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(Translation)

KAUPTHING BANK hf.
JAPANESE YEN BONDS - FIRST SERIES (2006)

SUBSCRIPTION AGREEMENT

THIS SUBSCRIPTION AGREEMENT (the “Agreement”) is entered into in Tokyo, Japan on the
13th day of October 2006, between Kaupthing Bank hf. (the “Issuer”) and Daiwa Securities SMBC
Co. Ltd. and Nomura Securities Co., Ltd. (the “Joint Lead Managers”) with respect to Yen
50,000,000,000 aggregate principal amount of Kaupthing Bank hf. Japanese Yen Bonds - First
Series (2006) (the “Bonds”).

Daiwa Securities SMBC Co. Ltd. (the “Handling Manager”) shall perform its function as handling
manager as provided in the Agreement in consultation with the other Joint Lead Manager.

Article 1. Issuance of Bonds

1. The Issuer shall issue the Bonds at a price equal to 100% of the principal amount thereof
(the “Issue Price”) on October 20, 2006 (the “Closing Date”) pursuant to the Agreement.
The Bonds shall be issued on the Closing Date against the payment for the Net
Subscription Moneys (as defined in Paragraph 2 of Article 2) pursuant to Paragraph 2 of
Article 2.

2. The Law Concerning Book-Entry Transfer of Corporate Bonds, Etc. (Law No. 75, 2001,as
amended) (the “Book-Entry Transfer Law”) shall apply to the Bonds and the bond
certificates therefor shall not be issued except in certain limited cases set forth in the Book-
Entry Transfer Law. The Bonds shall be in a single denomination of Yen 100,000,000. The
conditions of bonds applicable to the Bonds (the “Conditions of Bonds”) are set forth in
Annex attached hereto and incorporated herein as a part of the Agreement.

Article 2. Subscription and Purchase of Bonds

1. Subject to the terms and conditions of the Agreement, the Issuer agrees to issue and sell
to the Joint Lead Managers, and the Joint Lead Managers agree, jointly and severally, to
subscribe for and purchase from the Issuer the Bonds at the Issue Price on the Closing
Date.

2. Not later than 10.30 hours, Tokyo, Japan time, on the Closing Date, the Handling Manager
shall, on behalf of the Joint Lead Managers, pay to the Issuer the net subscription moneys
for the Bonds (the “Net Subscription Moneys”) being the entire amount of the Issue Price
of the Bonds in Yen less the combined commission referred to in Paragraph 1 of Article 4.
Such payment shall be made in immediately available funds by transfer of the Net
Subscription Moneys to an account designated by the Issuer with Sumitomo Mitsui
Banking Corporation, the issuing and paying agent in respect of the Bonds.

Article 3.  Public Offering

1. Subject to the condition that the registration made through the Securities Registration
Statement (as defined below) shall have become effective, the Joint Lead Managers will
offer and sell the Bonds to the public at the Issue Price on October 13, 2006 (or such other
date or period as the Issuer and the Joint Lead Managers may agree upon).




The Issuer has not authorised the Joint Lead Managers or any other person to make or
give any representation or information in connection with the public offering of the Bonds
other than those contained in the Securities Registration Statement, the Preliminary
Prospectus (as defined below) or the Prospectus (as defined below) or any Other Materials
(as defined below). Each Joint Lead Manager hereby agrees that it will not make or give
any representation or information in connection with the public offering of the Bonds other
than those contained in the Securities Registration Statement, the Preliminary Prospectus
or the Prospectus or any Other Materials. As used in the Agreement, “Securities
Registration Statement” means the securities registration statement (including any
amendments and attachments thereto) filed by the Issuer with the Director General of the
Kanto Local Finance Bureau of the Ministry of Finance of Japan (“DKLFB”) pursuant to the
Securities and Exchange Law of Japan (Law No. 25, 1948, as amended) (the “Securities
and Exchange Law”) on September 20, 2006 in connection with the public offering of the
Bonds and “Prospectus” means the registration prospectus (including any supplements
thereto) which has been prepared pursuant to the Securities and Exchange Law for the
purpose of the public offering of the Bonds. Furthermore, in particular, “Preliminary
Prospectus” means each of the prospectus and supplements thereto which were actually
distributed to investors from time to time on or before the date hereof. As used in the
Agreement, “Other Materials” means any writings, drawings, oral material or other
materials (other than the Preliminary Prospectus and the Prospectus), which are prepared
and furnished by the Issuer to the Joint Lead Managers for use by the Joint Lead
Managers or the Issuer in connection with the public offering of the Bonds.

The offering of the Bonds by the Joint Lead Managers will be made in Japan and in other
countries (excluding the United States of America (unless otherwise defined in this
Agreement, hereinafter referred to as the “United States”) and its possessions) in
compliance with all applicable laws, rules and regulations of Japan, the United States and
such other countries and on the terms and conditions of the Agreement. In particular, each
Joint Lead Manager agrees that the Bonds underwritten by it under the Agreement will be
offered to the public on the following terms:

@) The Bonds have not been and will not be registered under the U.S. Securities Act
of 1933, as amended (the “Securities Act”) and may not be offered or sold within
the United States or to, or for the account or benefit of, U.S. persons except in
accordance with Regulation S (“Regulation S”) under the Securities Act or
pursuant to an exemption from the registration requirements of the Securities Act.
Each Joint Lead Manager represents that it has offered and sold the Bonds, and
agrees that it will offer and sell the Bonds (i) as part of their distribution at any time,
and (ii) otherwise until 40 days after the later of the commencement of the offering
and the Closing Date (the “restricted period”), only in accordance with Regulation
S. Accordingly, neither it or its affiliates nor any persons acting on its or their behalf
have engaged or will engage in any directed selling efforts with respect to the
Bonds, and it and they have complied and will comply with the offering restriction
requirements of Regulation S. Each of the Joint Lead Managers agrees that, at or
prior to confirmation of sale of Bonds, it will have sent to each distributor, dealer or
person receiving a selling concession, fee or other remuneration that purchases
Bonds from it during the restricted period a confirmation or notice to substantially
the following effect:

“The Securities covered hereby have not been registered under the U.S.
Securities Act of 1933, as amended (the “Securities Act”) and may not be




offered or sold within the United States or to, or for the account or benefit
of, U.S. persons (i) as part of their distribution at any time or (ii) otherwise
until 40 days after the later of the commencement of the offering and the
Closing Date, except in either case in accordance with Regulation S under
the Securities Act. Terms used above have the meanings given to them by
Regulation S.”

Terms used in this Sub-paragraph (a) have the meanings given to them by
Regulation S.

(b) ® Under U.S. Treasury Regulation § 1.163-5(c)(2)(i)(C) (the "C Rules"), the
Bonds must be issued and delivered outside the United States and its
possessions in connection with their original issuance;

(i) each Joint Lead Manager represents that it has not offered, sold or
delivered, and will not offer, sell or deliver, directly or indirectly, the Bonds
within the United States or its possessions in connection with their original
issuance; and

(iii) in connection with the original issuance of the Bonds, each Joint Lead
Manager represents that it has not communicated, and will not
communicate, directly or indirectly, with a prospective purchaser if it or the
prospective purchaser is within the United States or its possessions or
otherwise involve its U.S. office in the offer and sale of the Bonds.

Terms used in this Sub-paragraph (b) have the meanings given to them by the U.S.
Internal Revenue Code of 1996, as amended, and regulations thereunder,
including the C Rules.

(c) Each of the Joint Lead Managers will not offer the Bonds to the public in the
Republic of Iceland (“Iceland”), except in compliance with the Icelandic Act on
Securities Transactions (No. 33/2003) and any applicable laws or regulations of
Iceland.

Article4. Commissions and Expenses

1.

On the Closing Date the Issuer shall pay to the Handling Manager on behalf of the Joint
Lead Managers, as combined commissions for the management, underwriting and selling
of the Bonds under the Agreement, an amount in Japanese Yen equal to 0.25% of the
aggregate principal amount of the Bonds. Such payment shall be made in the manner
provided for in Paragraph 2 of Article 2.

The Issuer shall pay (a) the stamp duties and other taxes and duties payable in Japan or in
Iceland upon or in connection with the issuance of the Bonds, (b) the actual expenses in
connection with the printing, filing and distribution of the Securities Registration Statement,
the Preliminary Prospectus and the Prospectus and the printing and execution of the
Agreement and all other agreements relating to the Bonds, (c) the fees and disbursements
of the legal counsel and accountants for the Issuer, (d) the advertising expenses with
respect to the public offering of the Bonds and (e) all other reasonable expenses
necessary for the Issuer to perform its obligations hereunder.

In addition, the Issuer agrees that it will pay to the Handling Manager on behalf of the Joint
Lead Managers in Japanese Yen, an amount to be separately agreed to between the
Issuer and the Joint Lead Managers towards reimbursement of the Joint Lead Managers’




reasonable out-of-pocket expenses, including travelling, telex, cable, facsimile, telephone,
postage and other communication expenses and the reasonable fees and disbursements
of the legal counsel for the Joint Lead Managers, in connection with the subscription,
purchase and public offering of the Bonds and the preparation thereof.

Article 5.  Representations and Warranties of the Issuer

The Issuer represents and warrants that:

@)

(b)

(©

(d)

(e)

as of the date (the “Effective Date”) on which the registration made through the Securities
Registration Statement becomes effective and the Closing Date, neither the Securities
Registration Statement, the Preliminary Prospectus nor the Prospectus, in each case, as
amended or supplemented up to the Effective Date or, as the case may be, the Closing
Date, will contain any untrue statement of a material matter or omit to state a material
matter required to be stated therein or to state a fact necessary in order to make the
statements therein not misleading, nor the Other Materials contain any untrue
representation or misleading representation of a material matter, or omit to make
representation of a fact necessary to make the representations therein not misleading,
save that this representation and warranty shall not apply to any description of the Joint
Lead Managers made in the Securities Registration Statement, the Preliminary
Prospectus, the Prospectus or the Other Materials in reliance upon and in conformity with
the information furnished to the Issuer by the Joint Lead Managers for use therein;

the Securities Registration Statement, the Preliminary Prospectus and the Prospectus
have been and will be prepared, both as to form and matters to be stated therein, in
accordance with the Securities and Exchange Law and cabinet orders, ministerial
ordinances, cabinet office orders and other regulations related thereto;

the registration under the Securities Registration Statement will have become effective
pursuant to the Securities and Exchange Law on the date of the Agreement and will remain
effective on the Closing Date and; no notice of a hearing, from which an order suspending
the effectiveness of the registration under the Securities Registration Statement may result,
will be given on or before the Closing Date;

the audited consolidated balance sheet of the Issuer as of December 31, 2004 and 2005
and the related audited consolidated income statement, consolidated statement of
changes in equity and consolidated statement of cash flows for the years then ended, and
the unaudited consolidated interim balance sheet of the Issuer as of June 30, 2005 and
2006 and the related unaudited consolidated interim income statement, consolidated
interim statement of changes in equity and condensed consolidated statement of cash
flows for the six months ended June 30, 2005 and 2006, set forth in the Securities
Registration Statement, the Preliminary Prospectus and the Prospectus present, in all
material respects, in conformity with International Financial Reporting Standards (IFRS), a
true and fair view of the consolidated financial position of the Issuer and its consolidated
subsidiaries as of the respective dates to which such financial documents were prepared
(in this Sub-paragraph (d), the “Relevant Dates”), and of their consolidated results of
operations, changes in equity and cash flows for the financial year or the six months then
ended on the Relevant Dates;

the audited consolidated and non-consolidated balance sheet of the Issuer as of
December 31, 2001, 2002, 2003 and 2004 and the related audited consolidated and non-
consolidated profit and loss account and statement of cash flows for the year then ended,




(f)

(@

(h)

(i)

)

set forth in the Securities Registration Statement present, in all material respects, in
conformity with accounting principles generally accepted in Iceland, a true and fair view of
the consolidated and non-consolidated financial position of the Issuer and its consolidated
subsidiaries as of the respective dates to which such financial documents were prepared
(in this Sub-paragraph (e), the “Relevant Dates”), and of their consolidated and non-
consolidated results of operations and cash flows for the financial year ended on the
Relevant Dates;

the Issuer is a corporation duly incorporated, validly existing in good standing under
Icelandic law with full power and authority to own, lease and operate its properties and
conduct its business as described in the Securities Registration Statement, the Preliminary
Prospectus and the Prospectus and to issue the Bonds, to perform its obligations under
and comply with the Conditions of Bonds, to execute and deliver the Agreement and the
Fiscal Agency Agreement of even date herewith between the Issuer and Sumitomo Mitsui
Banking Corporation as fiscal agent and issuing and paying agent (the “Fiscal Agency
Agreement”, together with the Agreement, the “Related Agreements”) and to perform its
obligations under and comply with the Related Agreements;

the execution, delivery and performance of the Related Agreements by the Issuer have
been duly authorised by all necessary corporate action on the part of the Issuer; and the
Related Agreements constitute legal, valid and binding obligations of the Issuer
enforceable against it in accordance with their respective terms, except that enforceability
may be limited by the laws of bankruptcy or other laws affecting creditors' rights generally;

the issuance of the Bonds by the Issuer in accordance with the Agreement and the
performance by the Issuer of its obligations under the Bonds in accordance with the
Conditions of Bonds have been duly authorised by all necessary corporate action on the
part of the Issuer; the aggregate amount of the Bonds is within the amount so authorised;
and the Bonds, when issued in accordance with the Agreement, will constitute legal, valid
and binding obligations of the Issuer enforceable against it in accordance with their terms,
except that enforceability may be limited by the laws of bankruptcy or other laws affecting
creditors' rights generally;

all authorisations, consents, approvals, notifications, registrations and filings of or with any
court, government department or other regulatory body required by the Issuer (including
but not limited to the filing of the Securities Registration Statement) for the execution and
delivery of the Related Agreements, the issuance and distribution of the Bonds and the
performance of the terms of the Bonds and the Related Agreements have been obtained
and are in full force and effect; the Issuer have duly consented, under Article 13 of the
Book-Entry Transfer Law, to Japan Securities Depositary Center, Incorporated (“JASDEC”)
as book-entry transfer institution (furikae-kikan) handling the Bonds, and the Issuer have
performed any other procedures required under the Book-Entry Transfer Law;

neither the authorisation for the issuance of the Bonds, the issuance of the Bonds, nor the
performance by the Issuer of its obligations under the Bonds in accordance with the
Conditions of Bonds, nor the execution, delivery and performance by the Issuer of the
Related Agreements will violate or constitute a breach of or a default under any provision
of applicable law or regulation or of the Articles of Association, of the Issuer or of any
material agreement, judgment, injunction, order, decree or other instrument binding upon
the Issuer, or result in the creation or imposition of any mortgage, pledge, lien or other
encumbrance upon any of its assets or revenues of the Issuer pursuant to the terms of,
any such applicable law or regulation or of the Articles of Association, of the Issuer or of
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any such material agreement, judgment, injunction, order, decree or other instrument
binding upon the Issuer;

all payments of principal, interest and all other moneys payable by the Issuer in respect of
the Bonds shall be free of any present taxes, duties, assessments or governmental
charges of whatever nature imposed by Iceland or any taxing authority or agency thereof
or therein, except as limited as provided for in Condition 9 of the Conditions of Bonds in the
circumstances set out therein;

when the Net Subscription Moneys have been paid in full in accordance with the provisions
of the Agreement and the aggregate principal amount of the Bonds are credited in the
proprietary column (hoyu ran) in the account of the Handling Manager opened with
JASDEC, the Bonds will be validly issued and legal, valid and binding on the Issuer as
direct, unconditional, unsubordinated and unsecured obligations of the Issuer enforceable
in accordance with the Conditions of Bonds, except that enforceability may be limited by
the laws of bankruptcy or other laws affecting creditors' rights generally; and when certain
amount in respect of the Bonds are credited in a proprietary column (hoyu ran) in an
account opened with a book-entry transfer institution (furikae kikan) or an account
management institution (kouza kanri kikan) pursuant to the Book-Entry Transfer Law, a
holder of such account will be entitled to the rights and claims as a holder of such amount
of the Bonds;

except as for actions of the Joint Lead Managers hereunder to the extent the Joint Lead
Managers may be deemed to be acting on behalf of the Issuer in respect of the Bonds or
may be deemed to be an affiliate of the Issuer, neither the Issuer nor any of its affiliates nor
any person acting on its behalf or any of its affiliates has engaged or will engage in any
directed selling efforts (as defined in Regulation S) with respect to the Bonds, and it and
any such affiliate and all persons acting on its or their behalf with respect to the Bonds
have complied and will comply with the offering restrictions requirements of Regulation S
with respect thereto and neither it or its affiliates nor any persons acting on their behalf has
engaged or will engage, in any form of general solicitation or general advertising (as those
terms are used in Rule 502(c) under the Securities Act) in connection with any offer or sale
of the Bonds in the United States or otherwise has made or will make offers or sales of
Bonds under circumstances that would require the registration of the Bonds under the
Securities Act;

the Issuer (i) is not in breach of the terms of, or in default under, any instrument,
agreement or order to which it is a party or by which it or its property is bound and no event
has occurred which with the lapse of time or giving of notice or other condition would
constitute a default under any such instrument, agreement or order, (ii) is not engaged
(whether as defendant or otherwise) in, nor has the Issuer knowledge of the existence of,
or any threat of, any legal, arbitration, administrative, governmental or other proceedings
the result of which might relate to claims or amounts which might be material in the context
of the issue and offering of Bonds or which might have or have had a material adverse
effect on the consolidated or unconsolidated financial condition, results of operations or
business of the Issuer and (iii) has not taken any action nor, to the best of its knowledge or
belief having made all reasonable enquiries, have any steps been taken or legal
proceedings commenced for the winding up or dissolution of the Issuer;

since December 31, 2005, there has not been any material adverse change or any
development involving a prospective material adverse change in the business, properties,
financial condition or results of operation of the Issuer and its subsidiaries considered as a
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whole, nor has the Issuer and its subsidiaries as a whole incurred any material liabilities or
obligations, direct or contingent, in each case other than as set forth in the Securities
Registration Statement, the Preliminary Prospectus and the Prospectus; and neither the
Issuer nor any of its subsidiaries is in default under any of its indebtedness which default
would have a material adverse effect on the consolidated financial condition or earnings of
the Issuer and its subsidiaries as one enterprise; and

no event has occurred which, had the Bonds already been issued, would, or would with the
lapse of time or the giving of notice or both, constitute an Event of Default (as defined in
the Conditions of Bonds).

Article 6. Covenants of the Issuer

The Issuer covenants that so long as any of the Bonds remain outstanding:

@)

(b)

(©

(d)

it shall file with the DKLFB annual securities reports, semi-annual securities reports and, if
necessary, extraordinary reports (including amendments thereto, respectively, hereinafter
the same) of the Issuer as required under the Securities and Exchange Law, and shall
otherwise comply with the laws and regulations of Japan (including the Securities and
Exchange Law) applicable to the Bonds;

it shall promptly furnish to the Joint Lead Managers copies of (i) its reports (including
annual securities reports, semi-annual securities reports and any extraordinary reports)
which the Issuer files with the DKLFB in connection with the Bonds of the Issuer; (ii) all
documents which the Issuer files with the DKLFB in connection with the Bonds of the
Issuer pursuant to the Securities and Exchange Law and (iii) such other public documents
as the Joint Lead Managers may reasonably request from time to time in writing in
connection with the Bonds; provided that with respect to the documents filed with the
DKLFB through the Electronic Disclosure for Investors’ NETwork (EDINET), the Issuer may
notify the Joint Lead Managers of the filing of such documents in substitution for the
delivery of copies thereof;

it shall advise the Joint Lead Managers, promptly after the Issuer receives notice thereof,
of the issuance by the DKLFB of any notice of hearing from which may result an order
requiring the filing of an amendment to the Securities Registration Statement or an order
suspending the effectiveness of the registration under the Securities Registration
Statement; and in the event of the issuance of any such order, use its best efforts to
promptly file such required amendment or, as the case may be, file such amendment to the
Securities Registration Statement as is necessary for DKLFB to terminate such suspension
order or otherwise use its best efforts to obtain such termination;

it will furnish the Joint Lead Managers for use by the Joint Lead Managers copies of the
Prospectus in such quantities as the Joint Lead Managers may from time to time
reasonably request, and if, before the earlier of the time when a period of three months
shall have elapsed after the time when the Securities Registration Statement is filed with
the DKLFB or the time when delivery of a prospectus is no longer required by Japanese
law in connection with sales of any of the Bonds, any event shall have occurred as a result
of which the Prospectus as then amended or supplemented would include any untrue
statement of a material matter, or omit to state any material matter required to be stated
therein or to state a fact necessary to make the statements therein not misleading, or if for
any other reason it shall be necessary to amend or supplement the Prospectus in order to
comply with the Securities and Exchange Law, notify the Joint Lead Managers and upon
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request by the Joint Lead Managers promptly prepare and furnish without charge to the
Joint Lead Managers for use by the Joint Lead Managers as many copies as the Joint
Lead Managers may from time to time reasonably request of a supplement to the
Prospectus or an amended Prospectus which will correct such statement or omission or
effect such compliance;

it shall at any time prior to the making of the payment of the Net Subscription Moneys on
the Closing Date pursuant to Paragraph 2 of Article 2, forthwith notify the Joint Lead
Managers of any material change affecting any of the representations, warranties or
agreements contained in the Agreement and take such steps as may be necessary to
remedy or publicise the same (including the filing of an amendment or amendments to the
Securities Registration Statement), and reimburse the Joint Lead Managers for the
reasonable costs of any action taken by them in that connection after consultation with the
Issuer; and

when it uses or causes to be used any Other Materials for the purpose of the offering of
the Bonds, it will furnish a copy of each of such Other Materials to the Joint Lead
Managers prior to such use.

Article 7. Warranties and Covenants of the Joint Lead Managers

Each of the Joint Lead Managers warrants and covenants that:

@)

(b)

(©

the execution, delivery and performance of the Agreement have been duly authorised by it,
and the Agreement constitutes its legal, valid and binding agreement enforceable against it
in accordance with the terms hereof, except that enforceability may be limited by the laws
of bankruptcy, corporate reorganization, civil rehabilitation or similar laws affecting
creditors' rights generally, and subject to the application of principles of public policy;

any and all licenses and approvals required to be obtained by it under the laws or
regulations of Japan for the execution and performance of the Agreement have been
obtained and will remain in full force and effect on the Closing Date; and

it has complied with, and will ensure full and continued compliance by it with, all laws
applicable to it with respect to the subscription and offering of the Bonds, both before and
after the issuance or the redemption thereof.

Article 8. Conditions Precedent

The Joint Lead Managers’ obligations under the Agreement shall be subject to all of the following
conditions precedent; provided that the Joint Lead Managers, at their discretion, may waive
compliance, in whole or part, with any one or more of such conditions:

@)

(b)

(©

the Fiscal Agency Agreement shall have been duly executed and delivered by the relevant
parties thereto and shall remain effective on the Closing Date;

all the representations and warranties of the Issuer provided in Article 5 shall be true and
correct on the Closing Date as if such representations and warranties were made or given
on the Closing Date and the Issuer shall have performed all of its obligations under the
Agreement to be performed on or before the Closing Date;

on or after the date hereof there shall not have occurred any of the following: (i) material
adverse change in international financial, political or economic conditions or exchange
controls; (ii) a suspension or material limitation in trading in securities generally on the




(d)

(e)
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Tokyo Stock Exchange, the New York Stock Exchange or the London Stock Exchange; (iii)
a general moratorium on commercial banking activities in Iceland, Sweden, Japan, the
United States or the United Kingdom declared by authorities in Iceland, Sweden, Japan,
the United States or the United Kingdom, as the case may be; (iv) trading of any securities
of the Issuer shall have been formally suspended on any exchange or in any over-the-
counter market; and (v) the outbreak or escalation of hostilities or other national or
international calamity, crisis or terrorism, if the effect of any such event specified in this
Sub-paragraph (c) in the Joint Lead Managers' reasonable judgment makes it
impracticable to proceed with the public offering of the Bonds on the terms and in the
manner contemplated by the Prospectus;

there has not been any material adverse change or any development involving a
prospective material adverse change in the business, properties, financial condition or
results of operation of the Issuer and its subsidiaries considered as a whole, nor has the
Issuer and its subsidiaries considered as a whole incurred any material liabilities or
obligations, direct or contingent, in each case other than as set forth in the Securities
Registration Statement, the Preliminary Prospectus and the Prospectus; and neither the
Issuer nor any of its subsidiaries is in default under any of its indebtedness which default
would have a material adverse effect on the consolidated financial condition or results of
the operation of the Issuer and its subsidiaries considered as one enterprise;

on the Closing Date the Joint Lead Managers shall have been furnished with the following
legal opinions each dated as of the Closing Date and addressed to the Joint Lead
Managers, and in form and substance previously agreed by or otherwise reasonably
satisfactory to the Joint Lead Managers:

0] A legal opinion of Ms. Aslaug Gudjonsdottir, General Counsel of the Issuer;

(ii) A legal opinion of Baker & McKenzie GJBJ Tokyo Aoyama Aoki Law Office
(Gaikokuho Joint Enterprise), legal counsel for the Issuer in Japan; and

(i) A legal opinion of Gaikokuho Kyodo Jigyo Horitsujimusho Linklaters, legal counsel
for the Joint Lead Managers;

on the date hereof and the Closing Date the Joint Lead Managers shall have been
furnished with comfort letters of KPMG Endurskodun hf., independent accountants of the
Issuer addressed to the Joint Lead Managers, dated the date hereof and the Closing Date,
respectively in form and substance agreed to by or otherwise reasonably satisfactory to the
Joint Lead Managers;

on the Closing Date the Joint Lead Managers shall have been furnished with a certificate
of the Issuer executed by a duly authorised officer of the Issuer addressed to the Joint
Lead Managers dated the Closing Date in a form previously agreed by the Issuer and the
Joint Lead Managers substantially to the following effect;

0] all the representations and warranties of the Issuer provided in Article 5 are true
and correct on the Closing Date as if such representations and warranties were
made or given on the Closing Date;

(i) the Issuer has performed all of its obligations under the Agreement to be performed
on or before the Closing Date; and

(i) the statements contained in Sub-paragraph (d) of this Article 8 are true and correct
on the Closing Date; and




(h)

the Joint Lead Managers shall have been furnished with such certificates and other
documents which the Joint Lead Managers may reasonably request from time to time up to
and including the Closing Date to ascertain that the statements contained in the Securities
Registration Statement, the Preliminary Prospectus and the Prospectus are accurate and
sufficient.

Article 9.  Termination of the Agreement

1.

Upon (i) any breach of the representations and warranties contained in Article 5 or any
change rendering any of the said representations and warranties inaccurate to a material
extent, brought to the attention of the Joint Lead Managers prior to the payment of the Net
Subscription Moneys pursuant to Paragraph 2 of Article 2 or (ii) any of the other conditions
set forth in Article 8 having not been substantially satisfied nor waived, Joint Lead
Managers may terminate the Agreement by written notice to the Issuer.

If the Agreement is terminated pursuant to Paragraph 1 of this Article 9, the Joint Lead
Managers and the Issuer shall be released from all their respective obligations under the
Agreement; provided, however, that the Issuer shall pay all the taxes, duties, fees and
expenses referred to in Paragraph 2 of Article 4 and shall, within the amount determined
pursuant to Paragraph 3 of Article 4, reimburse the Joint Lead Managers for the expenses
referred to in Paragraph 3 of Article 4 which the Joint Lead Managers shall theretofore
have reasonably incurred.

Article 10. Indemnification

1.

The Issuer shall indemnify and hold harmless the Joint Lead Managers and their directors,
officers, employees and agents from and against any and all liabilities, damages, losses
and expenses (including but not limited to legal cost and fees) or demand (or actions in
respect thereof) arising out of, in relation to or in connection with (a) any breach or alleged
breach of any of the representations, warranties, undertakings and agreements contained
in, or deemed to be made pursuant to, the Agreement, (b) any untrue statement or alleged
untrue statement of a material matter contained in the Securities Registration Statement,
the Preliminary Prospectus and the Prospectus or any omission or alleged omission to
state a material matter required to be stated therein or to state a material fact necessary to
make the statements therein not misleading or (c) any untrue or misleading representation
or alleged untrue or misleading representation of a material matter in the Other Materials
or any omission or alleged omission to represent a fact necessary to make the
representation therein not misleading; provided, however, that the foregoing provisions in
this Paragraph shall not apply if (i) such allegation is based on the description of the Joint
Lead Managers made in the Securities Registration Statement, the Preliminary Prospectus,
the Prospectus or the Other Materials in reliance upon the information furnished to the
Issuer by the Joint Lead Managers for use therein or (ii) such liabilities, damages, losses or
expenses are caused by a breach of the representations and warranties, or the failure of
the Joint Lead Managers to comply with the agreements, set forth in Paragraph 3 of Article
3 of the Agreement.

Each of the Joint Lead Managers shall indemnify and hold harmless the Issuer and its
directors, officers, employees and agents from and against any and all liabilities, damages,
losses and expenses (including but not limited to legal cost and fees) or demand (or
actions in respect thereof) arising out of, in relation to or in connection with (a) any untrue
statement or alleged untrue statement of a material matter with respect to such Joint Lead
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Managers contained in the Securities Registration Statement, the Preliminary Prospectus,
the Prospectus or the Other Materials in reliance upon and in conformity with the
information furnished to the Issuer by the Joint Lead Managers for use therein or any
omission or alleged omission to state a material matter required to be stated therein or to
state a fact necessary to make the statements therein not misleading with respect to such
Joint Lead Managers if such omission is made in reliance upon and in conformity with the
information furnished to the Issuer by the Joint Lead Managers for use therein or (b) a
breach by the Joint Lead Managers of the representations and warranties, or the failure of
the Joint Lead Managers to comply with the agreements, set forth in Paragraph 3 of Article
3 of the Agreement.

If any claim, action or demand is made against any person (the “Indemnified Party”) in
respect of which indemnity may be sought from any other person (the “Indemnifying
Party”) pursuant to this Article 10, the Indemnified Party shall promptly notify the
Indemnifying Party in writing of any such claim, action or demand; provided that the
omission so to notify the Indemnifying Party shall not relieve it from any liability which it
may have to any Indemnified Party otherwise than under this Article 10, and the
Indemnifying Party shall promptly extend, upon reasonable request therefor by the
Indemnified Party, such cooperation with respect to the defence of the Indemnified Party
including the furnishing of evidential materials and information.

It shall be a condition of any indemnity pursuant to this Article 10 that:

€) the Indemnifying Party shall have the option to assume the defence thereof,
including the employment of legal advisers reasonably satisfactory to the
Indemnified Party, subject to the payment by the Indemnifying Party of all
reasonable expenses incurred by the Indemnified Party up to the time notice is
given to the Indemnified Party that the Indemnifying Party is assuming the defence
thereof and payment of the fees and expenses of such legal advisers thereafter;

(b) an Indemnified Party shall have the right to employ separate legal advisers in, and
defend, or participate in the defence of, any such claim, action or demand, and the
Indemnifying Party shall bear any and all fees, costs and expenses of such
separate counsels if (i) the use of counsel chosen by the Indemnifying Party to
represent the Indemnified Party would present such counsel with a conflict of
interest; (ii) the actual or potential defendants in, or targets of, any such action
include both the Indemnified Party and the Indemnifying Party and the Indemnified
Party shall have reasonably concluded that there may be legal defences available
to it and/or other Indemnified Parties which are different from or additional to those
available to the Indemnifying Party; (iii) the Indemnifying Party has failed to
assume such defence and employ legal advisers for such purpose pursuant to this
Paragraph or (iv) the Indemnifying Party authorizes the Indemnified Party to
employ separate counsel at the expense of the Indemnifying Party; and

(c) the Indemnifying Party shall not be liable to indemnify the Indemnified Party for any
settlement of any such claim, action or demand made without the written consent
of the Indemnifying Party (such consent not to be unreasonably withheld); the
Indemnifying Party shall not settle any such claim, action or demand without the
prior written consent of the Indemnified Party (such consent not to be unreasonably
withheld).
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Article 11. Governing Law

The Agreement shall be governed by and construed in accordance with the laws of Japan.

Article 12. Jurisdiction

1.

Any legal action against any of the parties hereto arising from or relating to the Agreement
may be instituted in the Tokyo District Court and any Japanese court competent under
Japanese law to hear appeals from such court, to the jurisdiction of which the Joint Lead
Managers and the Issuer hereby expressly, unconditionally and irrevocably agree to
submit.

The Issuer hereby appoints Icelandic Ambassador to Japan from time to time as the
authorised agent of the Issuer upon whom process and any judicial or other court
documents may be served in any legal or other court procedural action arising from or
relating to the Agreement that may be instituted in Japan; and the Issuer hereby
designates the address from time to time of Embassy of Iceland, Tokyo, currently at 18-26,
Takanawa 4-chome, Minato-ku, Tokyo, Japan, as the address to receive such process and
any judicial documents.

Nothing in this Article 12 shall affect the right of the Joint Lead Managers to institute legal
action against the Issuer in any court of competent jurisdiction under applicable laws or to
serve process in any manner otherwise permitted by law.

Article 13. Notices

1.

All notices under the Agreement shall be made by registered airmail, facsimile or hand
delivery in the English language. All such notices shall become effective upon receipt
thereof. All notices to the Issuer shall be addressed as follows:

KAUPTHING BANK HF.
Borgartun 19
105 Reykjavik, Iceland
Attention: Group Treasury
Facsimile: 354-444-6119
All notices to the Joint Lead Managers shall be addressed as follows:
Daiwa Securities SMBC Co. Ltd.
8-1, Marunouchi 1-chome, Chiyoda-ku, Tokyo 100-8289, Japan
Attention: Capital Markets Department
Facsimile: 81-3-3286-1703
Nomura Securities Co., Ltd.
2-2, Otemachi 2-chome, Chiyoda-ku, Tokyo 100-8130, Japan
Attention: Capital Markets

Facsimile: 81-3-3271-5650
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2. Each of the Issuer and Joint Lead Managers may change its addresses set forth in the
preceding Paragraph by written notice given to the other parties hereto in the manner set
forth therein.

Article 14. Language

This Agreement is executed in 3 counterparts in the Japanese language to each of which an
English translation is attached. In the event of difference in meaning, the Japanese version shall
prevail.

IN WITNESS WHEREOF, at the place and as of the date hereinabove first written, this Agreement
has been executed by the Issuer and the Joint Lead Managers.

KAUPTHING BANK HF.

DAIWA SECURITIES SMBC CO. LTD.

NOMURA SECURITIES CO., LTD.
By its duly authorized attorney:
DAIWA SECURITIES SMBC CO. LTD.
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(Translation)

ANNEX

Kaupthing Bank hf.
Japanese Yen Bonds - First Series (2006)

CONDITIONS OF BONDS

These Conditions of Bonds shall apply to the issue of Kaupthing Bank hf. Japanese Yen Bonds -
First Series (2006) (the “Bonds”) pursuant to lawful authorisation by Kaupthing Bank hf. (the

“Issuer”).

1 Aggregate principal amount, Date of Issuance, Denominations and Form

Q) The aggregate principal amount of the Bonds is ¥50,000,000,000.

(2) The Bonds will be issued on October 20, 2006.

3) The Bonds are issued in the denomination of ¥100,000,000 each.

4) The Law Concerning Book-Entry Transfer of Corporate Bonds, Etc. (Law No. 75, 2001, as
amended) (the “Book-Entry Transfer Law”) shall apply to the Bonds and the bond
certificates therefor shall not be issued except in certain limited cases set forth in the
Book-Entry Transfer Law. The transfer of and other matters relating to Bonds shall be
dealt with in accordance with the Book-Entry Transfer Law and the business rules or other
rules of the Book-Entry Transfer Institution as set forth in Condition 5.

2 Status of the Bonds
The Bonds will constitute direct, unconditional, unsubordinated and (subject to the
provisions of Condition 3) unsecured obligations of the Issuer and rank pari passu without
any preference amongst themselves and with all other unsubordinated and unsecured
obligations of the Issuer, present and future.

3 Negative Pledge

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




Nothing in this Condition 3 shall prevent the Issuer or any Subsidiary of the Issuer, as the
case may be, from creating or permitting to subsist a Security Interest upon a defined or
definable pool of its assets including, but not limited to, receivables (not representing all of
the assets of the Issuer or any Subsidiary of the Issuer, as the case may be) (the “Secured
Assets”) which is or was created pursuant to any securitisation or like arrangement in
accordance with established market practice (whether or not involving itself as the issuer of
any issue of asset-backed securities) and whereby all payment obligations in respect of the
Relevant Indebtedness (other than any Excluded Indebtedness) of any person or under
any guarantee of or indemnity in respect of the Relevant Indebtedness (other than any
Excluded Indebtedness) of any other person, as the case may be, secured on, or on an
interest in the Secured Assets are to be discharged solely from the Secured Assets (or
solely from (i) the Secured Assets and (ii) assets of a person other than the Issuer or any
Subsidiary of the Issuer). For the purposes of these Conditions:

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

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

(ii) recourse to such borrower for the purpose only of enabling amounts to be claimed

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

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

“Government Entities” means any body, agency, ministry, department, authority, statutory
corporation or other entity of or pertaining to a member state of the European Economic
Area or the government thereof or any political subdivision, municipality or local
government thereof (whether autonomous or not);
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“Permitted Security Interest” means any security interest created by the Issuer or its
Subsidiaries over the whole or any part of their present or future assets or revenues where
such assets or revenues are comprised of the following (or are otherwise qualifying
collateral for issues of covered bonds pursuant to any relevant contractual arrangements
and/or specific provisions of the laws of Republic of Iceland (“Iceland”) relating to covered
bonds): (i) mortgage receivables; or (ii) receivables against Government Entities; or (iii)
asset-backed securities backed by any of the assets under paragraph (i) or (ii); or (iv) any
other assets permitted by Icelandic law to collateralise the covered bonds, in each case
provided that the creation of such security interest is pursuant to the relevant contractual
arrangements or, as the case may be, specific provisions of the laws of Iceland relating to
covered bonds applicable at the time of creation of such security interest;

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

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

“Subsidiary” means any entity whose affairs are required by law or in accordance with
generally accepted accounting principles applicable to Iceland (or, if applicable,
International Financial Reporting Standards) to be consolidated in the consolidated
accounts of the Issuer.

Appointment of Fiscal Agent and Issuing and Paying Agent and Non-
appointment of Commissioned Companies for Bondholders

Sumitomo Mitsui Banking Corporation (the “Fiscal Agent”) acts as fiscal agent and
issuing and paying agent of the Issuer in connection with the Bonds. The Fiscal Agent
shall perform the duties and functions provided for in these Conditions of Bonds and the
Fiscal Agency Agreement (the “Fiscal Agency Agreement”) dated October 13, 2006
between the Issuer and the Fiscal Agent. The Fiscal Agent is acting solely as agent of the
Issuer except as otherwise provided in these Conditions of Bonds and does not assume
any obligation towards or relationship of agency or trust for or with the Bondholders. A
copy of the Fiscal Agency Agreement together with these Conditions of Bonds shall be
kept at the head office of the Fiscal Agent and shall be made available for perusal or
photocopying by any Bondholder during normal business hours. All expenses incurred for
such photocopying shall be borne by the applicant therefor.

No commissioned companies for bondholders are appointed.

The Issuer may appoint a new fiscal agent and issuing and paying agent instead of the
Fiscal Agent by giving prior notice thereof to the Bondholders, provided the appointment of
the Fiscal Agent shall continue until the replacement fiscal agent and issuing and paying
agent is effectively appointed.
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The Issuer shall, without delay, appoint a replacement fiscal agent and issuing and paying
agent and give notice to that effect to the Bondholders if the Book-Entry Transfer
Institution (as defined in Condition 5) notify of the Issuer that the Fiscal Agent will be
disqualified from a designated issuing agent or paying agent.

Book-Entry Transfer Institution

Japan Securities Depository Center, Incorporated (the “Book-Entry Transfer Institution”)
acts as book-entry transfer institution (furikae kikan) of the Bonds.

Interest

The Bonds bear interest at the rate of 1.80% per annum of their principal amount for the
period from and including October 21, 2006, payable in Japanese Yen semi-annually in
arrears on April 20 and October 20 of each year in respect of the half year period to and
including the relevant interest payment date. Whenever it is necessary to compute an
amount of interest for a period of less than a half year, such interest shall be calculated on
the basis of the actual number of calendar days in a 365-day year.

The Bonds shall cease to bear interest after the date on which they become due for
redemption; provided, however, that should the Issuer fail to redeem any of the Bonds
when due, then the Issuer shall pay accrued interest on the unpaid principal amount in
Japanese Yen for the actual number of days of the period from but excluding the due date
to and including the date of the actual redemption of such Bond, computed by the method
applied to the case set forth in the second sentence of the first paragraph of this Condition
6 and at the rate specified in the first sentence of the first paragraph of this Condition 6.

Payments

Payment of principal and interest of a Bond shall be made to the Bondholder or, in the
case of a pledge being created over the relevant Bonds pursuant to the Book-Entry
Transfer Law, to the pledgee through the Book-Entry Transfer Institution (furikae kikan) or
the account management institution (kouza kanri kikan) with which the relevant
Bondholder or, as the case may be, the relevant pledgee, has opened its account to have
the Bonds recorded (collectively, the “Nearest Upper Institution”).

If any due date for payment of principal of or interest on the Bonds falls on a day which is
not a day on which banks are open for business in Japan (the “Business Day”), the
Bondholders shall not be entitled to payment of the amount due until the next following
Business Day and shall not be entitled to the payment of any further interest or other
payment in respect of such delay.

If the full amount of principal of or interest on the Bonds payable on any due date is
received by the Fiscal Agent after such due date, the Fiscal Agent shall notify, at the
expense of the Issuer and in accordance with Condition 13, the Bondholders of receipt of
such amount and payment method as soon as practicable but not later than 14 days after
receipt of such amount by it.
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Redemption and Purchase
Final Redemption

Unless previously redeemed or purchased and cancelled as provided in Condition 8(2) or
Condition 8(3), each Bond will be redeemed on October 20, 2009 at 100% of its principal
amount.

Redemption for Tax Reasons

The Bonds may be redeemed at the option of the Issuer in whole, but not in part, at any
time, on giving not less than 30 nor more than 60 days’ notice to the Fiscal Agent and, in
accordance with Condition 13, the Bondholders (which notice shall be irrevocable), if:

0] on the occasion of the next payment due under the Bonds, the Issuer has or will
become obliged to pay Additional Amounts (as defined in Condition 9) as a result of
any change in, or amendment to, the laws or regulations of a Tax Jurisdiction (as
defined in Condition 9) or any change in the application or official interpretation of
such laws or regulations, which change or amendment becomes effective on or
after October 13, 2006; and

(ii) such obligation cannot be avoided by the Issuer taking reasonable measures
available to it,

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

Prior to the publication of any notice of redemption pursuant to this Condition 8(2), the
Issuer shall deliver to the Fiscal Agent a certificate signed by two Directors of the Issuer
stating that the Issuer is entitled to effect such redemption and setting forth a statement of
facts showing that the conditions precedent to the right of the Issuer so to redeem have
occurred, and an opinion of independent legal advisers of recognised standing to the effect
that the Issuer has or will become obliged to pay such additional amounts as a result of
such change or amendment.

The Bonds redeemed pursuant to this Condition 8(2) will be redeemed at the following
redemption price together with interest accrued to (but excluding) the date of redemption:

on or before October 19, 2007
at 100.50% of the principal amount,

from and including October 20, 2007 to and including October 19, 2008
at 100.25% of the principal amount, and

from and including October 20, 2008 and thereafter
at 100.00% of the principal amount.

Purchase and Cancellation

The Issuer may at any time in any manner purchase any Bonds at any price in the open
market or otherwise and may at its option cancel or cause to be cancelled any Bond so
purchased except otherwise provided in the business rules or other rules of the Book-Entry
Transfer Institution.

Except as otherwise provided in these Conditions of Bonds, the Issuer may not redeem
the principal of the Bonds in whole or in part prior to the maturity date thereof.
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Taxation

All payments of principal, premium (if any) and interest in respect of the Bonds by the
Issuer will be made without withholding of or deduction for or on account of any present or
future taxes, duties, assessments or governmental charges of whatever nature imposed or
levied by or on behalf of any Tax Jurisdiction, unless such withholding or deduction is
required by law. In the event such withholding or deduction would be required, the Issuer
will pay such additional amounts (“Additional Amounts”) as shall be necessary in order
that the net amounts received by the Bondholder or, as the case may be, the pledgee in
respect of the Bond after such withholding or deduction shall equal the respective amounts
of principal and interest which would otherwise have been receivable in respect of the
Bonds in the absence of such withholding or deduction; except that no such Additional
Amounts shall be payable with respect to any Bond held by or on behalf of a person who is
liable for such taxes or duties in respect of such Bond by reason of his having some
connection with a Tax Jurisdiction other than the mere holding of such Bond or, as the case
may be, being a pledgee in respect of such Bond.

“Tax Jurisdiction” means Iceland or any political subdivision or any authority thereof or
therein having power to tax or any other jurisdiction or any political subdivision or any
authority thereof or therein having power to tax to which the Issuer becomes subject in
respect of payments made by it of principal and interest on the Bonds.

All references in these Conditions of Bonds to the principal of or interest on the Bonds shall
be deemed also to refer to any Additional Amount in respect thereof which may be payable
under Condition 8(2) or this Condition 9.

Prescription

The period of extinctive prescription shall be 10 years for the principal of the Bonds and 5
years for the interest on the Bonds when they become due.

Events of Default
The occurrence of any of the following events shall constitute an “Event of Default”:

Q) the Issuer shall fail to pay the principal amount of any of the Bonds whether at
maturity or upon previous redemption or otherwise for a period of 3 days after the
date when due; or

(2) the Issuer shall fail to pay any interest or Additional Amounts on any of the Bonds
for a period of 7 days after the date when due; or

3) the Issuer shall fail duly to perform or observe any other term, covenant or
agreement applicable to the Bonds and contained in the Bonds or the Fiscal
Agency Agreement (including these Conditions of Bonds) for a period of 30 days
after the date on which written notice of such failure, requiring the Issuer to
remedy the same, shall first have been given to the Fiscal Agent on behalf of the
Issuer by the Bondholders of not less than 10% in aggregate principal amount of
the Bonds then outstanding, provided that such Bondholders shall have presented
to the Fiscal Agent the certificates (the “Certificates”) issued by the Nearest
Upper Institution, certifying holding of the relevant Bonds; or




(4) if any borrowed money of the Issuer or any of its Principal Subsidiaries (as defined
below) is not paid when due or becomes (whether by declaration or automatically
in accordance with the relevant agreement or instrument constituting the same)
due and payable by reason of any default prior to the date when it would
otherwise have become due or any creditor of the Issuer or any of its Principal
Subsidiaries becomes entitled to declare any such borrowed money due and
payable by reason of any default or any facility or commitment available to the
Issuer or any of its Principal Subsidiaries relating to borrowed money is withdrawn,
suspended or cancelled by reason of any default of the company concerned,
provided that, for the purposes of this Condition 11(4), the borrowed money must,
when aggregated with all other borrowed money to which any part of this
Condition 11(4) applies, exceed U.S.$ 15,000,000 (or its equivalent in any other
currency); or

(5) if any order is made by any competent court or resolution passed for the winding
up or dissolution of the Issuer or any of its Principal Subsidiaries; or

(6) if the Issuer or any of its Principal Subsidiaries ceases or threatens to cease to
carry on the whole or a substantial part of its business, or the Issuer or any of its
Principal Subsidiaries stops or threatens to stop payment of, or is unable to, or
admits inability to, pay, its debts (or any class of its debts) as they fall due, or is
deemed unable to pay its debts pursuant to or for the purposes of any applicable
law, or is adjudicated or found bankrupt or insolvent; or

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

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

If any Event of Default shall occur and be continuing, then any Bondholder may, at its
option, declare that the principal of any Bond held by the Bondholder and the interest
accrued thereon (and Additional Amounts, if any, thereon) to be due and payable
immediately by presenting the Certificate, and giving written notice, to the Issuer or the
Fiscal Agent, and if any such Event of Default shall continue at the time of receipt of such
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written notice, the principal of such Bond and interest accrued thereon (and Additional
Amounts, if any) shall become immediately due and payable.

If an Event of Default with respect to the Bonds, or an event which, with the passing of time
or the giving of the notice, or both, would be an Event of Default, shall occur and be
continuing, the Issuer shall no later than the following Business Day after it becomes
aware thereof notify the Fiscal Agent in writing, and give notice to the Bondholders, of such
Event of Default or event.

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

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

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

For the purpose of this Condition 11, the Bonds then held by the Issuer or any Subsidiary
shall be disregarded and deemed not to be outstanding.

Merger, Consolidation, Sale, Conveyance or Lease

The Issuer will not merge or consolidate with, or sell, convey or lease all or substantially all
of its assets to any other corporation or entity, unless (i) either (A) the Issuer shall be the
surviving corporation in the case of a merger or (B) the surviving, resulting, transferee or
lessee corporation or entity (the “successor corporation”) (I) shall be a corporation or
entity organized and existing under the laws of Iceland or, if not a corporation nor entity
organised and existing under the laws of Iceland, shall agree to indemnify the
Bondholders against any taxes, duties, assessments or governmental charges of whatever
nature thereafter imposed on as a consequence of such consolidation, merger, sale,
conveyance or lease and (ll) shall expressly assume the due and punctual payment of the
principal of and interest (including Additional Amounts, if any, that may result due to
withholding by any authority having the power to tax to which the successor corporation is
or may be subject) on all the Bonds, according to their tenor, and the due and punctual
performance of all of the covenants and obligations of the Issuer under the Bonds, and the
Fiscal Agency Agreement, by supplemental agreement satisfactory to the Fiscal Agent, (ii)
the Issuer or such a successor corporation, as the case may be, shall not, immediately
after such merger, consolidation, sale, conveyance or lease, be in default in the
performance of any covenants or obligations, of the Issuer under the Bonds or the Fiscal
Agency Agreement nor shall any Event of Default, or any event which, with the passing of
time or the giving of the notice, or both, would become such an Event of Default, have
occurred and be continuing and (iii) the Issuer has delivered to the Fiscal Agent a
certificate signed by two duly authorized officers and an opinion of counsel each stating
that such merger, consolidation, sale, conveyance or lease and (in the case of (B) above)
the assumption by the successor corporation comply with this Condition 12(1) and that all
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conditions precedent provided for in this Condition 12(1) relating to such transaction have
been complied with.

Upon any merger, consolidation, sale, conveyance or lease as provided in Condition
12(1), the successor corporation shall succeed to and be substituted for, and may exercise
every right and power of and shall be subject to all the obligations of, the Issuer under the
Bonds and the Fiscal Agency Agreement, with the same effect as if the successor
corporation had been named as the Issuer therein and herein and, except in the case of
lease, the Issuer shall be released from its liability as obligor under the Bonds and the
Fiscal Agency Agreement; provided that any successor corporation shall have the right to
redeem the Bonds pursuant to Condition 8(2) only as a result of circumstances which
occur subsequent to such merger, consolidation, sale, conveyance or lease and as a
result of which the Issuer would have had such right if the Issuer had remained the obligor
on the Bonds.

If at any time from the date of an announcement by the Issuer of a decision taken by its
board of directors or an equivalent body or committee to enter into any merger,
consolidation, sale, conveyance or lease up to and including 30 Business Days following
the completion date of such merger, consolidation, sale, conveyance or lease, there is any
downgrading of the long-term credit rating (or equivalent rating) of the Issuer by any two of
the rating agencies designated by the Minister for Financial Service pursuant to Article 9-5
of Cabinet Office Ordinance Concerning Corporate Disclosure, etc. (the “Designated
Rating Agencies”) to BB+ (or equivalent rating) or below, then each Bondholder shall be
entitled, at his option, to require the Issuer to redeem any Bonds held by such Bondholder.
Such redemption shall take place on the first interest payment date following the date
falling 6 Business Days from the Put Option End Date (as defined below) together with the
payment for interest payable on such interest payment date. The Issuer shall use its best
endeavours to procure that any two of the Designated Rating Agencies make such a
public announcement stating the Issuer's long-term credit rating (or equivalent) no later
than 30 days from the completion date of the merger, consolidation, sale, conveyance or
lease as appropriate.

To exercise this redemption entitlement in accordance with this Condition 12(3), the
Bondholder shall give notice to that effect to the Fiscal Agent on behalf of the Issuer
through the Nearest Upper Institution no later than the date (the “Put Option End Date”)
falling 30 days from the date of the announcement of the downgrading by any two of the
Designated Rating Agencies, whichever occurs later.

Notices

Notices to the Bondholders shall be valid if published in the Japanese Official Gazette
(kampo), if possible, and in a daily Japanese newspaper published in both Tokyo and
Osaka reporting on general affairs (which is expected to be the Nihon Keizai Shimbun).
Any such notice shall be deemed to have been given on the date of such publication or, if
published more than once or on different dates, on the first date on which publication is
made, as provided above.

Direct notification to individual Bondholders need not be made. Such public notices to be
given by the Issuer shall, upon the request and at the expense of the Issuer, be given by
the Fiscal Agent on behalf of the Issuer.
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Bondholders’ Meeting

The Issuer shall convene a Bondholders’ meeting to consider any matters which relate to
the interests of Bondholders in the event: that Bondholders holding at least one tenth
(1/10) of the aggregate principal amount of the Bonds then outstanding, acting either
jointly or individually, so request in writing to the Fiscal Agent at its Head Office, provided
that such Bondholders shall have presented to the Fiscal Agent the Certificates; or that the
Issuer should deem it necessary to hold a Bondholders’ meeting.

When a Bondholders’ meeting is to be convened, the Issuer shall give public notice of the
Bondholders’ meeting at least 21 days prior to the date of such meeting; and ensure that
the Fiscal Agent, on behalf of the Issuer, shall take the steps necessary for the
convocation of the Bondholders’ meeting and to expedite the proceedings thereof.

The Bondholders may exercise their vote by themselves at the relevant Bondholders’
meeting, by proxy, or in writing pursuant to the rules established by the Issuer or the Fiscal
Agent on behalf of the Issuer. At any Bondholders’ meeting, each Bondholder shall have
voting rights in proportion to the principal amount of the Bonds held by him; provided,
however, that the Certificates shall have been presented to the Fiscal Agent at its Head
Office, at least 7 days prior to the date set for such meeting and to the Issuer or the Fiscal
Agent at such meeting, on the date thereof; and, provided, further, that the Bondholder
shall not make an application for book-entry transfer or an application for obliteration of the
Bonds unless he returns the Certificate so issued to the Nearest Upper Institution.

Resolutions at such Bondholders’ meeting shall be passed by a majority vote of the voting
rights of the Bondholders present at such meeting; provided, however, that Extraordinary
Resolution is required with respect to the following items:

€) a grace of payment, an exemption from liabilities resulting from a default, or
settlement, to be effected with respect to all the Bonds;

(b) a procedural act, or all acts pertaining to bankruptcy or similar proceedings to be
made with respect to all the Bonds;

(c) an appointment of a representative to carry out a resolution passed; and

(d) sanctioning of the Security Interest or arrangement provided pursuant to Condition
3 (b).

“Extraordinary Resolution” means a resolution passed at a Bondholders’ meeting by
one-fifth (1/5) or more of the votes representing the aggregate principal amount of the
Bonds then outstanding and two-thirds (2/3) or more of the votes of the Bondholders
present at such meeting.

For the purposes of calculating the number of votes exercised at a Bondholders’ meeting,
the Bondholders who have exercised their votes by proxy or in writing shall be deemed to
have attended and voted at such meeting.

The resolution passed pursuant to (3) of this Condition shall be binding on all the
Bondholders whether present or not at such Bondholders’ meeting to the extent permitted
by the applicable Japanese law, and shall be carried out by a representative appointed by
the Bondholders at the meeting pursuant to (3)(c) of this Condition.

For the purpose of this Condition 14, the Bonds then held by the Issuer shall be
disregarded and deemed not to be outstanding.

10



(6)

15

16

17

All expenses necessary for the procedures under this Condition 14 shall be borne by the
Issuer.

Registration Book

The registration book for the Bonds shall be prepared and administered by the Fiscal
Agent on behalf of the Issuer, and kept at its Head Office.

Currency Indemnity

In the event of a judgment or order being rendered by any court for the payment of the
principal of or interest on the Bonds, and such judgment or order being expressed in a
currency other than Japanese Yen, any amount received or recovered in such currency by
any Bondholder in respect of such judgment or order shall only constitute a discharge to
the Issuer to the extent of the amount received or recovered by such Bondholder in
Japanese Yen and the Issuer undertakes to pay to such Bondholder the amount necessary
to make up any deficiency arising or resulting from any variation in rates of exchange
between (a) the date as of which any amount expressed in Japanese Yen is (or is to be
treated as) converted into such currency for the purposes of any such judgment or order,
and (b) the date or dates of discharge of such judgment or order (or part thereof). To the
extent permitted by any applicable law, the above undertaking shall constitute a separate
and independent obligation of the Issuer from its other obligations, shall give rise to a
separate and independent cause of action against the Issuer, shall apply irrespective of
any indulgence granted by any Bondholder from time to time and shall continue in full force
and effect notwithstanding any judgment or order.

Governing Law and Jurisdiction
The Bonds are governed by, and shall be construed in accordance with, the laws of Japan.

Except otherwise provided in these Conditions of Bonds, the place of performance of
obligations pertaining to the Bonds is Tokyo, Japan.

Any legal action or other court procedure against the Issuer arising from or relating to the
Bonds or these Conditions of Bonds may be instituted in the Tokyo District Court, to the
jurisdiction of which the Issuer hereby expressly, unconditionally and irrevocably submits.

The Issuer hereby designates the address from time to time of Embassy of Iceland, Tokyo,
currently at 18-26, Takanawa 4-chome, Minato-ku, Tokyo, Japan, as the address for the
purpose of accepting service of process and other court documents in Japan in connection
with any such legal action or other court procedure arising from or relating to the Bonds or
these Conditions of Bonds that may be instituted in Japan from time to time and appoints
Icelandic Ambassador to Japan from time to time, as its authorised agent to accept such
service of process.

The Issuer agrees to take, from time to time and so long as any of the Bonds shall remain
outstanding, any and all action (including the execution and filing of any and all documents
and instruments) that may be necessary to effect and to continue such appointment and
designation in full force and effect. If at any time such agent shall not, for any reason,
serve as such authorised agent, the Issuer shall immediately appoint, and it undertakes to
take any and all action that may be necessary to effect the appointment of, a successor
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authorised agent in Tokyo, Japan. The lIssuer shall notify the Fiscal Agent of the
appointment of such successor agent and give a public notice thereof to the Bondholders.

Nothing in this Condition 17 shall affect the right of the Bondholders to institute legal action
against the Issuer in any court of competent jurisdiction under applicable laws or to serve
process in any manner otherwise permitted by law.

Modifications

Certain modifications and amendments to these Conditions of Bonds may be made without
the consent of any Bondholder, only for the purpose of curing any ambiguity, or of
correcting or supplementing any defective provisions contained therein, adding covenants
for the benefit of the Bondholders, surrendering rights or powers conferred on the Issuer,
effecting succession or assumption as a result of a merger or similar transaction (but
subject to Condition 12), or in any other manner which the Issuer may deem necessary
and desirable and which will not materially adversely affect the interest of the Bondholders
or the Fiscal Agent. Any such modifications or amendments shall be notified to the
Bondholders at the expense of the Issuer and in accordance with Condition 13 as soon as
practicable thereafter.
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