event on a date within one month of the date of occurrence of the Capital Adequacy Event (or within such
shorter period as may be required by the FME or Applicable Banking Regulations) (such date, the “Capital
Adequacy Conversion Date”), be converted (without any requirement for the consent or approval of Noteholders)
into Conversion Shares at the then prevailing Conversion Price (such conversion, a “Capital Adequacy
Conversion”) in accordance with this Condition 6.

For the purposes of determining whether a Capital Adequacy Event has occurred, the Bank will (i) calculate the
CET1 Ratios of the Bank and the Group based on information (whether or not published) available to management
of the Bank, including information internally reported within the Bank pursuant to its procedures for ensuring
effective ongoing monitoring of the capital ratios of the Bank and the Group and (ii) calculate and publish the CET1
Ratios of the Bank and the Group on at least a quarterly basis.

(b) Conversion following a Non-Viability Event

If a Non-Viability Event occurs at any time on or after the Issue Date, then the Notes will, on the date specified by
the Relevant Resolution Authority (such date, the “Non-Viability Conversion Date”), be converted (without any
requirement for the consent or approval of Noteholders) into Conversion Shares at the then prevailing Conversion
Price (such conversion, a “Non-Viability Conversion”) in accordance with this Condition 6, save that the
provisions of Condition 6(i) below shall not apply following a Non-Viability Conversion and there shall be no
Settlement Shares Offer following a Non-Viability Conversion.

Notwithstanding the previous paragraph of this Condition 6(b), with effect on and from the date on which an
Applicable Statutory Loss Absorption Regime becomes effective in respect of the Notes, the provisions of the
previous paragraph of this Condition 6(b) and the remaining provisions of this Condition 6 (in respect of a Non-
Viability Conversion only, and without prejudice to the continuing ap