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Honoured guests
2017 was an eventful and successful year for
Íslandsbanki. Actually, it was a year of significant
change, as the Bank left its former headquarters
at Kirkjusandur after 20 years there and moved to
Norðurturn in Kópavogur. So it is especially gratifying to welcome you here today. The Bank changed
its organisational structure during the year, and a
vast amount of work has been invested in new core
systems to prepare Íslandsbanki even better for the
technological challenges that lie ahead.
The Bank’s after-tax profit for 2017 totalled ISK
13.2bn, and its return on equity was 7.5%. The profit
from core operations was ISK 13.8bn. Customer
loans grew by 9.8% during the year and were well
distributed across the Bank’s business units.

Icelandic economy well balanced
The past year has been favourable not just for
Íslandsbanki, but for the Icelandic economy as a
whole. After several years of rapid growth, developments in GDP suggest that Iceland has reached the
top of the business cycle. The tourism boom dating
from the start of this decade is the main contributor
to the past few years’ surge in export revenues and
sizeable trade surplus.
Unemployment has been low, and inflation has
been in line with the Central Bank’s inflation target.
Even though forecasts provide for more modest
output growth in the next few years as growth in
tourism, private consumption, and investment
eases, it is considered highly likely that the domes2

tic economy will rebalance successfully after the
upswing. It is therefore important that we utilise the
investment that we have already made while building up the economy.
Furthermore, more moderate private sector growth
gives the authorities a chance to step up investment in infrastructure without jeopardising stability.
The economy now stands on a firmer foundation,
thanks to declining public and private sector debt.
Iceland’s external assets now outweigh its external
liabilities. This will deliver increased well-being for
Icelanders over time.
Of particular note is the progress made in reducing Government debt, which totalled some ISK
1,500bn in 2012 and has been lowered by nearly
ISK 600bn in the past five years. The outlook is for
further deleveraging in the years to come, if the
most recent projections are borne out. This will
reduce interest expense, which is still too high and
constitutes a large share of Treasury expenditure.
The improving position of the economy as a whole
affects the banks’ operating environment, as can
be seen in rising credit ratings and more favourable terms in foreign credit markets.

Bank tax
We who work in the banking sector have probably begun to sound like a broken record when we
mention the bank tax, but there is urgent need to
keep the topic in the spotlight, as more and more
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observers have begun to realise. It is appropriate and just that all should pay their taxes, but we
have pointed out regularly that taxes and levies on
Icelandic financial institutions are among the highest in the world. Financial institutions’ tax burden is
four times heavier in Iceland than in neighbouring
countries.
In 2017, the Bank paid ISK 9.5bn in tax, including ISK
4.5bn in bank tax and other special taxes. A financial
administration tax is levied on wages paid by Icelandic banks, and a special tax is imposed on profits in
excess of ISK 1bn. And on top of this is the bank tax,
which is currently just under 0.4% of the banks’ total
liabilities in excess of ISK 50bn. All of these are in
addition to regular income taxes, wage taxes, and
other conventional taxes.
It is disappointing that the authorities have not
yet lifted this uniquely Icelandic bank tax already,
as was the plan at the time it was introduced as
a temporary measure. In 2018, the bank tax is
expected to generate ISK 9.2bn in revenues for
the State. This heavy tax burden erodes the banks’
competitive position, which is extremely unfortunate at a time when competition has never been
stiffer – from Icelandic and foreign fintech companies and tax-free entities in the shadow banking
sector.
It is our hope that the authorities will realise just
what is at stake for the Government, as owner
of Íslandsbanki, when the time comes to sell the
Bank. The bank tax cuts into the Bank’s profits and
reduces its value, and it could deter desirable longterm investors when the time comes for the Bank
to be sold.
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The future of the banking system
At the beginning of this year, a committee on the
structure of Iceland’s banking system published its
proposals. The proposals, which include a number
of positive ideas, emphasise how radically the financial markets’ operational framework has changed
since the 2008 financial crisis. Among the ideas
presented there is the separation of investment
banking activities within the banks. Here at Íslandsbanki, we have been ready and willing to discuss all
such ideas so as to limit the risk attached to investment banking operations.
In response to the proposals, a task force was established and entrusted with issuing a white paper on
the financial system. The white paper is supposed to
encapsulate the authorities’ vision and policy on the
financial system. It is our hope that the task force’s
findings enhance the public’s understanding of and
confidence in the financial system.
When we discuss the future of Iceland’s three
large commercial banks, we must not forget that
Íslandsbanki has its origins in private banks that
were merged into a single entity before the other
two big banks were privatised. As a result, we are
keenly interested in putting the Bank on the market
as soon as possible. We hope that this view, which
reflects the Board’s position, is clearly expressed
when the white paper is published later this year.

Board activities
The work carried out by Íslandsbanki’s Board of
Directors in 2017 was conventional in nature. The
Board met 24 times, including eight teleconferences. During the year, the Board placed particular emphasis on familiarising itself with the Bank’s
risk management activities and set up educational

meetings on topics such as upcoming technological
changes and the impact of new regulatory requirements on financial institutions’ operations. The
Board sub-committees — the Audit Committee,
All-Risk Committee, and Governance, Employment
Terms, and Human Resources Committee — held a
total of 28 meetings.
It is sometimes said that the boards of supervised
financial companies spend the bulk of their time
ensuring compliance with laws, rules, and guidelines and that they neglect their policy formation
role. There is probably some truth in this. This is why
the Board of Íslandsbanki has increasingly taken
direct part in formulating the Bank’s long-term
policy and will continue to do so in the future.

New regulatory instruments
Major changes in the financial markets are in the
offing, with the implementation of new regulatory
provisions. With the PSD2 Directive from the EU,
merchants will be authorised to ask customers for
permission to use their banking information and
can thereby compete in offering banking services.
We have already seen fintech companies enter the
market aggressively. Íslandsbanki has prepared
itself well for this and has already begun to adapt
its services to these changes and to increased
competition. We also anticipate major changes
with the implementation of the MiFID II Directive,
whose objective is to develop and ensure efficiency
and transparency in the financial markets, as well
as increasing oversight and enhancing investor
confidence. These directives and others still in the
pipeline with have a profound impact on banking
activities in the near future.
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Equal rights and improved workplace culture
Íslandsbanki has been recognised for its "excellence in corporate governance” four years in a row.
Its executives follow a set of rules that ensure that
the Bank is operated responsibly. This award has
encouraged us to continue on that path.
Equal rights have also been a salient topic in the
Bank, as it is of vital importance to Board and
management alike to create equal opportunities
for all employees, regardless of gender. It is beyond
doubt that increased gender equality is of benefit
to all, as has been seen in corporate boards of directors since legislation on gender quotas entered into
force. We must follow up on this trend and ensure
that it extends to the management of Icelandic
companies. Greater diversity increases the value
of human resources. Equal pay certification is
another positive and important development in the
battle for equal rights, and this work has borne fruit
within the Bank. It has been healthy and positive
for management to review these matters in depth.
The recent discourse on gender-based discrimination has been addressed in the Bank, as it has
been throughout Icelandic society. Employees
have been reminded of the Bank’s rules, policies,
and actions to combat bullying, sexual and genderbased harassment, and violence. The CEO and
senior management of the Bank have held staff
meetings to discuss these issues. Initially, meetings were held with women in the Bank, and then
meetings were organised under the name “barber
shop”, where men got together to discuss genderbased discrimination. Such meetings will be held
in the months to come, as they have been very well
received to date. It is as clear as day that violations
of the Bank’s rules on equality and discrimination
will not be tolerated. We are all jointly responsible
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for ensuring that our workplace and our workplace
culture are exemplary, and that they are based on
mutual respect among colleagues.

increased by 5%, apart from the remuneration for
chairing committees, for which an increase from ISK
25,000 to ISK 30,000 is proposed.

Proposals for the Annual General Meeting
In accordance with the Act on Public Limited
Companies and the Act on Financial Undertakings,
proposals have been presented for consideration
by this meeting. First of all, the Board of Íslandsbanki proposes that shareholders be paid a dividend of ISK 13bn on last year’s profit. The Bank’s
long-term policy is to maintain a dividend payout
ratio of 40-50%, but a larger dividend is proposed
because of the Bank’s strong capital position.
According to the proposal, the Board is authorised
to call an extraordinary shareholders' meeting later
this year, where a proposal concerning an extraordinary dividend may be presented.

Fifth, it has been proposed that the Bank's employment terms policy remain unamended. According
to the employment terms policy, the employment
terms of the CEO, managing directors, and Board
members are to be laid down at the Annual General
Meeting. In this context, further information can be
found in Note no. 16 on pages 31-32 of the consolidated financial statements.

Last year, Íslandsbanki issued a subordinated bond
in the amount of SEK 750m, the equivalent of ISK
9.3bn. The aim of the issue was to improve the
Bank’s funding structure. The objective is to use
a portion of the issuance proceeds for an extraordinary dividend, provided that the Bank’s capital
and liquidity remain strong. It is important to exercise caution, however, and timing is therefore a key
factor.
Second, Icelandic State Financial Investments,
which administers the State’s holding in the Bank,
proposes that the current Board members and
alternates be re-elected. Third, it is recommended
that Ernst & Young be kept on as auditors of the
Bank’s accounts.
Fourth, a proposal for remuneration to Members
of the Board for the upcoming term has been
presented. It is proposed that remuneration be

Thanks and concluding remarks
I would like to take this opportunity to thank all of
those who have collaborated with Íslandsbanki this
year. I would like to mention in particular the board
and staff of Icelandic State Financial Investments,
the staff of the Financial Supervisory Authority
and the Central Bank, and last but not least, auditing firm Ernst & Young. I would also like to thank
Íslandsbanki’s customers for their confidence
and loyalty. And on behalf of the Board, I want to
extend my warmest thanks to the Bank’s management and staff for their ambitious and successful
efforts during the year. Special thanks go to CEO
Birna Einarsdóttir for an outstanding collaborative relationship; we are all familiar with her strong
leadership as she directs the Bank’s day-to-day
activities. In coming years, we will continue to work
together as we strengthen our Bank and improve
even further the service we provide our customers.

