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Key figures from the Landsbanki Group Accounts
ISK Million

2004 2003 2002 2001 2000
Operations

Interest revenues........................................................................... 34,489 21,871 21,813 27,909 20,356
Interest expenses.......................................................................... 19,587 12,540 14,082 19,136 14,330
Net interest revenues.................................................................. 14,902 9,331 7,732 8,772 6,026
Net profit from shareholdings.................................................... 22 144 523 873 743
Commissions and fees............................................................. 9,995 6,271 4,745 4,197 2,901
Commission expenses.............................................................. (1,344) (843) (669) (575) -             
Trading gains (losses)............................................................... 9,830 3,361 208 (1,704) (113)
Other revenues.............................................................................. 194 718 1,378 687 403
Operating revenues..................................................................... 18,697 9,651 6,185 3,479 3,935
Net operating revenues............................................................... 33,599 18,982 13,916 12,251 9,961
Payroll expenses....................................................................... 7,700 5,656 4,387 4,184 3,620
Administrative expenses........................................................... 4,713 3,562 3,208 2,995 2,770
Depreciation of fixed assets...................................................... 1,715 1,307 752 754 584
Other expenses......................................................................... 246 289 157 174 144
Operating expenses................................................................ 14,374 10,815 8,505 8,108 7,118
Net provisions for credit losses................................................. 4,485 4,656 2,863 2,298 1,340
Profit before taxes and minority interests................................. 14,740 3,512 2,549 1,846 1,504
Taxes........................................................................................ 1,882 457 475 (9) 518
Minority interests............................................................................ 149 99 45 107 31
Net profit....................................................................................... 12,709 2,956 2,028 1,749 955

Balance Sheet

Cash and interbank operations...................................................... 91,672 48,772 18,893 22,023 22,447
Loans............................................................................................. 549,801 326,400 214,787 199,083 169,374
Securities and shareholdings........................................................ 75,254 63,744 36,337 39,939 38,076
Other assets.................................................................................. 13,651 9,323 7,808 7,881 9,398
Total assets.................................................................................. 730,379 448,239 277,824 268,926 239,294

Financial institutions...................................................................... 63,476 43,840 30,665 29,410 36,981
Deposits......................................................................................... 217,970 152,320 108,306 99,747 82,665
Funding.......................................................................................... 372,424 209,357 108,479 111,639 97,152
Other items.................................................................................... 14,950 6,389 5,057 3,131 2,706
Subordinated loans........................................................................ 22,552 13,090 8,216 8,527 5,436
Minority interests............................................................................ 991 862 792 967 716
Equity............................................................................................. 38,016 22,382 16,309 15,505 13,639
Total liabilities and equity........................................................... 730,379 448,239 277,824 268,926 239,294

Key ratios

Return on equity before taxes....................................................... 58.1% 20.9% 17.0% 13.9% 12.7%
Return on equity after taxes.......................................................... 50.1% 17.6% 13.5% 13.1% 8.1%
Tier 1 ratio...................................................................................... 7.8% 6.9% 7.7% 7.5% 7.2%
Equity ratio .................................................................................... 10.4% 9.9% 10.6% 10.4% 8.7%
Cost-income ratio........................................................................... 42.8% 57.0% 61.1% 66.2% 71.5%
Operating expenses as a ratio of average capital position............ 2.5% 3.0% 3.1% 3.2% 3.3%
Interest spread as a ratio of average capital position.................... 2.62% 2.62% 2.83% 3.45% 2.86%
Ratio of provision to lending position at year-end.......................... 0.83% 1.47% 1.33% 1.17% 0.83%
Total assets per position at year-end........................................ 652 415 282 270 240
Share price at period-end.............................................................. 12.10 5.80 3.65 3.39 3.45
Share price increase adjusted for dividend payments.............. 110.3% 61.6% 10.6% 0.1% -22.1%
Number of positions at year-end............................................... 1,121 1,025 986 997 996
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Highlights of the Profit and 
Loss Account and Balance 

Sheet 
 

Net Profit ISK 12.7 billion 
 
Landsbanki Íslands hf. had extremely positive 
operating results in 2004. Pre-tax profit 
amounted to ISK 14.7 billion (bn), while net 
profit after allowing for taxes and minority 
interest was ISK 12.7 bn. As Landsbanki’s pre-
tax profits in 2003 amounted to ISK 3.5 bn and 
net profit to ISK 3.0 bn, the YoY increase in 
profit is more than four-fold. 

 
Landsbanki’s profit for the 4th quarter of 2004 
amounted to ISK 282 million before taxes and 
minority interest, as compared to ISK 545 
million for the same quarter in 2003.  
 
Return on equity (ROE) after taxes in 2004 was 
very high, 50% as compared with 18% in 2003. 
 

Increase of ISK 14.6 bn in Net 
Operating Revenue 

 
Net operating revenue for the Group 
amounted to ISK 33.6 bn in 2004, as compared 
to ISK 19.0 bn for 2003, a YoY increase of ISK 
14.6 bn or 77%.  
 
Net interest revenue amounted to ISK 14.9 bn 
as compared to ISK 9.3 bn in 2003, a YoY 
increase of 60% or ISK 5.6 bn. The increase in 
interest revenues is due in particular to large-
scale growth of the Bank's total assets. The 
ratio of interest spread to average capital 
position was 2.62% in 2004, unchanged from 
2003. 
 
Net interest revenue in Q4 of 2004 amounted 
to ISK 4.7 bn, as compared to ISK 3.8 bn in 
Q3. The increased interest revenue can be 
attributed to growth in total assets plus an 
increase in borrowing fees for residential 
housing mortgages.  
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Fees and Commissions Increased 
by 44% 

 
Fees and Commissions for the Group 
amounted to ISK 10 bn in 2004, as compared to 
ISK 7 bn for 2003, a YoY increase of ISK 3 bn 
or 44%. Increased income from fees and 
commissions is the result of the Bank’s in-
creased securities trading, growth in asset 
management and overseas activities of both the 
parent company and subsidiaries.  
 
Landsbanki's trading gains amounted to ISK 
9.8 bn in 2004, as compared with ISK 2.7 bn in 
2003. Trading losses in Q4 of 2004 amounted 
ISK 2.1 bn. 
 
Gains on market bonds and FX were ISK 1.7 
bn, as compared to ISK 0.2 bn the previous 
year. 
 
Gains on equities amounted to ISK 8.2 bn in 
2004, as compared with ISK 2.5 bn in 2003.  
 
Other operating revenues amounted to ISK 
194 million in 2004, as compared with ISK 718 
million in 2003. The YoY decrease is due to 
capital gains on the sale of the Bank’s holdings 
in insurance companies. 

  
Cost-income Ratio 43% 

 
Landsbanki's operating expenses totalled ISK 
14.4 bn in 2004. The Bank’s cost-income ratio 
(operating expenses as a proportion of 
operating income) for the year was 43%. The 
Bank’s objective is to maintain a cost-income 
ratio lower than 55%. Increased economies of 
scale and improved income generation, together 
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with favourable market conditions, have 
resulted in its very low cost-income ratio. 

Cost-Income Ratio  
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Provision for credit losses amounted to ISK 
4.5 bn in 2004, as compared with ISK 4.7 bn in 
2003. Provisions were 0.83% of lending at 
year-end 2004 as compared with 1.47% at year-
end 2003. The Bank has set itself the objective 
of maintaining a ratio below 1%. 
 
Total contributions to the credit loss allowance 
account amounted to ISK 8.6 bn or 1.5% of 
total loans and guarantees at the end of 2004. 
Provisions for credit losses do not reflect actual 
write-offs, but amounts set aside to cover 
possible credit losses. When and if loans are not 
recovered, the amount is credited from these 
provisions. During 2004, the Bank applied ISK 
3.6 bn from the credit loss provisions against 
final write-offs.  

Loans in arrears  
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The Group's loans in arrears have never been 
lower, whether measured in absolute terms, or 
as a proportion of total loans outstanding. 
Loans in arrears for 90 days or more as a 
proportion of total loans outstanding at year-
end 2004 amounted to 0.7% as compared to 
1.8% at year-end 2003 and 3.2% at the end of 
2002. 

 
Landsbanki’s Total Assets  

ISK 730 bn 
 
The Group’s total assets amounted to ISK 730 
billion at year-end 2004, increasing by 63% or 
ISK 282 bn during the year. By comparison, at 
the beginning of 2003, Landsbanki's total assets 
amounted to ISK 278 bn. 
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Full-time equivalent positions in the 
Landsbanki Group numbered 1,121 at the end 
of 2004. Total assets per full-time equivalent 
position were ISK 652 million (m) at year-end, 
as compared to ISK 437 m at the beginning of 
the year, an increase of 50%. 
 

ISK 223 bn or 68%, Increase in 
Total Lending  

 
Total lending amounted to ISK 550 bn at year-
end 2004, rising from ISK 326 billion at the 
beginning of the year, an increase of ISK 223 
billion or 68%. About one-third of this increase 
is the result of the Bank’s activities abroad and 
loans by the parent company to foreign parties, 
which amount to ISK 77 bn. These loans 
amounted to 27% of total loans of the Group at 
year-end, as compared to 22% at its beginning, 
and have more than doubled in absolute terms.  
 
The Bank’s market bonds totalled ISK 18 bn 
at year-end, as compared to ISK 39 billion at 
the beginning of the year. The Bank has entered 
into forward contracts against its bond holdings 
amounting to ISK 1.8 bn as of the end of 
December 2004, making its net market bond 
exposures close to ISK 17 bn. At the beginning 
of the year this figure was ISK 23 bn. 
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Equities and other variable-yield securities 
held amounted to ISK 53 bn at year-end 2004. 
The Bank has entered into forward contracts 
against its equity holdings amounting to ISK 24 
bn at the end of September 2004. The Bank's 
net equity position as of 31 December 2004 
was ISK 29 bn, as compared with ISK 18 bn at 
year-end 2003. The ISK 11 bn increase during 
the year is primarily due to share price 
increases. Net equities, as a proportion of total 
assets, were 4.3% at year-end 2004 as 
compared to 4.1% at year-end 2003. 
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High Growth in Deposits 
and Asset Management 

 
The Bank’s deposits amounted to ISK 218 bn 
at the end of 2004, increasing by ISK 66 bn, or 
43% since the beginning of the year. 
 
Total assets under active management were 
ISK 191 bn at year-end, increasing 47% during 
the year. Total assets in custody were ISK 730 
bn, a YoY increase of 85%. 
 

Funding 
 
At year-end 2004, the Bank’s borrowing 
amounted to ISK 372 bn, as compared to ISK 
209 bn at the end of 2003. Three of 
Landsbanki's largest bond issues were sold 
during 2004. Due to Landsbanki’s increasing 
corporate lending activities in foreign currency, 
the Bank’s EMTN programme was expanded 
from USD 1.5 bn to EUR 3.5 bn in 2004. 
Emphasis was placed on enlarging the current 
benchmark EMTN issues, with the majority of 
the borrowings having maturities from 2 to 10 
years. Among the more significant loans 
extended to the Bank were subordinated hybrid 
Tier I capital notes in the amount of EUR 100 
million sold to private banking investors in 

Europe, arranged by HSBC in London. In 
December, Landsbanki negotiated its largest 
single borrowing ever. This five-year loan 
amounting to EUR 500 million was also 
arranged by HSBC Investments. 
 
Landsbanki’s funding in 2004 has been very 
successful, as conditions on financial markets 
have been especially favourable. Investors have 
shown growing interest in Icelandic bonds in 
recent months, not least following the Bank’s 
increased expansion abroad.  
 

Equity Up by ISK 15.6 bn 
 
At year-end, the Group’s equity was ISK 38 
bn, increasing by ISK 15.6 bn from the 
beginning of 2004. The Bank issued new share 
capital for a nominal value of ISK 600 million 
during the 1st quarter of 2004. Apart from this, 
the change in equity is attributable to profits 
and dividends.  
 
The Bank’s subordinated debt amounted to 
ISK 22.5 bn at year-end, as compared to ISK 
13.1 billion at the beginning of the year. The 
Group’s CAD ratio was 10.4% at year-end 
2004, of which 7.8% was Tier 1 capital. On 26 
January 2005, the Financial Supervisory 
Authority (FME) issued new Rules on 
additional own funds items for financial 
undertakings. If these Rules are used for 
calculation, Tier 1 capital would have been 
8.6% at year-end 2004. The Bank’s objective is 
to maintain a CAD ratio of 9-11% with Tier 1 
capital 7-8%.     
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Overseas Activities - Good 
Profitability and Growth 

 
The share of activities abroad, by both the 
parent company and subsidiaries, in the Group's 
total assets has increased steadily and currently 
amounts to just over one-quarter of total 
lending.  
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The operations of Landsbanki Luxembourg 
S.A. continued to be highly successful in 2004, 
with a pre-tax profit of ISK 576 million as 
compared to ISK 252 million in 2003. 
Landsbanki acquired the company as of 30 June 
2003, and the subsidiary is included in its 
accounts as of that date. Rapid growth has 
characterised the Bank’s operations during 
2004, with total assets increasing by almost 
70% since the beginning of the year to amount 
to ISK 100 bn at year-end. 
 
Pre-tax profits of Heritable Bank Ltd. in 
London amounted to ISK 392 million, as 
compared to ISK 309 million in 2003. 
Heritable's total assets increased by 170% in 
2004, amounting to ISK 43 bn at year-end. The 
quality of the bank’s loan portfolio is very high, 
and provisions for credit losses negligible. 
Heritable Bank's deposits amounted to ISK 36 
bn at year-end 2004, increasing almost four-
fold since the beginning of the year, when they 
totalled ISK 8 bn. 
 
The leveraged finance and syndications team 
of Landsbanki's Corporate Banking division 
was established at the end of 2003. By year-end 
2004, it had arranged funding of over ISK 21 
bn. The team’s deal flow has been good, in part 
as a result of co-operation in syndicated lending 
on the leveraged loan market with larger 
European banks, such as Deutsche Bank, Credit 
Suisse First Boston, Royal Bank of Scotland 

and Halifax Bank of Scotland. Operations have 
developed to the point where about half of the 
team’s efforts are on financing initiated by 
other banks and half on projects undertaken on 
its own initiative.  
 
In view of the Bank's substantially increased 
services and upcoming projects, especially in 
the UK, Landsbanki established a branch in 
London in January 2005. The branch's 
operations will be of two types: on the one hand 
syndicated loan operations and, on the other, 
corporate advisory services. 
 
Pre-tax profit of SP Fjármögnun amounted to 
ISK 378 million during 2004, as compared to 
ISK 253 m for 2003. The company's total assets 
increased by 34% in 2004, amounting to ISK 
14.9 bn at year-end. 

 
 

Performance by Division 
 

Landsbanki’s performance is comprised of the 
results of the following three divisions:  
 
- Commercial Banking, 
- Securities Trading and 
- Asset Management and Private Banking. 
 
A summary of divisional performance for the 
year 2004 is given in the table below (ISK 
Million): 
 

Commercial 
Banking

Securities 
Trading

Asset 
Management & 

Private Banking Other Total

Net interest revenues 13,948 -187 1,141 14,902

Operating revenues 3,760 3,879 1,228 8,867

Trading gains -46 9,792 84 9,830

Net operating revenues 17,662 13,483 2,454 0 33,599

Operating expenses 8,617 2,153 1,714 1,889 14,374

Provisions for credit losses 4,255 -4 235 4,485

Pre tax profit 4,790 11,335 504 -1,889 14,740  
 
Commercial Banking includes the Bank’s 
branch network as well as Corporate Banking, 
Heritable Bank and SP Fjármögnun. Pre-tax 
profits in Commercial Banking in 2004 
amounted to ISK 4.8 bn. 
 
Securities trading is comprised of the parent 
company’s securities operations. This division 
includes securities brokerage, corporate advi-
sory, FX and derivative trading, the Bank’s 
treasury and debt management and proprietary 
trading. Pre-tax profits in Securities Trading 
during 2004 was ISK 11.3 bn.  
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Asset Management and Private Banking 
includes the parent company’s Asset 
Management division, Landsvaki hf. and 
Landsbanki Luxembourg S.A. The pre-tax 
profit of Asset Management and Private 
Banking in 2004 amounted to ISK 504 million. 
  

An Eventful and Successful Year 
Concluded 

 
By any measure, the year 2004 was a 
particularly successful one for Landsbanki. 
With rapid growth in all areas of operation, the 
Bank reinforced its position as the leading actor 
on the Icelandic financial market. Total assets 
grew by around 63%, fees and commissions 
from investment banking increased sub-
stantially and there has been a major increase in 
net operating revenue excluding trading gains. 
Furthermore, there has also been a significant 
improvement in the quality of its loan portfolio, 
as is evident in the development of provisions 
for credit losses. 
 
Market Share: 31.12.2004 31.12.2002 Change

Deposits 31% 27% + 4%
Lending 33% 26% + 7%
Equity trading 34% 19% + 15%
Trading in bonds and bills 23% 19% + 4%
Corporate advisory 40-50% 7% +33-43%
Mutual funds 34% 31% + 3%
FX trading 42-45% 40-43% +2%
Supplementary pension savings 25% 18% + 7%  
 
A sizeable portion of the Bank's lending growth 
has been used to finance industrial operations 
and related services. Landsbanki handled a 
good number of large financing projects both in 
Iceland and abroad, providing both credit and 
advisory services. The greatest growth has been 
in lending to foreign parties through the Bank's 
syndicated loan team in London. As a result, 
Landsbanki's loan portfolio is more diversified 
in terms of industrial sectors, currencies and 
geographical areas. 
 
The year 2004 was the most profitable year 
ever for investment banking activities. Fees and 
commissions increased enormously, as have 
rate gains on securities. Securities brokerage 
grew considerably, with the domestic market 
characterised by strong growth in share prices 
and a substantial increase in turnover. 
Landsbanki's share of equity trading on ICEX 
grew from 25% to 34%, making the Bank the 
current market leader. The Bank arranged 14 

bond issues during the year, or 50% of new 
primary bond issuance on ICEX. 
 
The increase in projects abroad is the major 
factor in the expansion of corporate advisory 
activities. Landsbanki's Investment Banking 
also played a major role in domestic 
restructuring projects.  As an indication of just 
how successful Landsbanki's corporate 
advisory work was, it made Bloomberg's league 
table of the 20 Nordic banks with the largest 
market share in handling mergers and take-
overs. 
 
Landsbanki played a major role in the record 
growth of investment and mutual funds. 
Domestic mutual funds grew by 50%, of which 
Landsbanki's market share was 34%. 
 
Restructuring during the year was aimed at 
boosting sales and services, with a focus on 
both personal and corporate banking. The 
Bank's offices are now all in a single location in 
downtown Reykjavík, branches have been 
merged and emphasis placed on hiring 
specialised personnel.  
 
IT development has been a priority, with 
innovations introduced in Personal and 
Corporate Internet Banking and computer 
infrastructure updated to provide increased 
services and automation. Landsbanki's new 
website opened this year, and was honoured 
with three awards at the Icelandic Website 
Awards last October. It was selected as the best 
Icelandic website, the best corporate site and 
the website with the best appearance and 
interface design. 
 
The issuing of new share capital and 
subordinated bonds has improved the Bank's 
equity position and placed its operations on a 
stronger foundation. This places Landsbanki in 
a prime position to meet domestic competition 
and expand on foreign financial markets. 
  

Outlook for 2005 
 
Market conditions were highly favourable for 
financial enterprises in 2004 and Landsbanki 
expects this to continue in 2005. In the past two 
years, the Bank has strengthened its position 
substantially, both in Iceland and abroad. It 
expects to achieve its objective of 15-17% ROE 
after taxes in 2005. 
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It should be borne in mind, in assessing the 
outlook for financial enterprises, that their 
operations are highly dependent upon various 
external factors, such as economic develop-
ments in Iceland and abroad, price level and 
currency fluctuations, and developments on 
domestic and foreign financial markets. 

 
International Financial Reporting 

Standards  
 

As provided for in the ICEX Rules on 
Publication of Annual Financial Statements of 
Listed Companies, from 2005 onwards 
Landsbanki will publish its financial statements 
in accordance with International Financial 
Reporting Standards (IFRS).  
 
The Bank has assessed the consequences of 
implementing these standards on its profit and 
loss account and balance sheet, and the 
conclusions indicate that this will not 
substantially affect its equity. The principal 
changes to the financial statements concern the 
following aspects: 
 

- The presentation of both the profit and 
loss account and balance sheet (in 
particular with regard to shares and 
holdings) will be altered considerably, 
and Notes and breakdowns will be 
more detailed. 

 
- Depreciation of goodwill will cease, 

and be replaced by an annual 
impairment test to assess whether 
goodwill has declined. If the result of 
the impairment test is lower than book 
value, the difference is expensed.  

 
- Treatment of loan origination fees will 

be changed. Instead of crediting the 
entire amount to the interest rate spread 
when the loan is granted, part of the 
revenue will fall under fees and 
commissions and part credited to 
interest rate spread, distributed over the 
entire term of the loan. This will result 
in lowering interest rate spread and 
increasing fees and commissions. 

 
- The methodology used in calculating 

provisions for credit losses will be 
changed and based on net present value 

(NPV) of cash flow. The general credit 
loss allowance account will be 
eliminated, to be replaced by amounts 
set aside in defined loan portfolios, 
having regard to their loss history. 

 
- Accounting for derivatives will be 

defined in two ways: on the one hand 
derivatives which will be part of the 
Bank's trading assets or trading 
liabilities and, on the other hand, 
precisely defined hedge accounting. 

 
Accounting Principles 

 
In general, the same accounting policies have 
been applied in this annual financial statement 
as were used for the 2003 accounts. The 
consolidated profit-and-loss account is not fully 
comparable with that of the previous year, as 
Landsbanki Luxembourg S.A. was first 
included in the Bank’s consolidated accounts as 
of 1 July 2003. 
 
The financial statements are audited. 

 
Investors' Presentation 

 
A presentation will be given for investors in the 
Bank’s offices at Hafnarstraeti 5, Reykjavík, 
4th floor, on Thursday, 28 October 2004, 
beginning at 4:30 pm. Landsbanki’s Group 
Managing Directors, Sigurjón Th. Árnason and 
Halldór J. Kristjánsson, will present the 
highlights of the annual financial statements 
and respond to questions. 
 
 
Annual General Meeting, Dividend 

and Financial Calendar for 2005 
 
Landsbanki's Annual General Meeting (AGM) 
for 2005 will be held on Saturday, 5 February 
2005, at 2:00 pm at Nordica Hotel. 
 
At its meeting today the Board of Directors 
decided to move that the AGM authorise it to 
increase the Bank's share capital by a nominal 
value of up to ISK 2 bn. Furthermore, the 
Board will move that shareholders be paid a 
dividend of 20%, or ISK 1,620 million. Trading 
in the company's shares, having regard for 
dividend, will commence on Monday, 7 
February 2005. Payment date for dividends will 
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be 9 March 2005. At year-end 2004, 
shareholders in Landsbanki numbered 14,765. 
 
Scheduled publication of the Bank's interim 
financial statements for 2005 is as follows: 
 

1st quarter: 12 May 
2nd quarter: 28 July 
3rd quarter: 28 October 
4th quarter: 27 January 2006 

 
A copy of Landsbanki's 2004 financial 
statements is available on the Bank's website 
www.landsbanki.is  
 
For further information contact: 
 
Group Managing Directors Sigurjón Th. 
Árnason and Halldór J. Kristjánsson, tel. +354 
410 4009. 

 


