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This is Íslandsbanki

This is Íslandsbanki
A leader in financial services in Iceland, Íslandsbanki is a universal bank with a proven strategy.
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Bank of the year 2014, 2016, 2017
ICELAND
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Leading the
Icelandic Customer
Satisfaction Index for
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2013-2016

consecutive
years

Key figures for 2017

Employees

91%

ROE (Regular operations)* 10,3%
Cost / Income

62.5%

Total Capital Ratio

24.1%

Total Assets

EUR 8.3bn

Credit ratings

BBB+/A-2

861

Job satisfaction
Among Íslandsbanki's
employees

Number of FTE's for
parent company at end
of 2017

4

Driven by the vision to be #1 for service, our relationship
banking business model is propelled by three business
divisions that manage and build relationships with our
customers. A clear focus is on growth, simplifying our
operations and unify our objectives with society - or as we
like to say it - we MULTIPLY, SIMPLIFY and UNIFY.

Market share

Ways to bank

Individuals

65.000

32%

SMEs
training courses a
year per employee

Self-service
branch

14

Branches

Users

54
ATMs

109,000

online banking

Personal Banking
Provides customers with
comprehensive banking services
through digital channels and a
modern nationwide branch network.

Business Banking
Responsible for service to SMEs in
the Bank's branches, as well as Ergo,
Íslandsbanki's asset based financing
unit.

Corporate and Investment Banking
Provides comprehensive financial
services to investors and large
companies, including lending,
securities and currency brokerage,
corporate advisory services, private
banking services, and sales of
hedging instruments.

FOR
INDIVIDUALS

FOR
SMEs

FOR LARGE COMPANIES
AND INVESTORS

BBB/F3

3

Large
companies

36% 32%

Stable outlook

Stable outlook

APP users

1

*Return from regular operations on normalised CET1 of 15%, adjusted for risk free interest on excess capital. Earnings from regular operations is defined as earnings excluding one-off items e.g. bank tax , net valuation
changes from the loan portfolio, fair value gain deriving from changes in classification of assets, costs associated with one-off costs and the impairment of goodwill, and net earnings from discontinued operations

Two Íslandsbanki
employees travel to Sierra
Leone for relief work with
Aurora Charity Fund

Íslandsbanki changes
organisational
structure

July

June

Report on
revitalisation of
Suðurnes housing
market published

Íslandsbanki
named Bank of
the Year by The
Banker

August

Íslandsbanki publishes
report on local
government sector

Thirteen
students receive
scholarships from
Íslandsbanki

Fitch Ratings
upgrades
Íslandsbanki
to BBB/F3

Thousands of
Icelanders participate
in Íslandsbanki's
Champions Month

Kass voted
best Icelandic
app at IceWeb
conference

New, renovated
Laugardalur branch
opened

Íslandsbanki
publishes tourism
industry report

Kea
hotels

September

Íslandsbanki and the City of
Reykjavík sign agreement on
residential construction at
Kirkjusandur

One of the
largest private
equity deals in
the Icelandic
unlisted market
in 2017, handled
by Íslandsbanki.

Íslandsbanki issues SEK
750m Tier 2 subordinated
bond

Kreditkort app
launched
2018

Íslandsbanki
publishes housing
market report
Íslandsbanki Research
presents macroeconomic
forecast at annual Finance
Forum

Íslandsbanki donates
numismatic collection
to Central Bank and
National Museum
Íslandsbanki advises
Vodafone on
aquisition of 365

My Challenge advertising
campaign receives ÁRA
award at ÍMARK Day

December

Íslandsbanki conducts
tender offer to buy
back EUR 150m of its
outstanding July 2018 bond

April

March

Íslandsbanki
leaves former HQ
at Kirkjusandur

10 ideas
selected
for Startup
Tourism

Íslandsbanki Reykjavík
Marathon held; recordbreaking ISK 118m pledged
to charitable causes

May

February

Íslandsbanki receives
international information
security certification

Íslandsbanki publishes
Icelandic fishing
industry report

November
S&P upgrades
Íslandsbanki to
BBB+/A-2

October

2017

Housing report by
Reykjavík Economics
and Íslandsbanki
published

January

Declaration on
responsible
tourism signed

Norðurturn voted the most
progressive branch in
Iceland by The Financial
Brand

EIK
Íslandsbanki
completes move to
new headquarters in
Norðurturn

Íslandsbanki leads
Icelandic Customer
Satisfaction Index
for fifth consecutive
year in 2017

Largest commercial
bond issue in Iceland
in 2017 handled by
Íslandsbanki

Highlights 2017
Try clicking on the pictograms
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To our stakeholders

Chairman's statement
Íslandsbanki had an eventful and a favourable year in 2017. The Bank's operations were
successful, and a variety of innovations and improvements have been put in place. At the
same time, the Bank's operating environment has continued to improve. The domestic
economy has strengthened, capital controls have been lifted, and foreign markets are
broadly stable, all of which have had a positive impact on the funding terms available to
the Bank. Parliamentary elections were held towards the end of the year, and the new
Government oversaw the passage of a fiscal budget authorising the sale of the State's
holding in Íslandsbanki. Hopefully, the process will be started as soon as possible, and in
an ambitious, transparent, and professional manner.
Icelandic economy well balanced
After a strong upswing lasting several years,
developments in GDP growth suggest that
Iceland has reached the top of the business

private consumption, and investment eases,
it is considered quite likely that the domestic
economy will rebalance successfully after
the upswing. It is therefore important that we

cycle. Output growth measured 4.1% in 2017,
just over half the growth rate in 2016. Import
growth has far outpaced export growth, and
private consumption contributes much more
to GDP growth than before.

utilise the investment that we have already
made while building up the economy.
Furthermore, more moderate private sector
growth gives the public sector 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 over
the course of the decade. Iceland's external
assets now outweigh its external liabilities,
which will deliver increased well-being for
Icelanders over time.

The tourism boom dating from the start
of this decade is unequivocally the main
contributor to the recent surge in export
revenues and the sizeable trade surplus.
The Icelandic economy has flourished in
the past few years, with low unemployment
and inflation at or below the Central Bank's
inflation target. Even though forecasts
provide for more modest output growth
in the next few years as growth in tourism,
6

There are a great number of opportunities
for growth in Iceland's key economic
sectors. Íslandsbanki has served the
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fishing industry ever since its predecessor

are borne out. This will further reduce

was founded in 1875. Trawler operations
began soon thereafter, with the Bank's
direct involvement. Serving the fishing
industry is therefore an important part of
the Bank's history, and it is gratifying to see
how Icelandic firms are working to enhance
export values in this important sector.
Íslandsbanki seeks to maintain its close ties
to the fishing industry and other sectors
with which it collaborates, in line with its
dedication to supporting innovation in the
Icelandic economy.

interest expense, which is still far too high
and constitutes a large share of Treasury
expenditure.

Treasury position improving
Íslandsbanki's credit ratings were upgraded
during the year by S&P Global Ratings and
Fitch Ratings, to BBB+/A-2 and BBB/F3,
respectively. As a result of the upgrades,
which were based on positive developments
in the Icelandic banks' operating
environment, the terms offered to the Bank
in foreign credit markets have improved.
Iceland's sovereign credit ratings were also
upgraded by S&P and Fitch, owing to the
strengthening of the domestic economy and
reductions in public debt. This is extremely
favourable, as Treasury debt has declined
significantly. It totalled some ISK 1,500bn
in 2012 and has been reduced by nearly
ISK 600bn in the past five years, and the
outlook is for further deleveraging in the
years to come, if the most recent projections

7

"Equal rights are important to
Íslandsbanki, as they are to Icelandic
society as a whole. Employee
diversity is an absolute prerequisite
for strong business operations, and it
is beyond doubt that gender equality
benefits everyone"
Special bank taxes erode competitive
position
Fair taxation is a foundation for successful
business operations. It is appropriate and
just that everyone should pay their taxes, but
as we have pointed out regularly, 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 special bank 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 Bank's
total liabilities in excess of ISK 50bn. All of
these are in addition to regular income taxes,
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payroll taxes, and other conventional taxes.
It continues to disappoint that the
authorities have not yet lifted the bank tax,
as was the intention when 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 erodes the
Bank's 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.

bonds abroad, thereby taking a large step
towards improving its funding structure.
Therefore, opportunities to reduce the
Bank's capital do exist, but this must be done
carefully so as not to weaken its balance
sheet. Íslandsbanki paid ISK 37bn in
dividends in 2016 and ISK 10bn in 2017.

Equality is of vital importance to the Bank as
can be seen in the relatively equal gender
distribution among the Bank's executive
staff. In our company culture, equal rights
is one of the Bank's key social responsibility
projects.

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
Íslandsbanki's profits, reduces its value, and
acts as a deterrent to sensible and desirable
long-term investors.
Improved funding structure
The capital position of Iceland's banks is a
frequent topic of discussion, and the idea
of reducing their capital has surfaced.
Íslandsbanki's capital position is indeed
strong, and efforts to build up the Bank with
a sound loan portfolio have been successful.
In 2017, Íslandsbanki was the first Icelandic
bank since 2008 to issue subordinated

8

Sound governance and equal rights
Íslandsbanki has been recognised for
“excellence in corporate governance” four
years in a row. Its executives follow a set of
rules that ensure that the Bank is operated
responsibly. Receiving this recognition of its
governance practices encourages the Bank
to continue on this successful path.
Equal rights are important to the Bank,
as they are to Icelandic society as a
whole. Employee diversity is an absolute
prerequisite for strong business operations,
and it is beyond doubt that gender equality
benefits everyone.
Íslandsbanki has been at the forefront of
equal rights in Iceland for years. Among
other things, the Bank has received the
Equal Rights Incentive Award and has been
awarded the gold standard for wage equality
by PwC.

In closing, I would like to thank Íslandsbanki's
employees for their collaboration in 2017, a
year of development and solidification within
the Bank. It has been extremely inspiring to
see the vigour and dedication of our highly
talented staff.
Human resources strategy

Ownership structure

Corporate governance
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CEO's address
2017 was certainly a transformative year for Íslandsbanki. We introduced a new
organisational structure, completed the move to our new headquarters, and revamped
the Bank’s core systems. We continued to prepare the Bank for a new international
regulatory framework, new technological challenges, and the prospect of new
competitors in the market. We saw our credit ratings upgraded, and we took even
further steps towards a more economical funding structure, with the first foreign
subordinated bond issue by an Icelandic financial institution since 2008. In spite of
these major changes, the Bank's operations remained stable, with profit totalling ISK
13.2bn and returns on core operations measuring 10.3%, in line with set targets. The
Bank retained its position as Iceland's front-runner in customer service during the
year leading the Icelandic Customer Satisfaction Index for fifth consecutive year and
topping the rankings in most categories of service surveys carried out among individuals
and companies, and was selected Bank of the Year in Iceland by The Banker. In 2018 we
look forward to rolling out a number of innovative services that will be beneficial for our
customers.
New organisational structure, revamped
systems, and completed move to new
headquarters
The Bank's new organisational structure
features three business-generating divisions
that serve our customers: Personal Banking,
Business Banking, and Corporate Banking.
Our aim is to tailor our organisational
structure to the changed needs of our
customers and offer them even better
banking services. The changes have been
successful, and we can already see increased
opportunities for growth and advancement.
In October 2017, we completed the move to
9

our new headquarters in Norðurturn, where
we brought operations from four separate
locations together under one roof. We
have settled in, and today we carry out our
day-to-day tasks in an activity-based work
environment, which has proven successful
and has given our employees the flexibility
to work in the environment that suits them
best for each project. Job satisfaction levels
are high at Íslandsbanki, as they have been in
recent years, and we can feel the increased
vitality among our staff members.
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The Bank took a major step in deciding to
overhaul its core systems, which are due to
be relaunched early 2018. This enormous
project, which is being carried out in
cooperation with RB (the Icelandic Bank's
Data Centre), is nearing completion, and the
new core systems will be more efficient and
will help us to adapt to a changing business
environment.

At the same time, we are constantly seeking
ways to provide our customers with service
that simplifies their banking activity. Today,
for example, individuals can do nearly all
of their banking by mobile phone, with
the Íslandsbanki app, which now offers
the possibility to apply for and to change
overdraft authorisations, among other
features. And a large number of customers
use Kass, the payment app selected the
best Icelandic app at the 2017 IceWeb
conference. The newest addition to our suite
of apps is the Kreditkort app, with which
users can track their credit card usage in real
time, obtain a PIN number, and have their
card frozen.

corporate market, and its market share in
lending to SMEs grew to 36% by year-end
2017. This group includes firms from greater
Reykjavík and regional Iceland in roughly
equal measure, with 45% of new loans from
the Business Banking division granted to
corporate borrowers outside the capital area.
Furthermore, the Bank has collaborated
successfully with Iceland's largest
companies, with new loans to this customer
group totalling ISK 129bn during the year,
up from ISK 116bn in 2016. Total lending to
individuals and firms grew by 8% in 2017.

"2017 was a productive and
rewarding year for Íslandsbanki.
We continued to prepare the Bank
for a new international regulatory
framework, new technological
challenges, and the prospect of new
competitors in the market"
Satisfied customers
In recent years, we have developed our
vision of making Íslandsbanki #1 for service,
and our staff members have given their all
to make this commitment a reality. For five
years in a row, Íslandsbanki's customers
have been the most satisfied in the country,
according to the Icelandic Customer
Satisfaction Index, and for the third time the
Bank was named Iceland's Bank of the Year
by The Banker. We are extremely grateful
for this recognition, which encourages us
to continue on the same path and perform
even better in the future. It is always a
challenge to take something that is already
good and make it outstanding.

10

Íslandsbanki's net promoter scores (NPS),
which measure the likelihood that customers
will recommend the Bank to friends or
acquaintances, is at their highest since
2008. The NPS is becoming the most-used
service recommendation metric in the
world. Among individuals, the Bank ranked
11 points above its closest competitor, and
among small and medium-sized enterprises
(SMEs) it is 27 points above the secondhighest bank. Executives from Icelandic
companies report that Íslandsbanki provides
excellent service and quality advice and
that its employees familiarise themselves
thoroughly with firms' operations.
Diversified corporate market
Íslandsbanki has been a leader in the

Loans have been granted to a wide variety of
corporate borrowers through the years, and
risk on the loan book is well diversified. The
tourism industry was most prominent in the
loan book in 2017, followed by real estate and
fishing companies.
2017 was a busy time for Íslandsbanki
Corporate Finance, which completed
16 projects during the year, including
overseeing the sale of Keahotels, Iceland's
largest hotel chain, and acting as advisor
for Vodafone’s purchase of 365 Media's
assets. A number of other irons are in the fire,
and we look forward to completing these
projects with our customers in the new year.
The Bank's securities and currency
brokerage staff were also busy during
the year, with covered bond issuance
approaching ISK 42bn. The brokerage unit
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oversaw bond issues for real estate company

use digital channels to conduct their own

Eik fasteignafélag (just under ISK 10bn)
and hotel operator Íslandshótel (just under
ISK 3bn). The derivatives desk was busy as
well, and we anticipate a strong year for the
Bank's brokerage services.

banking wherever and whenever they need.
We intend to continue on this path and
introduce even more innovations in 2018.
Demand for Íslandsbanki mortgages was
brisk in 2017, both for new purchases and
refinancing of existing debt. Mortgage
interest rates are now more favourable than
they have been in years, and despite stiff
competition in the mortgage lending market,
the Bank has retained its market share. We
are the market leader for first-time buyers,
offering them a special supplemental loan to
bridge the financing gap.

Ergo, the Bank's asset financing arm, had
its strongest lending year to date. Survey
results have shown that Ergo is customers'
first choice in asset based financing. The
average age of Iceland's motor vehicle fleet
has been falling, which is good news for the
environment and for traffic safety, and more
favourable terms for customers have greatly
simplified motor vehicle financing.
Banking in your pocket
The individual banking services environment
is changing radically at present, with the
regulatory framework expanding year by
year. With the entry into force of a new
regulation, banks are required to give other
companies access to the banking system's
core infrastructure. As a result, we will
see increased competition from fintech
companies in the coming term, which will
be beneficial for consumers. Íslandsbanki
has responded strongly to this change.
In 2017, we had over 20 million contacts
with our customers, most of them through
digital communication channels. With the
many innovations we have launched, we
foresee that our customers will be able to
11

As we build up our digital channels, we place
strong emphasis on providing individuals
and firms with top-flight service in our 14
branches. We are proud of the expertise of
our employees, who assist our customers
with decisions large and small.
Íslandsbanki's branch network is the most
efficient in Iceland. In 2017 the Bank opened
its new, renovated Laugardalur branch after
merging two branches. The Laugardalur
branch's cutting-edge design, like that in
the Norðurturn and Grandi branches, marks
a new approach in banking services and
has drawn considerable attention. Among
other things, Norðurturn was voted the most
progressive branch in Iceland in 2017 by The
Financial Brand.
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Continued strong core operations and
stable fee and commission income
Even though 2017 was a year of development and change, the Bank generated
excellent returns, with year-2017 profits
totalling ISK 13.2bn, returns on core activities
measuring 10.3%, and fee and commission
income totalling ISK 13.8bn. Loan portfolio
quality has continued to improve, and our
non-performing loan ratio was 1.0% at the
year-end.

investments, the housing market, and even
finance in football. We have recently begun
producing videos for social media, and over
50,000 people have already viewed the first
ones. We are excited about this new means
of bringing interesting and informative
materials to our customers, and we can see
numerous opportunities in this area.

The Bank's credit ratings were upgraded by
both S&P and Fitch, and funding activities
were highly successful during the year. The
Bank broke new ground in the post-crisis
period by issuing a ten-year bond for SEK
750m, the first subordinated bond issued
abroad by an Icelandic financial institution
since 2008. The issue represented an
important step in improving the Bank's
funding structure. It is extremely gratifying to
experience investors' increased confidence
in the Bank's operations and in the Icelandic
economy more broadly.
Increased focus on education and social
responsibility
Through the Bank's educational initiatives,
which are part of its corporate social
responsibility policy, we have held 600
educational talks and welcomed 40,000
guests to meetings on such diverse topics
as personal finance at retirement, first
12

The Bank has also given its wholehearted
support to entrepreneurs and, for the
second year in a row, was one of the largest
sponsors of Startup Tourism, an initiative
aimed at fostering innovation in the tourism
industry. The Bank has also given grants
from its Entrepreneurship Fund, providing
important assistance to companies that are
bringing good ideas to fruition.
Galvanised for the new year
As we say goodbye to an eventful 2017 and
thank our customers for a productive and
rewarding year, we look forward to rolling
out a number of innovative services in the
coming term. We made significant progress
last year in strengthening our core systems
and structure and adapting the Bank to
a new business environment. Just like
Iceland's national football team, which will
play in its first World Cup this summer, we at
Íslandsbanki have set the bar high for 2018,
and we look forward to taking on the year’s
challenges with energy and dedication.
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economy
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Economic review
The Icelandic economy has been in fine fettle recently. The business cycle has
peaked, however, and growth rests increasingly on rising household consumption and
investment, which has been facilitated to a large degree by increased real disposable
income. A hefty and sustained current account surplus has been a major factor in
improving Iceland’s net external position. The Icelandic króna has been relatively stable
recently, contributing to ongoing moderate inflation despite a relatively swift rise in
average wages. The tasks for coming quarters will presumably be to safeguard the
progress made and to adapt both the economy and infrastructure to a steadier, more
modest growth path for the future.
The Icelandic economy has performed
extraordinarily well in recent years, and
2017 was no exception. The past few years
have seen a strong upswing in Iceland
following the recession that lasted from late
2008 through 2010. The GDP growth cycle
reached its peak in 2016, at 7.4%, but growth
remained robust in 2017, at an estimated
4.1%. Domestic demand was the main driver
of growth in 2017, with private consumption
in particular picking up steam compared
to previous years. The contribution from
net trade was negative, as import growth
outpaced export growth.
Changing composition of GDP growth
Domestic demand grew markedly in
2017, owing mainly to a surge in private
consumption. Íslandsbanki Research
estimates that private consumption grew by
14

the ratio often used as a benchmark for
developed economies. Private consumption
growth has been gaining momentum in the
recent term, supported by strong real wage
growth, households’ improved financial
position, a rising labour participation rate,
and population growth, among other factors.

GDP, real change and contribution of subitems (%)
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about 7.5% and investment by 11.5%, on the
heels of 7.1% and nearly 23%, respectively,
in 2016. The contribution of private
consumption to GDP growth is therefore
rising and the contribution from investment
falling. The investment level remained quite
healthy, however, at just over 20% of GDP,
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The composition of GDP growth has
changed somewhat and has perhaps
become less favourable, as it often does in
Iceland when the business cycle matures.
The high real exchange rate is making its
presence felt, strengthening Icelanders'
purchasing power relative to abroad and
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encouraging private consumption while

Current account surplus shrinks

grown only modestly in recent years.

eroding Iceland's competitive position.
Rapidly growing services exports –
Furthermore, the share of residential
revenues from the burgeoning tourism
investment in total investment has increased
sector in particular – have been one of the
Private consumption and real wages, YoY change (%)
and the share of business investment has
main features of export growth in recent
declined accordingly; therefore, households
years. In 2016, for instance, services exports
are gradually becoming the main driver of
accounted for more than 4/5 of the year's
growth.
nearly 11% growth in total exports. On the
other hand, Iceland's goods exports have

This trend continued in 2017, although
growth in tourism slowed somewhat YoY in
percentage terms, as can be seen in foreign
nationals' departures via Keflavik Airport,
which increased by around 25% in 2017,
down from 40% in 2016.
Owing largely to the emergence of
tourism as Iceland's main export sector,
the current account surplus has been
sizeable in the past five years, peaking at
7.7% of GDP in 2016. The deficit on goods
trade has grown faster than the surplus on
services trade, however, and in 2017 the
current account surplus therefore narrowed
to just over 4%. It should be borne in mind,
of course, that a larger goods trade deficit is
to a significant degree linked to a ballooning
tourism sector, which requires more goods
imports. Also, the surge in tourism revenues
has tended to crowd out other export
sectors through its impact on the ISK.

Private consumption and real wages, YoY change (%)
14
12
10
8
6
4
2
0
-2
-4
-6
-8
-10
-12
-14

2000

2001

2002

2003

2004

2005

Private consumption

2006

2007

2008

2009

2010

2011

2012

2013

2014

2015

2016

2017

2018

2019

Current account balance*, % of GDP

Real wages
Source: Statistics Iceland and ÍSB Research

Real wages net of private consumption

The Icelandic labour market has been
running at full capacity in recent quarters,
with unemployment close to record lows
and the labour participation rate near its alltime high. Unemployment averaged 2.1% in
2017 and labour participation 83%. Although
wage growth moderated somewhat
compared to the previous year, wages still
rose by an average of 6.9% YoY in 2017.
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A healthy current account surplus is one of

near-complete liberalisation of capital

the main reasons for Iceland's improving
net external position. The international
investment position, which was negative
by 73% of GDP at the start of the decade,
turned positive in late 2016. It continued
to improve in 2017, to an estimated 5% of
GDP by year-end. By this measure, Iceland's
external balance sheet is at its strongest
ISK TW index and CBI net FX purchase - gjaldeyrismarkaður tab
in at least 50 years. This is a very positive
development, as it means that the economy
can sustain a higher real exchange rate than
would otherwise be tenable, and it helps
maintain financial stability in the event of
temporary balance of payments volatility.
ISK trade-weighted index and CBI net FX purchase
210
200
190
180

capital inflows and outflows were reasonably

controls and a virtual halt in the Central
well balanced, with outflows from the
Bank of Iceland's (CBI) intervention
capital account plus CBI foreign currency
in the foreign exchange market. The
purchases earlier in the year offsetting
continuous surplus on the current account
inflows due to the current account surplus.
led to a sizeable appreciation of the ISK
from mid-2015 through 2016. The ISK
Stable inflation has paved the way for
Fyrsti liður 5%
was relatively stable in 2017, however, in
policy rate cuts
Annar liður 5%
spite of relatively wide month-on-month Þriðji liður
Following
decades of persistent inflation
5%
Fjórði
liður
5%
fluctuations in the first half of the year. This
volatility, inflation in Iceland has been
5%
overarching stability prevailed even though Fimmti liður
below
the CBI's 2.5% inflation target since
Sjötti liður 5%
the authorities lifted the majority of the
early 2014. This positive development is
Sjöundi liður 5%
capital account restrictions in March, more Áttundi due
largely to a strengthening currency
liður 5%
Níundi liður 5%
or less ending the capital controls regime
and imported deflation during the period,
Tíundi liður 5%
that had been in place since late 2008, and
although increasing competition in the retail
sector and falling inflation expectations
have also been a factor in recent quarters.
450
Despite a temporary slide in the ISK and
400
considerable domestic cost pressures,
350
300
inflation remained below target throughout
250
2017.
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CBI net FX purchase, EUR bn (r. axis)

ISK relatively stable during capital
account liberalisation
Following a phase of substantial
appreciation in recent years, the ISK was
relatively stable in 2017 in spite of the
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the CBI all but halted its foreign exchange
market intervention in the second half of
the year. The relative stability of the ISK
indicates both that the liberalisation process
was successfully implemented and that

Moderate inflation, increased confidence
in the inflation target, and the prospect of
gradually easing demand pressures have
allowed the CBI to continue lowering
interest rates. The policy rate declined by
0.75 percentage points in 2017, to 4.25% by
year-end.
Moderate growth ahead
The outlook is for GDP growth to ease in
2018. Íslandsbanki Research has forecast
2.3% growth for the year, with household

Fyrsti liður 5%
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Iceland's economy

Inflation, policy rate and real policy rate (%) - undir einkaneysla og kaupmáttur

Annar liður 5%
Þriðji liður 5%
Fjórði liður 5%
Fimmti liður 5%
Sjötti liður 5%

Inflation, policy rate and real policy rate (%)

Sjöundi liður 5%

7

Áttundi liður 5%
Níundi liður 5%

6

Tíundi liður 5%

5
4
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0
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Dec 14
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Dec 15
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Dec 16

Jun 17

Dec 17

Jun 18

Dec 18

Jun 19

Dec 19

Effective CBI policy rate
Real policy rate
Inflation

consumption and residential investment
the main drivers. Tourism will continue to
be the mainstay of export growth, although
the pace of growth in the sector will ease.
We also expect moderate growth in goods
exports in 2018.
The Icelandic economy is normalising
after a period of rapid growth and
major structural changes. It should be
borne in mind that this easing is a sign of
the economy's adjustment following an
extremely strong growth episode rather
than a setback. GDP growth will remain
robust in international context, and there are
few signs of imbalances and instabilities
of the type that could seriously threaten
medium-term growth prospects.
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Inflation looks set to remain moderate in
the near term, probably rising somewhat
but remaining close to the CBI's inflation
target in 2018. Domestic cost pressures will
continue to exert upward pressure on prices,
and the effects of the ISK appreciation
through mid-2018 will taper off. That said,
domestic cost pressures will ease as the year
progresses. The CBI will probably keep the
policy rate unchanged in the short run, but
diminishing demand pressures and slower
domestic cost increases could allow the
Bank to lower the policy rate further ahead.
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foundation for
a modernised
bank

18

Annual Report 2017

Building a strong foundation for a modernised bank

Strategy and vision
Íslandsbanki dedicates substantial resources to defining its strategic direction and
developing its business model. The Bank's strategy has been evolving in recent years. It
has been shaped largely by the Bank's Board members, employees, and customers, many
of whom have participated actively in the Bank's strategy summits, held annually since
2009. The result is a robust and reliable strategy that centres on a stable and sustainable
universal relationship banking model guided by the vision of being #1 for service.

The Bank’s strategy formulation falls into four phases dating back to 2009

STRATEGIC FOCUS

2009

2010

2011

2012

2013

2014

2015

2017

BACK TO BANKING
BASICS

CONSOLIDATION

BUILDING A
SUSTAINABLE FUTURE

THE PATH FORWARD

Strategic direction
mapped and the Bank's
role, values, and vision
(#1 for service) defined

A platform for future
organic growth built
through acquisitions in
2011-2012

Relationship banking
model focused on
strategic themes of
Multiply, Simplify, and
Unify

Customer-centred
structure to bolster
organic growth

Infrastructure and
governance

Successful integration
and cost reduction
without loss of market
share

Business focused on
restructuring
Regaining trust from
employees, customers,
and other stakeholders

Same number of staff
and branches as before
mergers with Byr and
other companies

Enhance efficiency,
minimise complexity, and
replace legacy systems
Strengthen current
infrastructure to drive
organic growth
New headquarters
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2016

Continued efficiency
improvements (people,
systems, and processes)
Core values and benefits
of an activity-based
workplace
Digital transformation

Annual Report 2017

Building a strong foundation for a modernised bank

Strategy and vision

STRATEGIC THEMES

Strategy pyramid
Íslandsbanki's strategic pyramid represents the Bank's strategy and consists of
five pillars that support each other: role, values, vision, strategic themes, and key
projects, which are defined each year and are designed to support major changes
to the Bank's strategy and operations.

We build relationships with our key customers
and defined target groups
We emphasise employee collaboration across
departments and divisions
We analyse data and information to meet our
customers' needs more effectively

for SERVICE

This is how we create more value
Professional
Positive
Progressive

ROLE

Íslandsbanki provides
universal financial
services
We streamline processes and operations through
constant improvements

VALUES

We offer products and services in an innovative
and economical way

VISION

We improve our customers' experience and offer
services through the channels suited to them
STRATEGIC THEMES

Íslandsbanki has defined
strategic themes,
providing the structure
for the Bank's mediumterm strategy, which
are reflected in all its
operations

This is how we simplify all of our lives

KEY PROJECTS

We make a positive impact on society and the
environment

Digital growth
Customer relation management
Success in an activity-based workplace
Core banking+
Risk culture
Helping Hand
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We emphasise healthy operations based on
sound business practices
We offer a positive, constructive work
environment

This is how we exert positive influence
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New customer-focused
structure
Íslandsbanki's new organisational structure provides a streamlined platform to improve
effciency and clear decision-making. Business-generating divisions are structured in
a customer-centred way rather than product-focused, which means that each division
bears full responsibility for all products and services for a given group of Íslandsbanki
customers. Each of these divisions is organised according to the requirements of each
customer group.
Personal Banking is structured as
a proactive, sales-oriented retailer
responsible for all products and services to
individuals. This applies to savings products,
loans, deposits, payment cards, and foreign
exchange transactions.
The new Business Banking division is
responsible for all products and services
for small and medium-sized enterprises
(SMEs) served by the Bank's branch
offices. Business Banking works according
to a devolved structure where each branch
is responsible for a specified region so as
to provide better service to its immediate
community. Ergo, Íslandsbanki's asset
financing unit, is also part of Business
Banking.
Corporate & Investment Banking provides
comprehensive services to larger firms

21

and investors. Under the new structure,
Íslandsbanki serves large firms and
institutional investors in a single, strong unit.
Key Account Management is transformed
from being credit-focused to offering the
Bank's full service to its customers, including
deposits, advisory services, and brokerage
services.
As part of these structural changes, VÍB
asset management was phased out as a
brand and transferred to other businessgenerating divisions within the Bank and to
its subsidiary, IS Funds. The Bank's Research
department, which is responsible for
macroeconomic research, was reorganised
as well, and the new Chief Economist is part
of the CEO's Office.

Organisational chart

IS Funds (Íslandssjóðir hf.), an independently
run, wholly owned subsidiary of the Bank, is
licenced as a stand-alone fund management
company. IS Funds, which has ISK 251bn in
assets under management, operates 26 UCITS
and non-UCITS investment funds including
bond funds, equity funds and balanced tactical
asset allocation funds in addition to alternative
investment funds. Furthermore, IS Funds offers
asset management services and investment
advisory to institutional investors.
Alternative Investments
The alternative investment team consists of 7
experts with extensive knowledge of private
equity (PE) investments and real estate
development. The team currently manages
two real estate funds; Fast-3 and the newly
founded 105 Miðborg, along with the real
estate company Fast-1, now being sold after
five successful years. Akur private Equity fund,
established in December of 2013, is now fully
invested, with a portfolio comprising five assets
in various industries. Eldey TLH PE fund focuses
on recreational investments within the Icelandic
tourism industry and has currently invested
around 70% of its investment capacity.
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Technology-driven
To strengthen digital innovation and product offerings, the Bank's technological
infrastructure and IT operating structure have been completely overhauled with a new
core system to be launched in early 2018.
The creation of new core systems for the
implementation of the new deposit and
payment systems was in its final stages at
the end of 2017, and the new systems will
be brought into use in 2018. The project,
the largest information technology upgrade
in the Bank's history, was carried out in close
collaboration with the Icelandic Banks' Data
Centre (RB) and French-Belgian software
developer Sopra.
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The overall aim of the Bank's IT upgrades
is to provide better support to our
customers by creating a more modern,
innovative, and cost-efficient Bank. In
order to emphasise the importance of
advancements in digital services, the Bank's
software development unit was split up and
digital development brought to the fore. In
particular, it was emphasised, with assistance
and support from the IT department,
that digital channels were now part of
the Bank's other distribution platforms.
Each business-generating division is now
responsible for digital solutions aimed at
its particular customer group. A sign of this
is the new Digital Business Partner unit
within the IT department, which provides
advisory services on digital development
and solutions, works closely with businessgenerating divisions on needs analysis and
development of business opportunities, and
coordinates collaboration with internal and
external parties in connection with digital
solutions.
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New HQ with activitybased work environment
In 2017, the Bank's head offices, previously in four different locations, were successfully
merged into a new, progressive headquarters in Kópavogur's Norðurturn. The new
headquarters offers employees top-quality facilities, inspiring creativity, productivity,
and energy. Employees choose a work environment based on their tasks and needs at
any given time, a concept known as an “activity-based work environment”. The new
headquarters and activity-based work environment have drawn considerable attention,
and a number of companies visited the Bank during the year in order to see the facilities
and learn about the ideology behind the activity-based layout.
Studies show that an activity-based work
environment is highly beneficial when
implemented successfully. The work

offering elective seating without any other
changes to the previous structure, where
all employees had a designated seat in an
open workspace. An activity-based work
environment assumes that various types of
facilities are available to meet staff members'
diverse needs, helping them to enhance
their effectiveness and job satisfaction.

environment becomes healthier and more
environment-friendly: it gives greater scope
for innovation and creativity, facilitates
communication between departments and
employees, enhances transparency, and
boosts productivity – all of which yields more
satisfied employees and better performance.

April

BoD approves
new location for
Íslandsbanki HQ
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May

July

November

March

October

2017

2016

Activity-based work environment: much
more than free seating. The activity-based
work environment is not at all the same as

Start of organisation
and design of office
floors

Construction
work begins

First employees
move to
Norðurturn

Íslandsbanki
HQ's official
new location

All HQ
employees
united in
Norðurturn
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Collaboration
area

Informal
meeting
rooms

Collaboration
area

Lounge

Concentration area

Formal
meeting
rooms
Collaboration
area

Íslandsbanki is fully committed to making its new activity-based work environment
a success, and the first figures indicate that staff members are generally happy with
the arrangement. A positive company culture featuring mutual trust, independence, and
employees' individual responsibility for their own tasks is the prerequisite for an activitybased work environment. The Bank's dedication to its three core values – professional,
positive, and progressive – make it exceptionally well suited to the successful implementation
of this structure. A workplace analysis carried out among Íslandsbanki employees at the end
of 2017 gives cause to expect the activity-based work environment in the new headquarters
to bolster the Bank's performance. Overall, staff members are happy with the arrangement,
reporting improved concentration, more focused meetings, improved collaboration within
and between units, and continued high levels of job satisfaction.

4

Different locations
combined into
24

1

91%

Employee satisfaction
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A more robust risk approach
Íslandsbanki places strong emphasis on further increasing employees' risk awareness and
strengthening the Bank's risk culture by focusing on various roles within the so-called
three-lines of defense. The Bank's risk culture reflects the values, attitudes, knowledge,
and understanding that are possessed by staff members as a whole and are reflected
in their work. A strong risk culture entails, among other things, that employees take
informed and well-grounded decisions concerning risk, in line with the Bank's risk policy.
In order for this to be the case, all employees must have a good understanding of the risks
and responsibilities inherent in their work.
The first line of defence consists of the
Bank's business and core units. The
responsibilities and roles of managers and
employees in the first line of defence are to
analyse, measure, assess, monitor, and report
risks in their day-to-day activities.
The second line of defence is the Bank's
Risk Management and Compliance
divisions. These units are responsible for
developing and maintaining the Bank's
internal monitoring systems and giving
the Board and managers an overview of
the Bank's risk profile as compared with its
risk appetite, as well as its compliance with
internal and external regulatory provisions.
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The third line of defence is Group
Internal Audit, which provides an impartial
assessment of the efficacy and performance
of the first two lines of defence.
Pillar 3 Report

The Bank's committee structure was
reorganised in 2017 so as to increase the
separation between the first and second
lines of defence. A clear distinction was
made between committees that take
positions on individual business decisions
and those that take key decisions on
implementation and design of Board
policies.

The Executive Committee and the All Risk
Committee take major decisions on the
implementation of the policies set by the
Board. The role of the Executive Committee
is to oversee and coordinate key aspects
of Íslandsbanki operations. The Executive
Committee has decision-making authority
in matters assigned to it by the CEO, in
accordance with policies, goals, and risk
appetite.
The All Risk Committee takes major
decisions on implementation of the Bank's
risk management and internal audit
frameworks and conducts oversight to
ensure that the Bank's risk profile is within
the limits defined in the Board's risk appetite
statement.
Senior Management Committees take
a position on individual business and
operational matters in accordance
with policy documents, rules, and other
guidelines approved by the Board, Executive
Committee, or All Risk Committee. The
Bank's Senior Management Committees
are the Senior Credit Committee, Asset and
Liability Committee, Investment Committee,
and Operational and Security Committee.
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Personal
Banking

FOR
INDIVIDUALS

Personal Banking offers a full range of financial services for individuals and households,
with particular focus on digital and self-service solutions. This includes savings, lending,
insurance products, and various payment options via the Bank's various distribution
channels, including the mobile app, online banking, branches, the call centre, e-mail
and the online chat function. Today's customers increasingly prefer digital solutions for
service, a trend that has enabled advisors in Íslandsbanki's branches to focus more on
providing comprehensive advisory services so as to meet customers' needs at any given
time.

Strong market
share

Employees

275

32% individuals
42% credit cards

Number of FTE's at year-end

Fees & commissions

ISK 2.3bn

~ 29% of the Bank's total net
fee & commission income

Mortgages
- new lending

33%

1 in 5

19%
61%

Icelanders
now have the
Íslandsbanki
app

87%

2013
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2014

2015

2016

2017

Customers are
turning digital

Branch visits

25%

Sigríður Hrefna
Hrafnkelsdóttir
Managing Director
Personal Banking

"The personal banking environment is
changing faster than ever before. New
technology, new competitors, and new
regulations will open up opportunities that
we need to seize. Íslandsbanki will continue
to launch new innovative digital self-service
solutions in order to help customers to perform
basic banking transactions themselves,
wherever and whenever they need to.
Our unified branch network will support
this, allowing customers to visit any of our
14 branches nationwide with their banking
needs.“
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Structure of Personal Banking
Loans
Offers a wide range of loan products for
customers, from account overdrafts to
mortgages for homeowners, with special
focus on supporting first-time homebuyers.

Loans to customers

ISK 278bn

Savings & insurance
Offers customised savings products,
including savings and investment funds and
a mortgage-linked insurance product. An
online application form for pension savings,
launched in 2017, has provided customers
with more flexible service.

FramtíðarAuður

27,000 customers

Pension savings

Payments
Offers simple and efficient payment
products that are constantly evolving,
which is key to remaining competitive in the
market. Personal Banking and the Bank's
brand within payments, Kreditkort, which
offers high-end payment solutions beyond
Íslandsbanki's core customer group, lead
the Icelandic credit card market with a 42%
market share.

Call Centre
Helps customers carry out various
transactions and offers mortgage advice
through several distribution channels, such
as phone, e-mail, and online chat.

Engage with

40,000

customers
through our
service centre

Digital solutions
In 2017, Íslandsbanki had over 20 million
contacts with its customers, the majority of
them via digital solutions.

Rise in mortgage lending in line with growth in real estate market
New mortgage lending has never been stronger than in 2017, and visits to the Bank's
online preliminary credit assessment increased by 50% during the year. Íslandsbanki
continues to lead the market among first-time homebuyers.
28

Personal Banking

Better service through
Íslandsbanki apps

App logins from Íslandsbanki customers
numbered well over 10 million in 2017, and
more than 1 in 5 Icelanders now have the
Íslandsbanki app where they can apply for or
extend an overdraft, which is now a preferred
choice of our customers.
Moreover, mobile payment platform Kass
is growing steadily and has received several
awards.
Kreditkort launched a new app in 2017,
enabling customers to see transactions in real
time, change their PIN, and to open/close
cards with a single click. More features are
expected in 2018.
Kreditkort
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Business
Banking

FOR
SMEs

Business Banking provides wide-ranging financial services to SMEs through Iceland's
most efficient branch network, while also operating a separate brand, Ergo, in the asset
financing sector. Business Banking serves the growing SME group in Iceland and has
built up strong local relationships and expertise. Business Banking works according to a
devolved structure where each branch is responsible for and shares its experience and
expertise with its immediate community; thus it is well placed to provide better services
to its customers, in line with the Bank's vision of being # 1 for service.

Employees

Strong market
share

154

36% SMEs

Number of FTE's at year-end

NPS SMEs

Annually, we visit

3,000
SMEs and proactively
call 6,000 customers

Customers

- customer perception

Peer 2

Íslandsbanki

Peer 1

12

-15
-23
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10,700 SMEs
4,750 housing associations
3,000 non-profit organisations
10,000 Ergo customers

Una Steinsdóttir
Managing Director
Business Banking

“Íslandsbanki's vision is to be #1 for service;
therefore, it is very satisfying to see that for
yet another year the service we provide to
SMEs in our branches tops the rankings in
Gallup's corporate survey omnibus. We are
leaders in service and consultancy, and our
branches and our Ergo asset financing unit
receive top net promoter scores (NPS). We can
say with confidence that we are successful
in implementing our relationship banking
model, which will grow even stronger under our
new organisational structure, where branch
managers will concentrate on providing better,
more effective services to the SMEs in their
local community.”
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Structure of Business Banking
Branches
Íslandsbanki has 14 branches, five in the
greater capital area and nine located around
the country. These branches offer a flexible
structure, new technologies, effective
advisory services, and a positive customer
service experience, transforming branches
into sales and advisory centres. Strong
emphasis has been placed on ensuring
that qualified and well-trained employees
provide high-quality service. The design
of the new branches in Norðurturn and
Laugardalur has drawn significant attention,
and Norðurturn was voted the most
progressive branch by The Financial Brand.

94%

Of financial
transactions
carried out via
online bank

Ergo
Part of Business Banking, Ergo offers asset
financing to corporations and individuals.
It specialises in financing companies'
machinery and equipment purchases and
individuals' and rental agencies' motor
vehicle purchases. Ergo is a major player
in the market, with a particularly strong
presence in the car rental market.
Ergo

Business Banking

Strong increase in
lending to SMEs during
the year
Demand for loans from Bank branches and
Ergo picked up noticeably in 2017. Lending
growth at the branch level is driven mainly by
loans to companies in trade and services, as well
as financing of real estate purchases and new
property construction by management firms
and real estate companies. New lending is at a
ten-year high, and it is interesting to see that it
is divided more or less equally between greater
Reykjavík (55%) and regional Iceland (45%).

+92%

Increase in sales of
environment-friendly vehicles

+35%

In new car sales to individuals

Record year for new car sales
2017 was a record-breaking year in new car sales in Iceland, with a 15% increase from
the previous year. The increase stemmed largely from purchases by individuals. As in
recent years, car rental agencies are the largest motor vehicle purchasers in Iceland,
where the rental market has grown in line with the surge in tourism. The increase
in new loans granted by Ergo has tracked this trend, and 2017 was Ergo's strongest
lending year to date. At the same time, it has pursued a responsible lending policy
and built up a strong, healthy loan portfolio.
30

Most efficient branch network
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Corporate &
Investment Banking

FOR LARGE
COMPANIES
AND INVESTORS

Corporate & Investment Banking provides universal banking services to large
companies, municipalities, institutional investors, and affluent individuals.
Íslandsbanki's experienced employees provide customised products and services
to customers, including lending and advisory services, risk management products,
brokerage, and private banking services. Íslandsbanki takes great pride in its sector
focus, building and maintaining relationships with key customer groups within Iceland.
Outside Iceland, Íslandsbanki focuses in particular on the North Atlantic fishing
industry, drawing on its expertise in the domestic market and global contacts.

Employees

68

Number of FTE's at year-end

Mandates
Icelandic Group - Gadus
Icelandic Group - Seachill
Ölgerðin
Lífland
Íslandshótel
Eldey TLH
Keahotels

Strong market
share

32% large
companies

Corporate advisory

We are the proud banking partner of

Managed
corporate bond
1/3 ofissuance
in 2017
Advisory projects
with a transaction
value of

ISK 55bn
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6 of 10

4 of 10

2 of 3

2 of 3

largest pension funds

largest grocery chains

largest seafood companies

largest real estate companies

Vilhelm Már
Þorsteinsson
Managing Director
Corporate &
Investment Banking

“In 2017, Íslandsbanki simplified its
organisational structure to align more
effectively with changing customer needs.
As part of the organisational changes,
responsibility for service to large companies,
investors, and affluent individuals was
brought under the Bank's Corporate &
Investment Banking division. The changes
have improved lines of communication
and simplified support functions, thereby
contributing to more efficient use of
resources across the organisation. This
enables the Bank to make more effective use
of internal expertise to provide even better
service to its customers.”
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Structure of Corporate & Investment Banking
Business Management consists of three
business units – Commerce & Services,
Infrastructure & Investors, and Seafood &
International Lending.
The units manage business relationships
with the Bank's largest companies and
institutional investors and are responsible
for providing them with access to all of the
Bank's services.
Brokerage & Derivatives
Brokerage provides brokerage services for
both equities and fixed-income securities.
It also covers FX sales, FX trading, and
derivatives such as forwards and swaps,
offering full access to both domestic and
foreign equity and bond markets.

Private Banking
Private Banking offers discretionary asset
management and advisory services to
affluent individuals, investment companies,
funds, and charities.
Corporate Finance
Corporate Finance provides service
to medium and large companies and
investors, including advising on mergers and
acquisitions, securities issuance, and IPOs.
The unit also works as a certified advisor for
the Nasdaq First North market.

Strong position in servicing large companies and investors
Corporate & Investment Banking achieved strong results in 2017 with new loans
totalling ISK 63 billion. The growth in the loan portfolio was well diversified. The
Bank has a strong position in construction loan facilities and continues to build its
portfolio in both residential and commercial properties. Íslandsbanki's customers
are increasingly aware of the benefits of hedging interest rate and currency risks,
and the Bank offers a variety of products to meet their needs. The Bank completed a
number of large swap and forward transactions for both domestic and international
customers in 2017. Corporate Finance also had a successful year, completing 16
projects, including the largest corporate bond issuance in Iceland and one of the
largest private equity deals in the country. Securities Trading maintained a strong
market position, with a 27% share in covered bonds and a 19% share in corporate
bonds.
32

Corporate & Investment Banking

Successful bond issue
A good example of the valuable collaboration
opportunities the Bank can offer its customers
through its new Corporate & Investment
Banking division can be seen in commercial
real estate company Eik's recent bond issue.
Three of the division's units came together
to secure refinancing of a large portion of
the company's debt. Through a commitment
extended by the Corporate Banking unit, Eik
was able to announce it would seek refinancing.
The Corporate Finance unit acted as an advisor
to Eik in structuring a new class of bonds that
was then sold to institutional investors through
a public offering, with the Bank's Securities
Brokerage unit overseeing the book building
process. The offering was very successful and
was the largest commercial bond issue in
Iceland in 2017.

Largest

corporate
bond issuance
in Iceland 2017
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Financial review

INTERNATIONAL
FUNDING

Íslandsbanki continued to build on a strong foundation in 2017. A robust return on
equity on regular earnings indicates the Bank's strong business position. Continued
solid recurring revenues, a sustained focus on efficiency, balanced lending growth, and
healthy profitability on a firm capital base promote a sustainable future for the Bank.
The Bank generated a net profit of ISK
13.2bn in 2017, compared to ISK 20.2bn
in 2016. The difference is primarily due to
the sale of subsidiary Borgun's holding in
Visa Europe, which generated an income
gain of ISK 6.2bn in 2016. This translates
to a return on equity of 7.5%, compared to
10.2% in 2016. The net profit from regular
operations amounted to ISK 13.8bn in 2017,
compared with ISK 15.1bn in 2016, producing

The Bank continued to diversify its funding
base during the year. The Bank strengthend
its position in the domestic covered bond
market and became the first Icelandic bank
to issue a subordinated bond in international
markets since 2008. Growing confidence in
the Icelandic economy, a more favourable
operating environment for domestic banks,
and Íslandsbanki's strong capital position
contributed to credit rating upgrades, with

a return on equity from regular operations
(15% CET1) of 10.3%, compared with 10.7%
in 2016*. This is in line with the Bank's ROE
target on regular operations. The decline
stems from a reduction in net interest
income, which in turn is due to lower interest
rates and reduced equity levels.

S&P and Fitch upgrading the Bank's longterm ratings to BBB+ and BBB, respectively,
in 2017.

Profit after tax (ISKbn)
20.6

Return on equity 15% CET1 (regular operations)*
12.4%

20.2

10.7%

10.3%

2016

2017

13.2

2015
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2016

2017

2015

*Return from regular operations on normalised CET1 of 15%, adjusted for risk free interest on excess capital. Earnings from regular operations is defined as earnings excluding
one-off items e.g. bank tax , net valuation changes from the loan portfolio, fair value gain deriving from changes in classification of assets, costs associated with one-off costs and the
impairment of goodwill, and net earnings from discontinued operations

Jón Guðni
Ómarsson
Chief Financial
Officer

"We are very pleased with the great interest
investors have shown in Íslandsbanki. The
highlight of 2017 was undoubtedly our SEK
750m Tier 2 issue in November, the first
subordinated bond from an Icelandic issuer
since 2008. In addition, the Bank conducted
for the first time a tender offer to buy back
EUR 150m of its outstanding July 2018 bond
in order to manage its NSFR ratio more
efficiently. In January 2018, a EUR 300m
Fixed Rate 6 year non-call 5 bond was issued
at a spread of mid-swaps +75 basis points.
This was the first such issue from Iceland, and
was more than four times oversubscribed
with a diverse investor base. All of these
transactions demonstrate the trust in
Íslandsbanki from international markets,
which gives us confidence to continue
working with our investors abroad.”

Annual Report 2017

Financials and funding

Strong and stable recurring revenues

foreign exchange gain of ISK 0.5bn in 2017,

Total income amounted to ISK 44.2bn
in 2017, a decline of 16% from 2016. Net
interest income totalled ISK 30.0bn, a
decrease of 6% from the previous year. The
net interest margin was 2.9%, compared to
3.1% in 2016. The decrease was due to lower
interest rates and reduced equity levels. The
net interest margin is expected to be slightly
below 3.0% in the near to medium term.

compared with profit of ISK 0.4bn in 2016.

Net fee and commission income amounted
to ISK 13.8bn, which is comparable to
the prior year. Net fee income benefited
from increased customer activity within
the parent company but was offset by
underperformance in foreign income
streams from fee-generating subsidiary
Borgun. Core income (net interest income
and net fee and commission income)
contributed 99% of total operating income.
The Bank remains focused on strong core
earnings and stable long-term income.
The Bank recorded a net financial loss of
ISK 0.7bn in 2017, compared to a gain of
ISK 6.1bn in 2016. The loss derives from
equity holding positions and bond and
equity trading. The difference between
years resulted from the sale, finalised in
the second quarter of 2016, of subsidiary
Borgun's holding in Visa Europe, which
generated an additional ISK 6.2bn gain in
net income. The Bank also realised a net
35

Other operating income totalled ISK
0.6bn in 2017, as opposed to ISK 0.7bn in
2016. This includes gains on real estate sales,
rental income, service-level agreement fees,
and a share in the profit or loss of associates.
Cost structure improving through greater
efficiency
The front-end costs associated with
the structural changes undertaken at
Íslandsbanki in 2017 are expected to
be offset by future savings. 2017 was a
year of change for Íslandsbanki, aimed at
solidifying the Bank's foundations in order
to prepare it for advancement in the years
to come. The Bank's head office operations
were merged into new headquarters at
Norðurturn in Kópavogur. Íslandsbanki
continues to operate the most efficient
branch network in Iceland, with 14 branches
nationwide. The Bank introduced a new
organisational structure in 2017, continued
to prepare for new international regulatory
framework, and stepped up its investments
in IT, including the Sopra Banking Platform,
which will replace the Bank's core deposit
and payment systems. All of this increased
administrative expenses (excluding one-off
expenses) by ISK 1.1bn year-on-year in 2017.
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Salary cost increases in 2017 were

Net loan impairment gains

income. The bank tax accounted for ISK

due largely to new collective wage
agreements. Salaries and related expenses
increased by 3% year-on-year, to ISK 15.2bn
in 2017, owing predominantly to negotiated
pay rises. Iceland's wage index rose 6.8% in
2017 (source: Statistics Iceland). The average
number of full-time equivalent positions
(FTE) was 915 for the parent company (955
in 2016) and 1,098 (1,161 in 2016) for the
group.

Net loan impairment generated a gain
of ISK 1.6bn in 2017, compared to ISK
0.7bn in 2016. This total reflects an upward
revision of estimated future cash flows from
loans, in the amount of ISK 4.5bn, offset
by a charge of ISK 2.2bn for specific and
collective impairment losses, and ISK 0.7bn
in impairment changes due to court rulings.

2.9bn in 2017, compared with ISK 2.8bn in
2016. The bank tax increased significantly
in 2013 as a temporary measure, but it is
unclear how it will develop in coming years.
The Bank is subject to the special financial
tax of 6% on taxable profits in excess of
ISK 1bn and makes contributions to the
Depositors' and Investors' Guarantee Fund,
the Financial Supervisory Authority, and the
Office of the Debtors' Ombudsman. Total
taxes and levies amounted to ISK 9.5bn
in 2017, as opposed to ISK 10.2bn in 2016.
The contribution to the Depositors' and
Investors' Guarantee Fund, at ISK 1.1bn, was
comparable to that in the previous year.

The cost-to-income ratio for the year was
62.5%, compared with 56.9% in 2016,
which is above the Bank's long-term
target of 55%. The cost-to-income ratio
excludes the bank tax and other one-off cost
items. The after-tax profit from discontinued
operations was ISK 2.6bn in 2017, compared
with ISK 2.9bn in 2016. The profit derives
from the sale of the Bank's assets and
income from foreclosed assets.

Cost / income ratio (%)
56.2%

2015
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56.9%

2016

62.5%

2017

The transition to IFRS 9 will have an
impact in 2018. The Bank will record an
adjustment to its retained earnings as
of 1 January 2018, in order to reflect the
implementation of the new requirements
of impairment and reclassification of
debt securities as of the adoption date
and will not restate comparative periods.
The Bank estimates the IFRS 9 transition
amount will reduce shareholders' equity by
approximately ISK 4.0bn in total net of tax
and the CET1 capital ratio by approximately
25 basis points as at 1 January 2018. The
reclassification of debt securities has an ISK
1.5bn impact on shareholders equity and ISK
2.5bn is due to the changes in impairments.
Taxes and levies continue to affect
profitability
The tax on the profit for the year
amounted to ISK 4.2bn, compared to ISK
5.2bn in 2016. The effective tax rate was
28.0%, compared to 23.2% in 2016, when
there was a larger amount of non-taxable

Balance sheet
Assets – strong growth in loans to
customers
The balance sheet contracted marginally,
by 1.1% year-on-year, to ISK 1,036bn
at year-end 2017. Loans to customers
grew 9.8%, or ISK 67.3bn, well in excess
of Íslandsbanki Research's projected
nominal 2017 GDP growth rate of 6.0%.
Demand for new credit stemmed primarily
from corporations and to a lesser extent
from individuals. Mortgage loans rose by
ISK 14.5bn between years. New lending
amounted to ISK 199bn, as opposed to ISK
163bn in the previous year, an increase of
22%.
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Loans to customers (ISKbn)

Loans to customers – sector split

88.3%

84.9%

Non-performing loans (%)

8%

74.0%
9%

Individuals

666

688

755

ISK 755bn

17%

40%

2.2%
1.8%

Commerce
and services

1.0%

Seafood
Real estate
Industrial and
transportation

11%
31.12.15

31.12.16

Loans to customers

31.12.17

Other

31.12.15

31.12.16

31.12.17

Deposit to loan ratio

Credit quality continues to improve,
as can be seen in the Bank's declining
non-performing loan ratio. The share of
loans that are either impaired or 90 days
in arrears was 1.0% at year-end 2017, down
from 1.8% at year-end 2016. A more detailed
discussion of the loan portfolio and credit
risks can be found in the Bank's 2017 Pillar 3
Report.
Real estate remains the Bank's most
important type of collateral. The weighted
average loan-to-value (LTV) ratio for the
residential mortgage portfolio was 63% at
year-end 2017 compared to 67% at yearend 2016. The Bank's asset encumbrance
ratio was 15.2% at year-end 2017, which was
comparable to 2016.
Liquidity levels declined but remained
very high in 2017. Liquidity ratios benefited
from reduced concentration in the deposit
base. Three items – cash and balances
with the Central Bank, bonds and debt
instruments, and loans to credit institutions
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15%

– amount to about ISK 243bn, some ISK
224bn of which are liquid assets.
Liabilities – diversified funding strategy
Total liabilities amount to ISK 854.8bn,
a decrease of 1.6% between years. The
Bank maintained a strong liquidity position
throughout 2017, and all regulatory and
internal metrics were well above the set
limits. At year-end 2017, the Bank's liquidity
coverage ratio (LCR) was 128% for the
parent company and 142% for the group.
The foreign currency denominated LCR
was actively managed to a lower, albeit still
high, level in an effort to reduce liquidity cost
at year-end 2017. The net stable funding
ratio (NFSR) in foreign currency was 123%
for the parent and 122% for the group, and
the total NFSR was 118% for the parent and
117% for the group. In 2018, the Bank aims
to continue to steer its liquidity ratios with
the aim of reducing liquidity costs further
while keeping the ratios comfortably above
minimum requirements.

Total deposits contracted by 3.5%
between years, to ISK 578.2bn. Deposits
are still the Bank's main source of funding,
and concentration levels are monitored
closely. The decrease was due mainly
to a decrease in domestic mutual funds
and foreign financial institution deposits,
owing mainly to outflows of offshore
deposits following the Central Bank's
currency auction in March. As a result, the
ratio of customer deposits to customer
loans declined to 75.1% at year-end 2017,
compared to 86.4% at the end of 2016.
The deposit-to-loan ratio is 74.0% but is
expected to decrease gradually in coming
years, following the liberalisation of capital
controls.
The Bank's debt issuance increased
throughout 2017, primarily through its
Global Medium-Term Note Programme
(GMTN) and covered bond programme,
with an eye to mitigating risk through
diversification of funding. Building on the
funding successes of 2016, the Bank issued
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Total capital ratio (%)

Leverage ratio (%)

30.1%
25.2%

31.12.15

31.12.16

REA / total assets (ISKbn)

18.1%
16.0%

24.1%

31.12.17

31.12.15

31.12.16

66.9%

67.2%

74.9%

1,046

1,048

1,036

31.12.15

31.12.16

16.2%

31.12.17

Total assets

a Tier 2 bond for SEK 750m in November
2017, paying a quarterly coupon of 3-month
STIBOR +200bp. Demand was strong, and
the issue was sold to a diversified group of
Nordic and European investors. The issue,
the first subordinated bond issued by an
Icelandic bank in international capital
markets since 2008, marked a significant
step in normalising the liabilities side of
Íslandsbanki's balance sheet. As part of the
Bank's continued efforts to maintain a strong
balance sheet position while efficiently
applying surplus liquidity, it bought EUR
150m back from holders of its EUR 300m
2.875 per cent notes, which mature on 27
July 2018. Apart from deposits, the main
domestic funding vehicles were covered
bonds and short-term unsecured bonds.
Market access for covered bonds was solid
throughout the year: issuance exceeded
ISK 41bn, reinforcing the Bank's position as
Iceland's largest covered bond issuer.
Equity
Total equity amounted to ISK 181.0bn at
year-end 2017, compared to ISK 178.9bn
38

at the end of 2016. Of that total, ISK 2.5bn is
attributable to non-controlling interests. The
nominal value of the Bank's authorised share
capital was ISK 10bn at the end of the year,
and share capital amounted to ISK 65bn.
At the end of 2017, the Bank's total capital
ratio was 24.1%, compared to 25.2% at
year-end 2016, above its target range
of 20.3-21.3%. The Bank's Tier 1 ratio was
22.6% at the end of 2017, compared to
24.9% at year-end 2016. The Icelandic
Financial Supervisory Authority (FME)
sets the minimum requirement for total
capital at 19.8%. For the first time, the Bank
is introducing a new long-term capital
target, which is based on its internal capital
adequacy assessment (ICAAP) and the
supervisory review and evaluation process
(SREP). The target assumes that the Bank
will maintain a capital management buffer
of 0.5%-1.5% in excess of the SREP results
to ensure that short-term fluctuations do
not bring the ratio below the regulatory
minimum. The capital target supports the
Bank's business strategy and takes into

31.12.17
REA / total assets

account changes or uncertainties in the
operating environment. It can change over
time, reflecting changes in the Bank's risk
profile, business strategy, and external
environment. Based on last year's SREP
results, this translates to a long-term target
total capital ratio of 20.3-21.3%.
Íslandsbanki uses the standardised method
to calculate its risk exposure amount (REA),
which amounted to ISK 775.5bn at yearend 2017, or 74.9% of total assets, a marginal
increase between years. The year-end
leverage ratio was 16.2%, compared to 16.0%
in 2016, indicating low leverage.
In 2017, the Bank paid out ISK 10bn in
dividends on net 2016 income. It will
continue to pay out dividends to optimise
the capital structure of its balance sheet in
line with the Bank's dividend payout ratio
target of 40-50% of after tax profits. The
Board of Directors of Íslandsbanki proposes
that ISK 13bn will be paid in dividends to
shareholders for the 2017 financial year.
The Bank's dividend payout ratio target is
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40-50% of after tax profits but due to its

Ratings

strong capital position, a higher dividend
is proposed for this year. The Board may
convene a special shareholder meeting
later in the year where a proposal regarding
payment of dividends of profit for the
previous fiscal years could be suggested.

Growing confidence in the Icelandic
economy, a more favourable operating
environment for domestic banks, and
Íslandsbanki's strong capital position
contributed to credit rating upgrades in
2017. Íslandsbanki is the only bank in Iceland
with credit ratings from two international
rating agencies, Fitch and S&P. In June 2017
S&P upgraded Iceland's sovereign rating to
A in recognition of its continued progress
towards capital account liberalisation and
its declining debt levels. In October S&P
upgraded Íslandsbanki's credit ratings
to BBB+/A-2 with a stable outlook. Fitch
Ratings upgraded the Bank to BBB/F3
in January 2017, with a stable outlook,
and affirmed the ratings in December.
These upgrades reflect the international
community's growing confidence in the
Icelandic economy and financial system,
bolstered by the liberalisation of capital
controls and declining private sector
debt. Other factors included positive
developments in the Bank's secondary
spreads, greater interest from foreign
investors in the Bank's bonds, improvements
in the long-term risk-adjusted capital
position, and a sharp decline in the Bank's
non-performing loans since 2010.

Imbalances
The Bank is exposed to inflation risk
because Consumer Price Index (CPI)
linked assets exceed CPI-linked liabilities.
At year-end 2017, the Bank's consolidated
net inflation (CPI) imbalance amounted to
ISK 27.5bn (14.7% of the total capital base),
compared to ISK 60.9bn in 2016 (34.3%
of the total capital base). The imbalance is
managed via CPI-linked swaps, issuance of
CPI-linked covered bonds, and long-term
CPI-linked deposit programmes.
The foreign currency imbalance was ISK
-0.7bn (0.4% of the total capital base) at
the end of December 2017, compared to
ISK -0.4bn (0.2% of the total capital base)
in 2016. The Bank's imbalances are strictly
monitored and are well within regulatory
limits.
Consolidated financial statements

Investor material
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Corporate governance
Íslandsbanki's commitment to the highest standards of corporate governance and
ethical conduct has earned it recognition for “excellence in corporate governance”.

In March 2014, following a formal
assessment of the governance practices
of the Bank's Board and management, the
Centre for Corporate Governance at the
University of Iceland's Institute for Business
Research, in cooperation with the Icelandic
Chamber of Commerce, SA-Business
Iceland, and Nasdaq Iceland, formally
recognised the Bank for excellence in
corporate governance. The recognition was
renewed in March 2015, 2016, and 2017. The
Bank is committed to maintaining this status.
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Íslandsbanki's Good Governance Policy,
robust internal systems, and compliance
with legal and regulatory frameworks
ensure effective oversight and control.
As part of the Bank's commitment to sound
corporate governance, the Board adopted
the Good Governance Policy and matrix for
major Bank decisions and actions in 2012.
The Policy is a decision-making matrix that
outlines all major decisions that the Bank
may wish to take under given circumstances.
The matrix sets specific conditions for all
major decision-making and requires that all
such decisions be taken after consultation
with the relevant parties within the Bank and
on the basis of the best information available
at the time. This procedure was introduced
in order to foster improved decision-making
and ensure that decisions taken within the
Bank fulfil the appropriate requirements
at any given time. Moreover, the Bank
follows the current Corporate Governance
Guidelines issued by the Iceland Chamber
of Commerce, Nasdaq Iceland, and SABusiness Iceland.
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Governance structure
The management and control of Íslandsbanki is shared by shareholders, the Board of
Directors, and the Chief Executive Officer, in accordance with the Bank's Articles of
Association, other Board directives, and the relevant external legal and regulatory
instruments.

		

Articles of Association
The Bank's Articles of Association contain
provisions on the Bank's purpose, share
capital, and shareholders' meetings, as
well as the election and responsibilities of
the Board of Directors and the procedures
governing amendments to the Articles of
Association.

Organisational chart

The Articles of Association
BOARD

GROUP INTERNAL AUDIT

CEO

FINANCE & TREASURY

COMPLIANCE

IT & OPERATIONS
RISK MANAGEMENT

PERSONAL BANKING

CEO OFFICE
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BUSINESS BANKING

CORPORATE &
INVESTMENT BANKING

Human Resources, Marketing, Communications, Strategy, Legal
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Board of Directors
and subcommittees
Board of Directors
The Board of Directors (the Board)
comprises seven non-executive directors
and two alternates, all of whom are elected
at each AGM for a term of one year.
The Board of Directors is the supreme
authority over the Bank's affairs, subject to
shareholders' meetings, unless otherwise
provided for by law or in the Articles of
Association. The Board sets the Bank's
general strategy and instructs the CEO on
its implementation and execution. It also
has a supervisory role in ensuring that the
Bank's organisation and activities comply
at all times with the pertinent regulatory
provisions and sound business practices.

Rules of Procedure
Board subcommittees
In accordance with the Board's Rules
of Procedure, the Board has appointed
subcommittees comprising Board members,
as is shown below. The subcommittees are
Audit Committee; Board Risk Management
Committee; and Board Corporate
Governance, Compensation, and Human
Resource Committee.
Board subcommittees

Structure of Board’s subcommittees
Board Corporate Governance,
Compensation and HR Committee

Friðrik Sophusson
Anna Þórðardóttir
Auður Finnbogadóttir
Árni Stefánsson
Hallgrímur Snorrason
Chair

Heiðrún Jónsdóttir

Member

Helga Valfells
43

Audit Committee

Board
Risk Management Committee
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Board of
Directors

Friðrik Sophusson, Chairman of the Board
(b. 1943), joined the Board in January 2010. Friðrik has comprehensive experience in fiscal
policy-making, management, and public service in Iceland. He has also served on the
boards of several companies and institutions. Friðrik was Managing Director of the Icelandic
Management Association from 1972 until 1978, when he was elected to Parliament. During
his tenure as an MP, he held the position of Minister of Industry and Energy in 1987-1988 and
Minister of Finance in 1991-1998. He was appointed CEO of Landsvirkjun, the National Power
Company of Iceland, in 1999 and held that position for almost 11 years. He serves as chairman
of the board of Hlíðarendi, a private non-profit institution, and is an alternate board member
of Fondement, a private non-profit institution.
Friðrik holds a Cand. Jur. from the University of Iceland.
Subcommittees Chairman of the Board Corporate Governance, Compensation and Human
Resource Committee.
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Board of Directors

Anna Þórðardóttir (b. 1960) joined the
Board in April 2016. She has been a board
member of a number of companies and
organisations, including KPMG and the
Institute of State-Authorised Public
Accountants in Iceland. She is currently a
member of the board of the Icelandic Centre
for Future Studies (Framtíðarsetur Íslands)
and Heimavellir, and is chairman of the Audit
Committee of Hagar. Anna was an employee
of KPMG in 1988-2015, where she became
a partner in 1999. While at KPMG, she was
responsible for the audit of the following
companies: Reitir, Hagar, 365, Baugur
Group, Vodafone, Landfestar, Landey, 10-11,
and Félagsbústaðir.

Auður Finnbogadóttir (b. 1967) joined
the Board in April 2016. She has extensive
financial market experience, including work
as managing director of Lífsverk pension
fund; Brú, the pension fund for employees
of Kópavogur municipality; and MP Bank.
She has served as chairman of the board
of the Competition Authority in Iceland
and has been a member of the board of
the Iceland Enterprise Investment Fund,
Icelandair Group, Landsnet, Norðlenska,
and Nýi Kaupthing banki. Auður is currently
managing director of Sólheimar, a private
non-profit institution.

Árni Stefánsson (b. 1966) joined the Board
in April 2016. He has extensive management
experience in heavy industry in Iceland
and is currently manager and member
of the executive board at the Rio Tinto
primary aluminium plant. Previously, he
was a manager and member of the board of
directors of the Century Aluminium plant
Norðurál in Grundartangi; manager and
vice-president with Landsnet, the electric
transmission grid company of Iceland; and
manager with Landsvirkjun, the National
Power Company of Iceland.

Anna holds a Cand. Oecon. in Business
Administration from the University of
Iceland and is a Chartered Accountant.
She has also studied towards a Cand. Merc.
in Financial Studies at Handelhøjskolen in
Århus, Denmark.
Subcommittees Chairman of the Audit
Committee, member of the Board Risk
Management Committee.
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Auður holds a B.Sc. in International Business
from the University of Colorado and an MBA
from Reykjavík University, and is a securities
broker licensed by the Icelandic Ministry of
Finance and Economic Affairs.
Subcommittees Member of the Board Risk
Management Committee.

Árni holds a B.Sc. and an M.Sc. in Electrical
Engineering from Aalborg University in
Denmark.
Subcommittees Member of the Board Risk
Management Committee.
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Board of Directors

Hallgrímur Snorrason (b. 1947) joined
the Board in April 2016. An independent
consultant in official statistics, he was
Director-General of Statistics Iceland in
1985-2007 and Deputy Managing Director
of the National Economic Institute of Iceland
in 1980-1984. He has been a member of
the boards of several companies, including
Útvegsbanki Íslands, Skýrr, and Auður
Capital. He has also chaired or served on a
number of governmental committees, both
domestically and in connection with Nordic
cooperation, EFTA, the EU, and the OECD.

Heiðrún Emilía Jónsdóttir (b. 1969) joined
the Board in April 2016. She is an attorney
at law with Fjeldsted and Blöndal Legal
Services and serves on the board of Síminn
and Olíuverzlun Íslands. Previously, she
was Managing Director at Eimskipafélag
Íslands, Lex Legal Services, and Legal and
Human Resources at KEA. She has been
chairman of the board at Norðlenska, Íslensk
Verðbréf, and Gildi Pension Fund and has
been a member of the board of RB, Ístak, the
securities depository Arion Verðbréfavarsla,
Þekking, and the Icelandic Pension Funds
Association.

Helga Valfells (b. 1964) joined the Board
in September 2013. Helga is one of the
founders of the Icelandic venture capital
firm Crowberry Capital, where she currently
serves as CEO. Previous employers include
Estée Lauder UK, Merrill Lynch Europe, and
the Trade Council of Iceland, where she
worked with a number of export companies.
Helga was director of NSA Ventures in
2010-2016. During her tenure with the
Fund, she sat on 14 start-up boards. An
active entrepreneur, she has participated in
founding start-up companies and previously
acted as an advisor to the Icelandic Minister
of Business Affairs. Furthermore, she has
worked as an independent consultant for a
number of export companies from Iceland,
the UK, and Canada. She is an alternate
board member of FSÍ (Framtakssjóður Ísl)
GP.

Hallgrímur holds an M.Sc. in Economics
from the University of Lund in Sweden and
a B.Sc. in Economics from the University of
Edinburgh.
Subcommittees Member of the Board
Corporate Governance, Compensation and
Human Resource Committee and Audit
Committee.

Heiðrún holds a Cand. Jur. from the
University of Iceland and is a securities
broker licensed by the Icelandic Ministry
of Finance and Economic Affairs. She
completed an Advanced Management
Program (AMP) at IESE Business School in
Barcelona in 2017.
Subcommittees Member of the Board
Corporate Governance, Compensation and
Human Resource Committee and Audit
Committee.
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Helga holds a B.A. from Harvard University
and an MBA from London Business School.
Subcommittees Chairman of the Board
Risk Management Committee.
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Organisational hierarchy
and ownership structure
The Bank's management structure is
twofold
The Board of Directors has a supervising
role in monitoring the execution of set
policies and maintaining firm control of
accounting and financial management, as
well as ensuring that group internal audit,
compliance, and risk management are
always effective.

The CEO appoints Senior Management
Committees and the Bank's Compliance
Officer.

The committees' mandate and rules of
procedure are documented in a charter set
by the CEO and presented to the Board.

Senior Management Committees
Senior Management Committees are
advisory committees appointed by the CEO.
Senior Management Committees fall into
two categories.

The Chief Executive Officer, Chief Risk
Officer, Compliance Officer, and other
members of the Senior Management
Committees are responsible for
implementing risk management practices
and internal monitoring in accordance with
Board authorisation.

1. Executive Committees

The Bank has published a Pillar 3 Report for
2017, which provides information to market
participants and other stakeholders so as
to facilitate better understanding of the
Bank's risk management structure, capital
structure, capital adequacy assessment,
large exposures, and risk assessment
procedures. The Pillar 3 Report also
includes information about Íslandsbanki's
compliance and group audit procedures and
policies.

Chief Executive Officer
The Chief Executive Officer (CEO) is
responsible for the day-to-day operations
of the Bank, pursuant to set policies and
resolutions of the Board. Moreover, it is the
task of the CEO to ensure that the Bank's
operations are always consistent with
applicable legislation and the Bank's Articles
of Association.
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The Executive Committee and the All
Risk Committee are responsible for the
implementation of Board-approved
business strategy, risk appetite, and policies.
2. Business Committees

The Asset and Liability Committee, Senior
Credit Committee, Investment Committee,
and Operational and Security Committee
are responsible for the approval of business
proposals and their operational framework
and implementation, subject to internal
rules and guidelines issued by the All Risk
Committee and the Board.

Pillar 3 Report

Ownership structure
Íslandsbanki is wholly owned by the
Icelandic Government. Shares in the Bank
are administered by Icelandic State Financial
Investments.
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Executive
Board

Birna Einarsdóttir
Chief Executive Officer since October 2008
Birna became Executive Vice President of Commercial Banking at Íslandsbanki in 2007,
having previously served as Managing Director of Sales and Marketing, Branch Manager, and
Marketing Director at the Bank. In 1998-2004, she was Senior Product Manager at the Royal
Bank of Scotland. Birna has also worked as Marketing Manager for the Icelandic Broadcasting
Company Stöð 2 and Íslensk getspá.
Birna holds a Cand. Oecon. in Business Administration from the University of Iceland and an
MBA from the University of Edinburgh.
Birna has been with Íslandsbanki and its predecessors for 23 years.
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Executive Board

Jón Guðni Ómarsson
Chief Financial Officer since October 2011

Sigríður Hrefna Hrafnkelsdóttir
Managing Director of Personal Banking
since May 2017

Sigríður Olgeirsdóttir
Chief Operating Officer since September
2010

Sigríður Hrefna worked as managing
director of retail for Olíuverzlun Íslands
from September 2014 until she joined
Íslandsbanki. Before that, she worked for
Arion Bank, the Sparisjóðabanki Íslands
resolution committee, Atlas Ejendomme
A/S, and Lex Legal Services. Sigríður Hrefna
has also served on the boards of various
companies.

Sigríður has wide-ranging management
experience and has held various positions
within the IT industry since 1984, including
serving as Executive Director of the IT
Division of Tæknival and Managing Director
of Ax Business Intelligence A/S, Denmark
and Ax Business Intelligence, Iceland.

Jón Guðni was Head of Treasury at the Bank
in 2008-2011. He has had various other
roles within the Bank and its predecessors,
including advising customers on hedging
strategies and leading arrangements and
participation in syndicated loans. Before
joining Íslandsbanki, he worked as an ALM
consultant at SunGard in Boston.
Jón Guðni holds a B.Sc. in Industrial
Engineering and an M.Sc. in Quantitative
and Computational Finance (QCF) from
Georgia Institute of Technology in Atlanta.
He is a Chartered Financial Analyst (CFA)
and a securities broker licensed by the
Icelandic Ministry of Finance and Economic
Affairs.
Jón Guðni has been with Íslandsbanki and its
predecessors for 15 years.
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Sigríður Hrefna holds a Cand. Jur. from
the University of Iceland, is a district
court attorney, and holds an MBA from
Copenhagen Business School. She is a
securities broker licensed by the Icelandic
Ministry of Finance and Economic Affairs.
Sigríður Hrefna has been with Íslandsbanki
since May 2017.

Sigríður is a systems analyst from EDB skolen
in Odense, Denmark. She holds a diploma
in Business Operations from the Institute
of Continuing Education at the University
of Iceland and an MBA in International
Business Management from Reykjavík
University, and has completed an Advanced
Management Programme (AMP) at Harvard
Business School.
Sigríður has been with Íslandsbanki for seven
years.
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Executive Board

Sverrir Örn Þorvaldsson
Chief Risk Officer since November 2010

Una Steinsdóttir
Managing Director of Business Banking
since May 2017

Vilhelm Már Þorsteinsson
Managing Director of Corporate &
Investment Banking since May 2017

Una joined Íslandsbanki in 1991 and has a
broad background from varied divisions
within the Bank. Una was Managing Director
of Retail Banking from October 2008 until
May 2017, Managing Director of the Bank's
branch network in 2007-2008, and Keflavík
Branch Manager from 1999. Prior to that,
she held various positions in the Bank's
International Banking division, as well as in
loan supervision, and service management.

Vilhelm Már first joined Íslandsbanki in 1999
and has held various positions in Capital
Markets, Corporate Banking, and the
CEO's office. He was Managing Director of
Corporate Banking from October 2008 until
May 2017. Prior to that, he was appointed
head of Strategic Growth, focusing first on
the Bank's external growth and then on asset
sales and various funding projects.

Sverrir has worked in risk management since
2006. Prior to joining the Bank, he worked
for six years on research, data analysis, and
software development at Decode Genetics.
Sverrir holds a B.Sc. in Mathematics from
the University of Iceland, as well as an M.Sc.
in Financial Mathematics and a Ph.D. in
Mathematics, both from Stanford University.
He is a securities broker licensed by the
Icelandic Ministry of Finance and Economic
Affairs and a Financial Risk Manager (FRM)
certified by the Global Association of Risk
Professionals (GARP). He is currently a
member of GARP's FRM committee.
Sverrir Örn has been with Íslandsbanki and
its predecessors for 12 years.
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Una holds a Cand. Oecon. in Business
Administration from the University of
Iceland and has completed an Advanced
Management Programme (AMP) at IESE
Business School in Barcelona.

Vilhelm Már holds a B.Sc. in Business
Administration from Reykjavík University
and an MBA from Pace University in New
York, and is a securities broker licensed
by the Icelandic Ministry of Finance and
Economic Affairs.

Una has been with Íslandsbanki and its
predecessors for 27 years.

Vilhelm Már has been with Íslandsbanki and
its predecessors for 18 years.
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Social responsibility
Responsible activities are one of the foundations of sound, healthy business operations,
and the Bank is dedicated to being a community leader in this area. Since 2010,
Íslandsbanki has participated in the United Nations Global Compact and has published
annual Communications on Progress based on the principles outlined in the Compact.

Social responsibility at Íslandsbanki
comprises five main pillars.
Business
Íslandsbanki emphasises sound governance
and efficiency. The Bank seeks to serve its
customers by maintaining a clear set of rules,
providing useful information, and treating its
customers equally.
Education
Íslandsbanki's objective is to increase
knowledge, proficiency, and interest in
financial matters by offering accessible and
interesting information on topics relating
to finance and economics. The Bank's
educational efforts are intended to awaken
people's interest and help them make
informed decisions about their finances.
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Environment
Íslandsbanki emphasises working in harmony
with the environment and minimising
the negative environmental impact of its
operations.
Workplace
Employees are encouraged to participate in
social projects, and the Bank promotes wellbeing in the workplace and goal-oriented
education and training. Íslandsbanki's goal is
to hire, strengthen, and retain talented and
responsible employees.
Community
Íslandsbanki makes an effort to strengthen
the local community by supporting social,
cultural, and athletic activities, as well as
innovative and pioneering projects. This
support consists of employee participation
and direct financial support for selected
projects.
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Social responsibility

In December, 80 children and their families
visited Norðurturn, where the Bank held
its Winter Festival for children of asylum
seekers in cooperation with the Red Cross.

Íslandsbanki became a member of the
Iceland Sustainable Investment Forum
(IcelandSIF), an independent forum
for discussion and education about
responsible investment.

Some 300 Íslandsbanki employees took
advantage of transport subsidies by using
other means of transport than private
vehicles.

Two Bank employees travelled to Sierra
Leone in cooperation with the Aurora
Charity Fund to deliver computers and
equipment donated by the Bank and to
assist with computer instruction in the
region.

The Bank's social responsibility report
describes the many projects carried out in
2017, which cover nine key areas relating to
social responsibility.
Responsible lending
Responsible investment
Responsible procurement
Information security
Transport policy
Equal opportunities policy
Customer education
Helping hand
Clear sponsorship policy
Social Responsibility Report
in Icelandic

A total of 450 Íslandsbanki employees lent
a Helping Hand in 2017. Nearly 30 charitable
organisations received assistance from Bank
employees on a variety of projects.

The Bank has reduced its printing
volume by 50% since moving to its new
headquarters in Norðurturn in Kópavogur,
in line with its objective of becoming a
paperless bank.
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Íslandsbanki signed a declaration in support
of responsible tourism. The project is
sponsored by Festa–Icelandic Centre for
Corporate Social Responsibility and the
Icelandic Tourism Cluster, in cooperation
with the Icelandic Tourist Board, the
Icelandic Travel Industry Association (SAF),
the Promote Iceland Agency, the Tourism
Task Force, the Regional Marketing Offices
of Iceland, Visit Reykjavík, and Safetravel,
and has made progress in the areas specified
in the declaration.

One Bank employee travelled to Africa five
times on behalf of the Red Cross to assist
with information and communications
technology under the aegis of the Digital
Divide project. The purpose of the project is
to bridge the digital divide so that national
organisations can better organise and
manage relief work.

The Bank provided robust educational
services during the year, holding meetings
and producing video materials. Over
50,000 people viewed the Bank's videos.
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Social responsibility

Champions Month
Íslandsbanki was part of Champions Month for the first time in February 2017 through
an exciting new marketing campaign by Íslandsbanki.
Champions Month is a month where participants challenge themselves by setting specific
goals to become the best version of themselves – everyone can participate.
Rules in Champions Month are simple: You set your goal, you make the rules and then its up
to you to make it happen.
Íslandsbanki participates in Champions Month by challenging its customers to set financial
goals with an entertaining marketing campaign.

45%

employees participated
by setting a goal

37%

of the Icelandic nation
participated by setting a goal
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Net Promoter Score
has never been higher than
after Champions Month
2017
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Marathon
Participants in the 2017 Íslandsbanki Reykjavík Marathon set a new record in pledges,
collecting the largest amount of charitable contributions to date. Over ISK 118m were
donated to 152 charitable organisations, a 20% increase from the previous year's total
of ISK 97m. Roughly 15,000 people participated in the 2017 marathon, including 4,000
foreigners from 87 countries.
Íslandsbanki has sponsored the Reykjavík Marathon for the past 20 years and has increased
its financial support year by year. The Bank now covers all of the expenses associated with
the pledges to charity, as well as underwriting the development and maintenance of the
computer system for the website and the transaction fees for the pledges. Previously, about
5% of the pledged amount was used to defray the cost of holding the event. The Bank has
also covered the cost of the charity pledge website, www.hlaupastyrkur.is, for the past
decade. Donations made through the website over this ten-year period total ISK 663m.
Íslandsbanki has also pledged donations for all of its employees, more than 300 of whom
participated in the race in 2017. The Bank is proud to include this marvellous event in its
corporate social responsibility policy and hopes its increased contribution will strengthen it
still further.

Record of over

ISK 118m
donated to 152 charitable
organisations in 2017

4,000

foreign runners from 87 countries
took part in 2017

Roughly

15,000

runners participated in 2017
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Helping Hand
Two Íslandsbanki employees, Írunn Ketilsdóttir and Brynjar Freyr Jónasson, travelled
to Sierra Leone and taught a computer course for about 70 people. About 50% of the
participants, who ranged in age from 14 to 47, were using a computer for the first time.
The project was carried out in cooperation with Aurora Charity Fund.
Among the participants were young girls from a home for orphaned children, with emphasis
on showing them what kinds of opportunities lie in information technology. In addition,
computers were donated to a school for adults who are taking advantage of a second chance
to educate themselves, particularly women who have been ostracised from the community
after being abused.
During their stay, Írunn and Brynjar visited an orphanage three times, bringing gifts and
teaching over 120 children taekwondo.
The trip to Sierra Leone is part of a key Íslandsbanki initiative called Helping Hand, under
which employees donate their time to a good cause. Last year 400 employees participated.
Furthermore, Halldór Gíslason a Bank employee has travelled regularly with the Red Cross
to areas where efforts are being made to bridge the technology gap that has developed
between developed and developing countries.

8,000
hours for charity
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1,000
days per year
for a good cause
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