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Income Statement - key figures

2004 2003 2004 2003
H1 H1 Change Q2 Q2 Change 

Interest revenues 15,523 10,025 55% 8,772 4,704 86%
Interest expenses 9,142 5,848 56% 5,306 2,603 104%

Net interest revenues 6,381 4,177 53% 3,466 2,101 65%

Net profit from shareholdings 44 67 -34% 26 (2) -1217%
Commissions and fees 4,460 3,366 33% 2,054 2,139 -4%
Commission expenses (597) (314) 90% (301) (169) 78%
Trading gains 5,382 752 616% 1,161 427 172%
Other revenues 74 548 -86% 26 48 -45%

Operating revenues 9,363 4,420 112% 2,966 2,443 21%
Net operating revenues 15,744 8,597 83% 6,432 4,544 42%

Payroll expenses 3,321 2,431 37% 1,701 1,255 35%
Administrative expenses 2,140 1,641 30% 1,124 838 34%
Depreciation of fixed assets 715 460 55% 235 252 -7%
Other expenses 173 197 -12% 20 39 -49%

Operating expenses 6,349 4,728 34% 3,080 2,384 29%

Net provisions for credit losses 1,969 2,430 -19% 978 1,642 -40%
Profit before taxes and minority interests 7,426 1,439 416% 2,374 518 358%
Taxes (1,337) (165) 710% (405) (81) 400%
Minority interests (54) (53) 3% (27) (29) -8%

Net profit 6,035 1,221 394% 1,941 408 376%

Balance Sheet
31.03.2004 31.12.2003 Change 31.12.2002 Change

Cash and interbank operations 53,260 48,772 9% 18,893 182%
Loans 431,822 326,400 32% 214,787 101%
Securities and shareholdings 62,406 63,744 -2% 36,337 72%
Other assets 11,005 9,323 18% 7,808 41%

Total assets 558,493 448,239 25% 277,824 101%

Financial institutions 51,516 43,840 18% 30,665 68%
Deposits 188,579 152,320 24% 108,306 74%
Funding 262,663 209,357 25% 108,479 142%
Other items 7,685 6,389 20% 5,057 52%
Subordinated loans 14,897 13,090 14% 8,216 81%
Minority interests 897 862 4% 792 13%
Equity 32,256 22,382 44% 16,309 98%

Total liabilities and equity 558,493 448,239 25% 277,824 101%

Key ratios 2004 2003 2002 2001 2000 1999
H1 H1

Return on equity before taxes 68.1% 20.9% 17.0% 13.9% 12.7% 17.5%
Return on equity after taxes 54.0% 17.6% 13.5% 13.1% 8.1% 11.5%
Tier 1 ratio 7.7% 6.9% 7.7% 7.5% 7.2% 8.2%
Equity ratio 10.1% 9.9% 10.6% 10.4% 8.7% 9.6%
Cost-income ratio 40.3% 57.0% 61.1% 66.2% 71.5% 69.9%
Operating expenses as a ratio of average capital position 2.6% 3.0% 3.1% 3.2% 3.3% 3.7%
Interest spread as a ratio of average capital position 2.58% 2.62% 2.83% 3.45% 2.86% 2.99%
Ratio of provision to lending position at period-end 0.92% 1.47% 1.33% 1.17% 0.83% 0.87%
Total assets per position at period-end 526 437 282 270 240 198
Share price at period-end 8.20 5.80 3.65 3.39 3.45 4.56
Share price increase adjusted for dividend payments 43.1% 61.6% 10.6% 0.1% -22.1% 96.7%
Number of positions at period-end 1,062 1,025 986 997 996 977
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Income Statement - key figures by quarters

ISK Million 2004 2004 2003 2003 2003 2003
Q2 Q1 Q4 Q3 Q2 Q1

Interest revenues 8,772 6,751 6,453 5,393 4,704 5,321
Interest expenses 5,306 3,836 3,721 2,971 2,603 3,245

Net interest revenues 3,466 2,915 2,732 2,422 2,101 2,077

Net profit from shareholdings 26 18 6 71 (2) 70
Commissions and fees 2,054 2,406 1,818 1,774 2,139 1,226
Commission expenses (301) (296) (299) (230) (169) (145)
Trading gains 1,161 4,221 807 1,114 427 325
Other revenues 26 48 110 60 48 500

Operating revenues 2,966 6,397 2,443 2,789 2,443 1,977
Net operating revenues 6,432 9,313 5,175 5,211 4,544 4,053

Payroll expenses 1,701 1,620 1,741 1,485 1,255 1,175
Administrative expenses 1,124 1,015 1,085 836 838 803
Depreciation of fixed assets 235 480 388 459 252 208
Other expenses 20 153 (2) 95 39 158

Operating expenses 3,080 3,269 3,212 2,874 2,384 2,345

Net provisions for credit losses 978 991 1,418 809 1,642 788
Profit before taxes and minority interests 2,374 5,053 545 1,528 518 921
Taxes (405) (931) (75) (216) (81) (84)
Minority interests (27) (27) (28) (19) (29) (23)

Net profit 1,941 4,094 442 1,293 408 813

Balance Sheet
30.06.2004 31.03.2004 31.12.2003 30.09.2003 30.06.2003 31.03.2003

Cash and interbank operations 53,260 57,461 48,772 33,450 29,880 20,039
Loans 431,822 384,596 326,400 286,113 264,071 215,793
Securities and shareholdings 62,406 58,191 63,744 41,358 27,028 37,788
Other assets 11,005 10,761 9,323 7,571 7,847 7,273

Total assets 558,493 511,008 448,239 368,492 328,826 280,893

Financial institutions 51,516 29,147 43,840 14,658 44,103 25,438
Deposits 188,579 182,542 152,320 147,830 128,625 113,960
Funding 262,663 245,105 209,357 171,015 126,448 111,426
Other items 7,685 7,697 6,389 2,826 3,008 4,044
Subordinated loans 14,897 15,333 13,090 9,910 8,687 8,207
Minority interests 897 870 862 834 844 813
Equity 32,256 30,314 22,382 21,420 17,111 17,006

Total liabilities and equity 558,493 511,008 448,239 368,492 328,826 280,893

Profit by Business Segments  - H1 2004
Commercial Securities AM & PB * Other Total

banking & Treasury

Net interest revenues 6,081 (189) 488 0 6,381
Operating revenues 1,724 1,667 591 0 3,982
Trading gains (losses) (28) 5,384 26 0 5,382

Net operating revenues 7,777 6,862 1,105 0 15,744
Operating expenses 3,879 851 654 965 6,349
Net provisions for credit losses 1,812 5 152 0 1,969

Profit before taxes and minority interests 2,087 6,005 299 (965) 7,426
* Asset Management & Private Banking
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Highlights of the Profit-and-
Loss Account and Balance 

Sheet 
 
 

Net Profit of ISK 6 billion 
 
Landsbanki Íslands hf. had very positive 
operating results for the first half of 2004, with 
pre-tax profit of ISK 7,426 million. Profit after 
tax and minority interests was ISK 6,035 
million. In 2003, the Bank’s pre-tax profit for 
the first six months was ISK 1,439 and net 
profit was ISK 1,221 million. 
 
Pre-tax profits for the 2nd quarter of 2004 
amounted to ISK 2,374 million, as compared to 
a profit of ISK 518 million for Q2 of 2003. Net 
profit amounted to ISK 1,941 million, as 
compared to a profit of ISK 408 million in Q2 
of 2003. 
 
Return on equity (ROE) after tax for the first 
half of 2004 was unusually high at 54%, as 
compared to 16% for the same period the 
previous year.    
 

Increase of ISK 7,147 million in 
Net  Operating Revenues 

 
Net operating revenues for the Group 
amounted to ISK 15,744 million during the first 
half of this year, as compared to ISK 8,597 over 
the same period of the previous year, a YoY 
increase of ISK 7,147 million.  
 
Net interest revenues amounted to ISK 6,381 
million during the first half of this year, as 
compared to ISK 4,177 million over the same 
period of the previous year, a YoY increase of 
53% or ISK 2,204 million. Increased interest 
revenues can be attributed to major growth in 
the Bank’s total assets; Since mid-2003, these 
assets have grown by almost 70%, or ISK 230 
billion. Interest margin as a ratio of average 
capital position was 2.58% for the first six 
months of 2004, as compared to 2.75% over the 
same period of the previous year and 2.62% for 
the entire year 2003. 
 
Net interest revenues in the 2nd quarter of 2004 
amounted to ISK 3,466 million, as compared to 

ISK 2,915 million in Q1 of 2004 and ISK 2,101 
million in Q2 of 2003. 
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Commissions and Fees  
Increase by 33% 

 
Commissions and fees amounted to ISK 4,460 
million during the first half of this year, as 
compared to ISK 3,366 over the same period of 
the previous year, a YoY increase of 33% or 
ISK 1,094 million. Increased income from 
commissions and fees is the result of the 
Bank’s increased securities trading, asset 
management and overseas activities, in 
particular foreign exchange trading. Income 
from retail banking activities is practically un-
changed from the previous year. 
 
Income from commissions and fees for the 2nd 
quarter of 2004 amounted to ISK 2,054 million, 
as compared to ISK 2,139 million in Q2 of 
2003. The YoY decrease in this income in Q2 
is the result of major consultancy projects 
which the Bank entered as income in Q2 of 
2003. 
 

Favourable Developments on 
Domestic Equity and Bond 

Markets 
 
Landsbanki’s trading gains amounted to ISK 
5,382 million during the first half of this year, 
as compared to ISK 752 million over the same 
period of the previous year. For the 2nd quarter 
of 2004, the Bank’s trading gains amounted to 
ISK 1,161 million, as compared to ISK 427 
million in Q2 of 2003.   
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Foreign exchange trading gains were ISK 139 
million, as compared to ISK 95 million for the 
first half of the previous year.   
 
Capital gains from market bond trading 
amounted to ISK 670 million during the period 
January-June 2004, as compared to ISK 280 
million over the same period of the previous 
year.  
 
The value of the Bank’s equity portfolio has 
developed very favourably in 2004, with capital 
gains amounting to ISK 4,572 million during 
the first six months of the year. Capital gains 
were somewhat lower during the 2nd quarter of 
2004, amounting to ISK 1,030 million, as 
compared to ISK 3,542 million in Q1. 
 
Other revenues amounted to ISK 74 million 
during the first half of this year, as compared to 
ISK 548 million over the same period of the 
previous year. The YoY decrease is due to 
capital gains on the sale of the Bank’s holdings 
in insurance companies in 2003.  

 
 

Cost-income Ratio 40%  
 
Landsbanki’s operating expenses amounted to 
ISK 6,349 million during the first half of 2004.  
The Bank’s cost-income ratio for the period is 
40%. The Bank’s objective is to maintain a 
cost-income ratio lower than 55%. The Bank’s 
increased economies of scale and improved 
income generation, together with favourable 
market conditions, have resulted in its very low 
cost-income ratio. 
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Provisions  for Credit Losses below 
1% 

 
Landsbanki’s provisions for credit losses 
amounted to ISK 1,969 million in the during 
the period, as compared to ISK 2,430 million 
for the same period of the previous year, a 
decline of ISK 461 million. Provisions as a 
proportion of lending exposures at period-end  
have decreased from 1.47% to 0.92% between 
30 June 2003 and 30 June 2004. The Bank has 
set itself the objective of keeping this ratio 
lower than 1%. 
 

Overdue Loans
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Total contributions to the credit loss allowance 
account amounted to ISK 8,051 million or 
1.8% of total loans and guarantees at the end of 
June 2004. Provisions for credit losses do not 
reflect 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 the first half of 2004, 
ISK 1,643 million was credited from the credit 
loss provisions against final write-offs.  
 

Landsbanki’s Total Assets  
ISK 558 billion 

 
The Group’s total assets amounted to ISK 558 
billion at the end of June 2004, increasing by 
25% or ISK 110 billion during the first half of 
2004. In 2004, the 2nd quarter increase was 47 
billion and 1st quarter increase was ISK 63 
billion.  
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Full-time equivalent positions in the 
Landsbanki group numbered 1,062 at the end of 
June 2004.  Total assets per full-time equivalent 
position were ISK 526 million at the end of 
June, as compared to ISK 437 million at year 
end 2003. 
 

63% Increase in Total Loans 
Related to Overseas Operations 

 
The Bank’s total lending amounted to ISK 432 
billion at the end of June 2004, rising from ISK 
326 billion at the beginning of this year, an 
increase of ISK 106 billion or 32% YtD. Of 
this, the increase in the Bank’s activities abroad 
and loans by the parent company to foreign 
parties amount to ISK 40 billion and these 
loans amounted to 24% of total loans of the 
Group at the end of June 2004 compared to 
20% at the beginning of the year, an increase of 
63% YtD.  
 
The Bank’s market bonds totalled ISK 19.6 
billion at the end of June 2004, as compared to 
ISK 38.7 billion at the beginning of the year. 
The Bank has entered into forward contracts 
against its bond holdings amounting to ISK 8.6 
billion at the end of June 2004, making its net 
market bond exposures ISK 11.0 billion. 
 
Equities and other variable income securities 
held by the Bank totalled ISK 41.5 billion at the 
end of June 2004, as compared with ISK 23.7 
billion at the beginning of this year. The Bank 
has entered into forward contracts against its 
equity holdings amounting to ISK 16.6 billion 
at the end of June 2004, as compared with ISK 
5.5 billion at the beginning of the year. The 
Bank’s net equity position has thus increased 
by ISK 6.7 billion during the first half of 2004.  
 
The Bank’s deposits amounted to ISK 188 
billion at the end of June 2004, increasing from 

ISK 36 billion, or 24%, from the beginning of 
this year.  
 
The group’s total assets under active 
management were just over ISK 162 billion at 
the end of June 2004, and total assets in 
custody were ISK 622 billion, in both cases 
increasing substantially since the beginning of 
the year. 
 

Funding 
 
At the end of June 2004, the Bank’s borrowing 
amounted to ISK 263 billion, as compared to 
ISK 126 billion at the end of June 2003 and 
ISK 209 billion at the end of 2003. During the 
year to date, a sizeable amount of the Bank’s 
foreign financing has matured. In refinancing 
and financing its growth, Landsbanki has 
emphasised lengthening maturity profile of its 
foreign financing, while maintaining a diverse 
investor base and geographical distribution of 
credit. Most of the borrowing was carried out 
through the Bank’s EMTN programme. Among 
the significant loans in extended to the Bank in 
Q1 was a five-year, EUR 400 million loan, 
which is the single largest borrowing 
Landsbanki has made to date, and the first 
public issue of this scale by an Icelandic 
financial institution abroad with such a lengthy 
maturity. The Bank’s borrowing during Q2 
included a three-year, syndicated loan in the 
amount of EUR 160 million.  
 
Overall, Landsbanki’s financing in 2004 has 
been very successful, as conditions on foreign 
financial markets have been especially 
favourable and investors have shown 
considerable interest in the Bank’s bond issues.  
 

 
Equity up by One-third 

 
The Group’s equity was ISK 32.3 billion at the 
end of June 2004, increasing by ISK 9.9 billion 
from the beginning of this year when it 
amounted to ISK 22.4 billion. The Bank issued 
new share capital for a nominal value of ISK 
600 million during the 1st quarter of 2004. 
Apart from this, the increase in equity is 
attributable to profits and dividends.  
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The group’s subordinated debt amounted to 
ISK 14.9 billion at the end of June 2004, as 
compared to ISK 13.1 billion at the beginning 
of the year. The group’s CAD ratio was 10.1% 
at the end of June 2004, of which 7.7% was 
Tier 1 capital. The Bank’s objective is to 
maintain a CAD ratio of 9-11% with Tier 1 
capital 6.5-8%.  
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Good Performance of Subsidiaries 
 

Pre-tax profits of Heritable Bank Ltd. in 
London increased by 36% during the first six 
months as compared to the same period in 
2003, amounting to ISK 217 million.   
 
Heritable’s total assets increased by 59% 
during the first half of 2004, amounting to ISK 
27.6 billion at the end of June 2004. The resi-
dential property development business has 
continued to expand in the 2nd quarter of 2004, 
and Heritable’s newly established residential 
mortgage business has made a major contri-
bution to the company’s strong growth in assets 
and profitability Heritable Bank’s deposits 
amounted to ISK 19.6 billion at the end of June 
2004, more than doubling since the beginning 
of this year when they totalled ISK 8.3 billion. 
 
The operations of Landsbanki Luxembourg 
S.A. were highly successful during the year, 
with a pre-tax profit of ISK 253 million for the 
period January-June 2004. The Bank’s 
operations have expanded very substantially 
during this period, with total assets increasing 
by 44% since the beginning of the year to 
amount to ISK 85 billion at the end of June 
2004. 
 
Pre-tax profit of SP Fjármögnun amounted to 
ISK 140 million in HI, as compared to ISK 123 
million over the same period in 2003. The 

company’s total assets increased by 40% in the 
past 12 months, amounting to ISK 13.8 billion 
at the end of June 2004. 

 
Performance by Divisions 

 
Landsbanki’s performance is comprised by the 
results of the following three divisions:  
 
 Commercial Banking, 
 Securities Trading, and  
 Asset Management and Private Banking. 
 
A summary of divisional performance for the 
period January to June 2004 is given in the 
table below: 
  

ISK Million
Commercial 

Banking
Securities 

Trading

Asset 
Management & 

Private Banking Other Total

Net interest revenues 6,081 -189 488 0 6,381

Operating revenues 1,724 1,667 591 0 3,982

Trading gains -28 5,384 26 0 5,382

Net operating revenues 7,777 6,862 1,105 0 15,744

Operating expenses 3,879 851 654 965 * 6,349

Provisions for credit losses 1,812 5 152 0 1,969

Pre tax profit 2,087 6,005 299 -965 7,426

* ISK 596 Million expenses from Q1  
 
Commercial Banking includes the Bank’s 
branch network and Corporate Banking, 
Heritable Bank and SP Fjármögnun. Pre-tax 
profit in Commercial Banking during the period 
January-June 2004 amounted to ISK 2,087 
million.  Pre-tax profit for in Q2 amounted to 
ISK 1,409 million, as compared to a profit of 
ISK 677 million in Q1 this year.  The higher 
profit can be attributed to interest revenues 
from the Bank’s increased assets and lower 
credit loss provisions. 
  
ISK Million H1 Q2 / 04 Q1 / 04

Net interest revenues 6,081 3,273 2,808

Operating revenues 1,724 901 823

Trading gains -28 27 -55

Net operating revenues 7,777 4,201 3,577

Operating expenses 3,879 1,944 1,935

Provisions for credit losses 1,812 847 964

Pre tax profit 2,087 1,409 677  
 
 
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 
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trading.  Pre-tax profit in Securities in H1 2004 
amounted to ISK 6,005 million.     
 
ISK Million H1 Q2 / 04 Q1 / 04

Net interest revenues -189 -116 -73

Operating revenues 1,667 615 1,052

Trading gains 5,384 1,125 4,259

Net operating revenues 6,862 1,624 5,238

Operating expenses 851 419 432

Provisions for credit losses 5 5 0

Pre tax profit 6,005 1,200 4,806  
 

Asset Management and Private Banking 
includes the parent company’s Asset 
Management division, Landsvaki hf. and 
Landsbanki Luxembourg S.A. Its functions 
include management and custody of pension 
funds and mutual funds, pension and life 
insurance operations, and private banking 
services.   Pre-tax profit in Asset Management 
and Private Banking during the period January-
June 2004 amounted to ISK 299 million. 

 

ISK Million H1 Q2 / 04 Q1 / 04

Net interest revenues 488 309 179

Operating revenues 591 289 302

Trading gains 26 10 16

Net operating revenues 1,105 608 498

Operating expenses 654 347 307

Provisions for credit losses 152 126 26

Pre tax profit 299 134 165  

 
Organic Growth – Improved 

Profitability 
 

Landsbanki’s operations in the first six months 
of this year were highly successful. The 
development of the Bank over the past months 
has been characterised by high organic growth, 
as it has doubled its total assets from the end of 
Q1 of 2003. This has brought increased 
economies of scale, together with a substantial 
rise in net interest income while the interest 
margin has decreased.  
 
Parallel to this major growth in total assets and 
strengthened position in corporate lending, 
Landsbanki has also strengthened its position in 
securities trading, asset management and 
private banking, resulting in a sizeable YoY 
increase in commissions and fees generated by 
these operating sectors. 

 
Provisions for credit losses retreated below 1% 
during this period, and comprised 0.92% of 
total lending exposures at the end of June 2004. 
In its expansion, the Bank has emphasised 
informed and prompt decision-making on 
lending, as well as reinforcing credit super-
vision and risk management significantly. 
    
The above-mentioned factors, together with a 
strong equity position, robust increase in 
deposits and favourable foreign financing, have 
created the prerequisites for continuing growth 
in the Bank’s activities. While both the growth 
and profitability of the Bank’s foreign 
subsidiaries has been substantial, the group’s 
growth has been greatest on the domestic 
market.  
 

Head Offices in One Location 
 
During the 2nd quarter of 2004, Landsbanki 
transferred all its head office operations to a 
single location, with over two hundred 
employees moving from Laugavegur 77 to the 
city centre. Some 450 employees, from all the 
Bank’s divisions, now work in a single location 
– a long-awaited step in the Bank’s develop-
ment. The move was accomplished smoothly 
and the results are already visible in the Bank’s 
operations.  
  

Outlook for 2004 
 
Market conditions for financial enterprises have 
been highly favourable so far this year. 
Landsbanki has strengthened its position on 
financial markets both in Iceland and abroad, 
following up on substantial growth by im-
proving its CAD ratio, obtaining favourable 
financing, strengthening its provisions for  
credit losses and increasing income generation.   
 
Developments on the domestic equity market 
continued to be favourable during Q2, with the 
ICEX-15 index rising by 16% in the 2nd quarter, 
after climbing by 21% in Q1 of 2004. The 
Bank’s forecast anticipated a smaller increase 
in equity indices than has proved to be the case, 
with the result that its performance 
considerably exceeds objective for the period 
January-June 2004. If share prices remain 
stable for the remainder of 2004, Landsbanki’s 
profitability can be expected to be substantially 
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better than predicted in its forecast. The objec-
tive set for return on equity (ROE) after taxes is 
15-17%.   
 
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. 

 
Accounting Principles 

 
In general, the same accounting policies have 
been applied in this interim 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.  
 
As of 2005, Landsbanki will present its state-
ments in accordance with the International 
Financial Reporting Standards (IFRS); work is 
already underway on implementing these 
standards.   
 
The interim financial statements have been 
examined by the auditors. 

 
Investors’ Presentation and 

Financial Calendar  
for Q3 and Q4 of 2004 

 
A presentation will be given for market 
participants in the Bank’s offices at 
Hafnarstræti 5, Reykjavík, 4th floor, on 
Thursday, 29 July 2004, beginning at 4:30 pm. 
Landsbanki’s CEOs, Sigurjón Th. Árnason and 
Halldór J. Kristjánsson, will present the 
highlights of the interim financial statements 
and respond to questions. 
 
Landsbanki’s 3rd quarter results are scheduled 
to be published on Thursday, 28 October 2004 
and the 4th quarter results and annual financial 
statements of the Bank on 3 February 2005. 
 
A copy of the interim financial statements of 
Landsbanki Íslands hf. for the first half of 2004 

is available on the Bank’s website: 
www.landsbanki.is or from its office at 
Austurstraeti 11, Reykjavík.  
 
 
 
For further information contact: 
 
CEOs Sigurjón Th. Árnason and Halldór J. 
Kristjánsson, tel. +354 560 6101. 
 


