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Notice to investors
This Securities Note dated 10 May 2019 (hereafter also referred to as the “Securities Note”)
has been scrutinised and approved by the Financial Supervisory Authority. This Securities Note
is a part of the Issuers' Prospectus dated 10 May 2019 (hereafter referred to as the “Prospectus”),
which concerns, and is published in relation to the Issuer's application to have its bills in the
new series KVB 19 0919 (hereafter also referred to as the “Bills” and the “Series of Bills”)
admitted to trading on the Regulated Market of Nasdaq Iceland hf. (hereafter referred to as the
“Regulated Market of Nasdaq Iceland”). The Prospectus has been prepared in accordance with
Icelandic laws and regulations in effect on the date of the Securities Note, including Act no.
108/2007, on Securities Transactions (hereafter referred to as the “Act on Securities
Transactions”) and directive 2003/71/EC of the European Parliament and of the Council of 4
November 2003 (hereafter referred to as the “Prospectus Directive”), which has been
implemented into Icelandic law.
The Prospectus is in accordance with the provisions of Annex XI and Annex XIII of supplement
I to regulation no. 243/2006. The Securities Note is in accordance with provisions of Annex
XIII. The Prospectus is further prepared with regard to the Rules for issuers of financial
instruments, issued by Nasdaq Iceland hf., effective as of 1 July 2018 (hereafter referred to as
the “Nasdaq Iceland Rules”).
The Prospectus is published in English and consists of two documents, this Securities Note
dated 10 May 2019 and a Registration Document dated 10 May 2019. The Prospectus is
available for viewing at the Company's registered office at Borgartún 25, 105 Reykjavík,
Iceland. The Prospectus will also be available on the Company's website:
http://www.kvika.is/vixlar.
The information appearing in this Prospectus should not be construed as an offer, a
recommendation or solicitation to buy, hold or sell shares in the Company or to take any other
investment decisions.
The Prospectus contains information for investors to evaluate the Company's assets and
liabilities, financial situation, performance and outlook. Investors are encouraged to familiarize
themselves with all information contained in the Prospectus, especially the chapter named 1
Risk Factors, both in the Registration Document and in this Securities Note.
Following the publication of the Prospectus, investors are advised to acquaint themselves with
all public information issued by Kvika or concerning Kvika and/or bills, bonds or shares issued
by Kvika.
Only the Company is entitled to procure information about conditions described in this
Securities Note. Information procured by any other person is of no relevance in relation to this
Securities Note and cannot be relied on.
This Securities Note, as well as other documents which are a part of the Prospectus, may not be
sent or otherwise distributed, whether electronically or by other means, to countries in which
distribution would require additional registration measures or other measures to be taken other
than as applicable under Icelandic laws and regulations, or would be in conflict with laws and
regulations in the relevant country. In some jurisdictions laws and regulations may restrict
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distribution of the Prospectus. Therefore, the Company requests that all recipients of the
Prospectus familiarize themselves with and act in accordance to such laws and regulations or
other restrictions. Kvika assumes no liability for distribution of the Prospectus by any third
parties in any jurisdiction. This Securities Note, as well as any other documents in the
Prospectus, should not be distributed or sent to the USA, Australia, Canada or Japan.
This Securities Note, or other documents which are a part of the Prospectus, should by no means
be viewed or construed as a promise by the Company of future success in operations or as a
return on investments. Investors must, first and foremost, trust their own judgment when it
comes to investing in the bills issued by the Company, and are advised to seek advice from
external experts before making investment decisions. Investors are furthermore advised to
consider their legal status, including taxation issues that may concern the purchase or sale of
the Company's bills, and seek external and independent advice in that respect.
Information in this Prospectus is based on circumstances and facts on the date on which the
Prospectus is signed. If significant new information, material mistakes or inaccuracies relating
to information in the Prospectus, which could affect the assessment of the Company's bills, are
discovered between the time the Prospectus is approved, cf. article 52 of the Act on Securities
Transactions, and the time when the Company's bills are admitted to trading, a supplement to
the Prospectus shall be prepared describing the details in question in accordance with Article
46 of the Act on Securities Transactions. The supplement shall be approved within seven
working days and published in the same manner as the original Prospectus.
As the Company's shares were admitted to trading on the Regulated Market of Nasdaq Iceland
in March 2019, the Company is already under disclosure obligation on the market pursuant to
applicable laws and regulations, cf. the Act on Securities Transactions, publicly issues
announcements, and is governed by the Nasdaq Iceland Rules. Additionally, the Bank has
issued bonds that are currently admitted to trading on the Regulated Market of Nasdaq Iceland
hf. and is therefore further already governed by the Nasdaq Iceland Rules' provisions regarding
Bills and bonds.
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1. Risk factors
The risk factors described in this chapter 1 Risk Factors are those which the Issuer is aware of
and which, in its opinion, are specifically applicable to the Bills. These risk factors are subject
to uncertainty and therefore the Issuer is not able to predict the likelihood of them occurring. It
is possible that the Issuer may not be able to meet the obligations of the Bills due to other factors
that are not considered risk factors based on the information currently available and of which
the Issuer is aware.

1.1. General Risk of Bills
Investment in bills involves risk. The value of the Bills may decrease as well as increase.
Investors can lose the value of all or part of their investment in the Bills. Various issues can
cause changes in the value of bills, e.g. general economic conditions, interest rate decisions by
the Central Bank, changes in legislation and regulations and other events.

1.2. Risk relating to the Bills
1.2.1.

Market Risk

The value of bills may change due to market conditions. Thus, the value of the Bills may
decrease if the general market yield rises and the value may rise if the yield decreases.

1.2.2.

Liquidity Risk

The Bills have not previously been admitted to trading on a regulated market. Although the
Bills will be admitted to trading on the Regulated Market of Nasdaq Iceland, the Issuer cannot
guarantee that the Bills will be actively traded. No obligation rests on the Issuer to maintain an
active market with the Bills and no market making with them has been envisaged. Therefore,
liquidity risk may arise, i.e. the risk of not being able to sell the Bills at will. The risk is
expressed in such a way that the market cannot accept the quantity that is to be sold or the price
formation is such that there is a significant difference between the buying and selling price of
the Bills.

1.2.3.

Issuer's Liquidity Risk

The Issuer may be in a position of not having sufficient liquidity to meet its obligations when
they fall due. The Issuer manages its liquidity risk to ensure that, among other things, it always
has sufficient liquidity to meet its obligations.

1.2.4.

Changes in Legislation

The admission to trading of the Issuer's Bills on the Regulated Market of Nasdaq Iceland is
subject to Icelandic laws in force on the date of the Prospectus. No assurance can be given as
to the impacts of any amendments to Icelandic law, court decisions, and/or administrative
practice after the date of the Prospectus.
Additionally, it should be borne in mind that changes to EU legislation in this area may affect
the Issuer and the Bills due to Iceland's membership of the EEA agreement.
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2. Definitions
“Kvika”, the “Issuer”, the “Company” and
the “Bank”

Kvika banki hf., reg. no. 540502-2930, Borgartúni 25,
105 Reykjavík, Iceland

“Act on Bills”

Act no. 93/1993 on Bills

“Act on Electronic Registration of Rights of
Title to Securities”

Act no. 131/1997 on Electronic Registration of Rights
of Title to Securities

“Act on Financial Undertakings”

Act no. 161/2002 on Financial Undertakings

“Act on Securities Transactions”

Act no. 108/2007, on Securities Transactions

The “Bills” and the “Series of Bills”

The new series of Kvika's bills KVB 19 1019, which
is the series that the Issuer has requested to be
admitted to trading on the Regulated Market of
Nasdaq Iceland.

“Board of Directors”

The board of directors of Kvika

“Executive Management” or “Management
Team”

Kvika's CEO, Deputy CEO and managing directors

“Financial Supervisory Authority” or
“FME”

The Financial Supervisory Authority, Iceland

“ISK”

Icelandic Króna

“Nasdaq CSD Iceland”

Nasdaq CSD Iceland hf., reg. no. 500797-3209,
Laugavegi 182, 105 Reykjavík

“Nasdaq Iceland Rules”

The rules for issuers of financial instruments, issued
by Nasdaq Iceland hf., effective as of 1 July 2018

“Nasdaq Iceland” or the “Exchange”

NASDAQ Iceland hf., Laugavegi 182, 105, Iceland

“Prospectus”

The prospectus dated 10 May 2019, which concerns
and is published in relation to Kvika's application to
have its bills in the new series KVB 19 0919 admitted
to trading on the Regulated Market of Nasdaq
Iceland, consisting of this securities note and a
registration document, both dated 10 May 2019

“Prospectus Directive”

Directive 2003/71/EC of the European Parliament
and of the Council of 4 November 2003 on the
prospectus to be published when securities are offered
to the public or admitted to trading

“Registration Document”

The registration document dated 10 May 2019, which
concerns and is published in relation to Kvika's
application to have its bills in the new series KVB 19
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0919 admitted to trading on the Regulated Market of
Nasdaq Iceland
“Regulated Market of Nasdaq Iceland”

The regulated market of Nasdaq Iceland

“Securities Note”

This securities note dated 10 May 2019, which
concerns and is published in relation to Kvika's
application to have its bills in the new series KVB 19
0919 admitted to trading on the Regulated Market of
Nasdaq Iceland

3. Legal Environment
The Bills are issued in accordance with Act no. 93/1993 on Bills (hereafter referred to as the
“Act on Bills”) and Act no. 131/1997 on Electronic Registration of Rights of Title to Securities
(hereafter referred to as the “Act on Electronic Registration of Rights of Title to Securities”).
Act no. 108/2007 on Securities Transactions apply to transactions with the Bills. The Bills are
otherwise subject to Icelandic laws.
Regulation no. 837/2013 regarding the public offering of securities equivalent to EUR 5 million
or more in Icelandic króna and admission to trading on a regulated market, regulation no.
243/2006 on the entry into force of the Commission Regulation no. 809/2004 on the
implementation of the Prospectus Directive, concerning information in prospectuses, their
presentation, information incorporated by reference, publication of prospectuses as well as
distributions of advertisements, all as amended, apply to the issuance.
In addition, rules no. 1050/2012 of the Financial Supervisory Authority, on the Treatment of
Insider Information and Insider Transactions, as well as regulation no. 630/2005 on Insider
Information and Market Abuse, regulation no. 707/2008 on the provision of information and
notification requirements in accordance with Act no. 108/2007 on Securities Transactions and
the Nasdaq Iceland Rules, apply to the Bills and the Issuer from the time when the Issuer has
applied for admission of the Bills to trading on the Regulated Market of Nasdaq Iceland.
Changes to the legislation related to the issuance may affect the value of the Bills.
The Issuer must comply with the abovementioned laws and regulations, which, among other
things, include disclosure requirements.
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4. Information on the Bills and admittance to trading
4.1. Issuer
Kvika is a financial undertaking in accordance with Act no. 161/2002 on Financial
Undertakings (hereafter referred to as the “Act on Financial Undertakings”), as amended, and
is supervised by the Financial Supervisory Authority of Iceland. Kvika holds a licence to
operate as a commercial bank. The issuer operates in accordance with Act no. 2/1995 on Public
Limited Companies and Act no. 161/2002 on Financial Undertakings.
Legal name:

Kvika banki hf.

Commercial name:

Kvika

Legal form:

A public limited company established under Act
no. 2/1995 on Public Limited Companies

Registration number:

540502-2930

Address:

Borgartún 25, 105 Reykjavík

Date of incorporation:

07.05.2002

LEI:

254900WR3I1Z9NPC7D84

Website:

www.kvika.is

Phone number:

+ 354 540 3200

Ticker symbol with Nasdaq Iceland:

KVB

4.2. Information on the Bills
The Bills were issued on 21 March 2019 when kr. 2,000,000,000, or 100 nominal units, were
issued. The total issuance limit in the series is ISK 2,000,000,000, or 100 nominal units.
The reason for issuing the Bills is to increase the diversity of the Bank's funding. The Bills were
sold at a simple rate of 5.20%. The sale value of the issuance is ISK 1,948,769,000 and the net
sale value after costs is estimated at ISK 1,947,921,500. The Bank bears all costs associated
with the admittance of the Bills to trading. The total cost borne by the Bank is estimated to be
ISK 5,995,000 and consists of costs associated with the preparation, scrutiny and approval of
the Prospectus, the Nasdaq Iceland listing fees and costs for auditors, along with other costs
directly associated with the admittance to trading.
The objective of having the Bills admitted to trading on the Regulated Market of Nasdaq Iceland
hf. is to promote their increased liquidity and marketability, in addition to ensuring that the
procedures and disclosure of the Issuer comply with the rules which apply to the issuers of
financial instruments on the Regulated Market of Nasdaq.
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Identifier

KVB 19 0919.

ISIN number

IS0000031086.

Type of bill

Bills, offered and sold at a discount to their nominal
amount and not bearing interest.

CFI number

D-Y-Z-U-X-R.

FISN number

KVIKA BANKI HF/ZERO CPN 20190919.

Electronically registered

The Bills are issued electronically in Nasdaq CSD Iceland
hf., reg. no. 500797-3209, Laugavegi 182, 105 Reykjavík
(hereafter referred to as “Nasdaq CSD Iceland”) which
operates pursuant to Act no. 131/1997 on the Electronic
Registration of Rights of Title to Securities. The
registration of electronic security certificates at Nasdaq
CSD Iceland grants their owners legal authority to the
rights for which they are registered.

Type of instalments

One payment of principal on maturity date.

Country of issuing

Iceland.

Currency

ISK – Icelandic króna.

Nominal value units

20,000,000.

Total limit

2,000,000,000.

Previously issued

0.

Already issued

2,000,000,000.

Date of issue

21.03.2019.

Total number of due dates of
the principal as a whole

1.

Maturity date of principal

19.09.2019.

Payment of interests and
interest rate

The Bills are sold at a discount to their nominal amount
and do not bear interest.

Calculation rule for interest

Simple.

Day-count convention

ACT/360.

Indexed

No.

Callable

No.

Redeemable

No.
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Limitation Periods

The limitation period for claims pursuant to the Bills is ten
years from the due date, in accordance with Paragraph 1,
Article 5 of Act no. 150/2007 on the limitation periods for
claims. The limitation period for claims of interests and
price level adjustments is four years from the due date in
accordance with Article 3 of the same act.

Convertible

No.

Place of payment

The Issuer shall, through the intermediation of Nasdaq
CSD Iceland, pay the nominal value of the Bills on the due
date to the account operator where the registered owners
of the Bills have an electronic securities account (an
electronic securities account is understood as an account
in the sense of Act no. 131/1997 on the electronic
registration of securities).

If a payment becomes due on
a weekend/holiday, should
interest be added for the
number of days the payment
is delayed by?

No.

Market making

No.

Transfer

In the event of a change of ownership, the Bills will only
be transferred to named parties in accordance with the
provisions of Act no. 131/1997 on Electronic Registration
of Rights of Title to Securities. Otherwise there are no
restrictions on the transfer of the Bills.

Default

Defaults shall be subject to Act no. 93/1933 on Bills. If
there is a default on the payment of the Bills on their
maturity date and they are not paid within three days, the
holder shall be authorised to declare the debt due in a
written notification to the Issuer. When the Issuer has
received the notice of acceleration, the Bills shall be
considered to be due and payable and the Issuer obliged to
pay up in accordance with their terms.

Amendments of terms

The Issuer must notify Nasdaq CSD Iceland of any
changes that may be made to the terms of the Series of
Bills.

Benefits

No benefits are attached to the Bills.
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Tax

The issuance is electronically registered with Nasdaq
CSD Iceland. The custodian of the relevant Bills must
calculate and withhold withholding tax on capital gains.

Expenses

The issuer pays all costs relating to the issuance, including
fees to Nasdaq Iceland hf.

Disputes

Any dispute arising due to the Bills may be brought before
the District Court of Reykjavík, cf. the provisions of
Chapter XVII of Act no. 91/1991 on Civil Procedure.

Prioritisation

A claim against the Issuer for repayment of the principal
of the Bills is a general claim and does not enjoy priority
over other claims against Kvika at any given time.

4.3. Authorisation to issue the Bills
The bills were issued in accordance with the authorisation of the Bank's Asset and Liability
Committee on 19 March 2019.

4.4. Laws governing the issuance of the Bills
The Bills are issued in accordance with the Act on Bills and the Act on Electronic Registration
of Rights of Title to Securities and the Act on Securities Transaction.

4.5. Admission to Trading on the Regulated Market of Nasdaq Iceland
Following the Financial Supervisory Authority's scrutiny and approval of the Prospectus,
Nasdaq Iceland will conduct a final review of the Bank’s application and make its conclusions
public in the European Economic Area.
It is expected, although no guarantee can be given to that effect, that Nasdaq Iceland will admit
the Bank' s Bills to trading on its regulated market. If the Bills are admitted to trading, the first
day of trading in the Bills will be announced by Nasdaq Iceland with a minimum of one business
day's notice.
The Issuer is already under disclosure obligations on the market, pursuant to applicable laws
and regulations, cf. the Act on Securities Transactions, publicly issues announcements, and is
governed by the Nasdaq Iceland Rules. Current rules stipulate, among other things, that the
Issuer of the Bills, shall endeavour to publish, without delay, any previously unpublished
information regarding decisions or incidents, which the Issuer knows or might know may have
a significant impact on the price of the Bills.
The Series of Bills will be delisted after the due date, unless otherwise notified by the Issuer.
The Issuer is required to notify Nasdaq CSD Iceland of non-payment of the Series of Bills, and
shall in such case send Nasdaq CSD Iceland notification thereof when payment has been made.
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6. Potential Conflicts of Interests
It should be noted that the Issuer itself will manage the admission of its Bills to trading on the
Regulated Market of Nasdaq Iceland and has prepared the Prospectus. It could be argued that
conflicts of interest may arise in such situations, but, in accordance with the statements made
by Kvika in chapter 5.1 Company's Statement, the information in this Prospectus is, to the best
of Kvika and the Board of Directors' knowledge, factual and contains no omission likely to
affect its import.
Additionally, several employees, members of the Issuer's Executive Management and members
of the Board of Directors own shares in the Bank. Furthermore, most employees and members
of the Executive Management own stock options and/or warrants issued by the Bank. The
warrants are further described in chapter 9.2 Warrants in the Registration Document. A number
of these individuals have contributed to the preparation of this Prospectus and the admission of
Kvika's Bills to trading.
The Board of Directors is not aware of any other potential conflicts of interest between the
duties of the members of the Board of Directors or members of the Executive Management to
the Bank and their private interests or other duties.
The Bank's rules on measures against conflicts of interests, which are considered to include the
Banks' policy on conflicts of interests, are incorporated in the Prospectus by reference and may
be accessed on the Issuer's website, under the following link:
https://www.kvika.is/asset/2558/reglur-um-radstafanir-gegn-hagsmunaarekstrum.pdf

7. Issue description
Below is an issue description of the Bills, dated 21 March 2019.
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NOTICE TO INVESTORS
This Registration Document dated 10 May 2019 (hereafter also referred to as the “Registration
Document”), has been scrutinised and approved by the Financial Supervisory Authority, Iceland.
The Registration Document is a part of the Issuers' Prospectus, dated 10 May 2019 (hereafter
referred to as the “Prospectus”), which concerns, and is published in relation to the Issuer's
application to have its bills in the new series KVB 19 0919 (hereafter also referred to as the
“Bills” and the “Series of Bills”) admitted to trading on the Regulated Market of Nasdaq Iceland
hf. (hereafter referred to as the “Regulated Market of Nasdaq Iceland”). The Prospectus has been
prepared in accordance with Icelandic laws and regulations in effect on the date of the
Prospectus, including Act no. 108/2007, on Securities Transactions (hereafter referred to as the
“Act on Securities Transactions”) and directive 2003/71/EC of the European Parliament and of
the Council of 4 November 2003 (hereafter referred to as the “Prospectus Directive”), which has
been implemented into Icelandic law. In that respect, reference is made to regulation no.
837/2013 regarding public offering of securities equivalent to EUR 5 million or more in
Icelandic króna and admission to trading on a regulated market. Moreover, reference is made to
regulation no. 243/2006 on the entry into force of the Commission Regulation no. 809/2004 on
the implementation of the Prospectus Directive, concerning information in prospectuses, their
presentation, information incorporated by reference, publication of prospectuses as well as
distributions of advertisements, all as amended. The Prospectus is in accordance with provisions
of Annex XI and Annex XIII of supplement I to regulation No. 243/2006. The Registration
Document is in accordance with provisions of Annex XI, setting out minimum disclosure
requirements for registration document for banks. The Prospectus is further prepared with regard
to the Rules for issuers of financial instruments, issued by Nasdaq Iceland hf., effective as of 1
July 2018 (hereafter referred to as the “Nasdaq Iceland Rules”).
The Prospectus is published in English and consists of two documents, a Securities Note dated
10 May 2019 and this Registration Document dated 10 May 2019. The Prospectus is available
for viewing at the Company's registered office at Borgartún 25, 105 Reykjavík, Iceland. The
Prospectus will also be available on the Company's website: http://www.kvika.is/vixlar.
The information appearing in this Prospectus should not be construed as an offer, a
recommendation or solicitation to buy, hold or sell bills issued by the Company or to take any
other investment decisions. The Prospectus contains information for investors to evaluate the
Company's assets and liabilities, financial situation, performance and outlook. Investors are
encouraged to familiarise themselves with all information contained in the Prospectus, especially
the chapter named 1 Risk Factors, both in the Securities Note and in this Registration Document.
Following the publication of the Prospectus, investors are advised to acquaint themselves with
all public information issued by Kvika or concerning Kvika and/or bills, bonds or shares issued
by Kvika.
Only the Company is entitled to procure information about conditions described in this
Registration Document. Information procured by any other person is of no relevance in relation
to this Registration Document and cannot be relied on.
This Registration Document, as well as other documents which are a part of the Prospectus, may
not be sent or otherwise distributed, whether electronically or by other means, to countries in
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which distribution would require additional registration measures or other measures to be taken
other than as applicable under Icelandic laws and regulations, or would be in conflict with laws
and regulations in the relevant country. In some jurisdictions laws and regulations may restrict
distribution of the Prospectus. Therefore, the Company requests all recipients of the Prospectus
to familiarise themselves with and act in accordance with such laws and regulations or other
restrictions. Kvika assumes no liability for distribution of the Prospectus by any third parties in
any jurisdiction. This Registration Document, as well as any other documents in the Prospectus,
should not be distributed or sent to the USA, Australia, Canada or Japan.
This Registration Document, or other documents which are a part of the Prospectus, should by
no means be viewed or construed as a promise by the Company of future success in operations
or as a return on investments. Investors must, first and foremost, trust their own judgment when
it comes to investing in bills issued by the Company, and are advised to seek advice from external
experts before making investment decisions. Investors are furthermore advised to consider their
legal status, including taxation issues that may concern the purchase or sale of the Company's
bills, and seek external and independent advice in that respect.
Information in this Prospectus is based on circumstances and facts on the date the Prospectus is
signed. If significant new information, material mistakes or inaccuracy relating to information
in the Prospectus, which could affect the assessment of the Company's bills, is discovered
between the time the Prospectus is approved, cf. article 52 of the Act on Securities Transactions,
and the time when the Company's bills are admitted to trading, a supplement to the Prospectus
shall be prepared describing the details in question in accordance with article 46 of the Act on
Securities Transactions. The supplement shall be approved within seven working days and
published in the same manner as the original Prospectus.
As the Company's shares were admitted to trading on the Regulated Market of Nasdaq Iceland
in March 2019, the Company is already under disclosure obligation on the market pursuant to
applicable laws and regulations, cf. the Act on Securities Transactions, publicly issues
announcements, and is governed by the Nasdaq Iceland Rules. Additionally, the Bank has issued
bonds that are currently admitted to trading on the Regulated Market of Nasdaq Iceland hf. and
is therefore further already governed by the Nasdaq Iceland Rules' provisions regarding Bills
and bonds.

1
1.1

Risk Factors
General

The Bank's Board of Directors has overall responsibility for the establishment and oversight of
the Issuer's risk management framework and risk appetite setting. Risk management policies are
reviewed regularly to reflect changes in market conditions and the Group's activities. The CEO
is responsible for the effective implementation of the risk management framework through the
corporate governance structure and committees. The Bank operates three committees,
established by the CEO, that are involved in risk management, namely, the Asset and Liability
Committee (hereafter also referred to as “ALCO”), Credit Committee and Operations
Committee, which are responsible for developing and monitoring risk management policies in
their specified areas. For further information on these committees a reference is made to chapter
8.8.1 Asset and Liability Committee, 8.8.2 Credit Committee and 8.8.3 Operations Committee.
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The implementation and execution of the Bank's internal control rests with the Bank's managing
directors along with its internal control units, i.e. Risk Management, Compliance and Internal
Auditor. For further information on internal control and risk management reference is made to
chapter 8 Corporate Governance and related information.
The following overview of risk factors is based on what the Issuer, at its own discretion,
considers to be of importance in relation to its present and future operations. While the Issuer
considers the following to be a fair and comprehensive disclosure of relevant risk factors, this
overview is not a substitute for the rest of the Prospectus and should not be perceived as such. A
full and accurate assessment of the Group's operations should only be based on the entire
Prospectus.
Additional risks and uncertainties not presently known to the Bank, the Board of Directors or
the CEO or, that they currently deem immaterial, may also impair the Bank's business operations.
The business, financial condition or result of operations of the Bank could be materially and
adversely affected by any of these risks.

1.2

Issuer's Operational Risk
1.2.1

Operational Risk

Operational risk is the risk of financial losses resulting from the failure or inadequacy of internal
processes or systems, due to employee error, fraud or external events.
Operational risk is multifarious and often categorised into more specific risk types, such as, for
example, legal risk, business risk, product risk, systems risk, human error and fraud. Following
is a description of the operational risk factors that are considered relevant for the Issuer.
Operational risk factors are inherent in all areas of business activities and public awareness of
these factors can add to the Issuers' reputational risk.
Operational risk can be reduced through staff training, process re-design and enhancement of the
overall control environment. The Issuer's Risk Management Department (hereafter referred to
as “Risk Management”) monitors operational risk by tracking loss events, quality deficiencies,
potential risk indicators and other early-warning signals. Risk Management plays an active role
in internal controls and quality management.
Operational risk is relevant to all the Issuers' activities. The Management Team is responsible
for enforcing the Issuer's risk management policy in relation to operational risk while Risk
Management is responsible for evaluating, measuring and communicating operational risk to the
relevant parties. This includes supporting the Compliance Unit in ensuring that all adequate rules
and procedures are in place, regularly reviewed and followed. The Issuer, through training and
management standards and procedures, continuously aims to develop a disciplined and
constructive control environment in which all employees understand their roles and obligations
in minimising those risks.
The Issuer emphasises that each department should perform its own risk assessment, supervised
by Risk Management, to assess the internal operational risk in its activities. This includes
identifying need for improvements and implementing an action plan for important projects in
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that regard, in order to develop operations and strengthen infrastructure; thereby reducing
operational risk. The Bank's Operations Committee regularly initiates improvement projects,
with the goal of minimising the Issuer's operational risk.
A work procedure on registration and solutions of deviations has been approved by the
Operations Committee for the purpose of defining deviations in the Bank's operations, ensure
their registration and solution. Employees who discover deviation in the Bank’s operations as
defined in the work process, shall announce it to the Risk Management, security officer and, as
applicable to the Compliance Unit. The department receiving such announcement, is responsible
for the collection of necessary information on the deviation in question, register it in the Bank's
deviation system on Kvika's internal internet and announce it to the secretary of the Operations
Committee. The Chairman of the Committee or the committee's secretary shall inform the
director of the department where the deviation occurred, propose a solution and follow up on it
in co-operation with Risk Management, Information Technology department (hereafter referred
to as “IT department”) and/or the Compliance Unit as applicable. The Operations Committee
and the Internal Auditor monitor the implementation of the work process. The Bank aims to
regularly review key procedures regarding operational risk.
The Issuer's contingency plan details how the Bank can maintain its main activities and minimise
damage caused by a serious disturbance to operations, such as due to a critical incident, systemic
problems, facility issues and human resource shortages. The Issuer's IT department regularly
tests security and access control systems, data validity, new systems and system backups.

1.2.2

Information Technology Risk

The rapid development of technology has led to a greater attention and importance of
acknowledging information technology (hereafter referred to as “IT”) risk, as most of the Bank's
operations rely entirely on information, information processing and automated information
systems. Therefore, any incidents that compromises IT can have a serious impact on the Bank's
business processes. These incidents can be various and either random, malicious or accidental,
such as, for example, destruction of data or data theft (e.g. from cyber-attacks), errors and
omissions, system disruptions etc.
The Bank's IT department is continuously working thoroughly on minimising IT risk through
various ways as well as increasing general operational security. For example, by increasing the
employees' security awareness through more extensive and organised security education since
the majority of cyber-attacks stem from human activity. Moreover, all important data is backed
up and stored at an offsite data centre where backups are kept encrypted but available on disk
arrays for the fastest possible recovery, e.g. in case of a critical data loss or system failure. To
ensure data integrity, restorations of the backups are tested on a weekly basis. The IT department
has also implemented real-time monitoring that monitors all network connection and services,
has an operation desk that is manned 24/7 and prioritises alerts and takes actions when necessary.
Furthermore, the Bank's data centre is ISO 27001 certified which confirms that strict safety rules
are being followed in all processing and management of information systems and data as ISO
27001 is a security management standard that specifies security management best practices and
comprehensive security controls following the ISO 27002 best practice guidance. Management
and incidents are also logged and handled according to ISO 27001, to minimise errors and
operational incidents.
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1.2.3

Risk relating to unauthorised disclosure of Information and Data

Due to the nature of banking, the safe handling and processing of customer's personal data and
other confidential information, is an important part of the Bank's daily operations. The same
applies to the Bank's subsidiaries, including Júpíter rekstrarfélag hf. (hereafter referred to as
“Júpíter”) and Rekstrarfélag Virðingar hf. (hereafter referred to as “Rekstrarfélag Virðingar”).
The Bank and the subsidiaries are legally responsible for safeguarding personal data and
confidential information and must comply with strict data protection and privacy laws, including
rules on bank secrecy, when handling and processing such data.
Pursuant to Act no. 161/2002 on Financial Undertakings (hereafter referred to as “Act on
Financial Undertakings”), the Bank's Board of Directors, managing directors, auditors,
employees and any persons undertaking tasks on behalf of the Bank are bound by an obligation
of confidentiality concerning any information of which they may become aware in the course of
their duties regarding business or private concerns of the Bank's customers, unless obliged by
law to provide such information. This obligation is commonly referred to as bank secrecy.
To protect confidential information, and to ensure compliance with rules on bank secrecy, the
Bank has implemented appropriate security measures, such as internal rules on information
concerning the Bank's customers, which apply to the work of all of the Bank's employees, board
members, auditors, contractors and any other parties who undertake work on behalf of the Bank.
Further, all data access is controlled through dedicated access control systems to ensure data
security and an overview of who is permitted to access which data. Access reviews are performed
annually to maintain the quality of access control. Moreover, contracts with third-party service
providers, working for the Bank, generally include confidentiality obligations, restricting them
from using or disclosing any confidential information they receive from the Bank.
However, security measures, such as confidentiality agreements, may not fully prevent the
unauthorised use or disclosure of confidential information or allow the Bank to seek
reimbursement from a third-party in case of a breach of confidentiality obligation towards the
Bank.
Violating rules on Bank secrecy, by loss of control of confidential information, due to e.g. cyber
security breaches or human error, can result in significant reputational damage, additional costs
or other charges, fines, legal proceedings or regulatory actions against the Bank by governmental
authorities, customers or other third parties.
Act no. 90/2018, on Data Protection and the Processing of Personal Data (hereafter referred to
as “Act on Data Protection”), implementing the European General Data Protection Regulation
(hereafter referred to as “GDPR”), came into force in July 2018. The Data Protection Act
included significant changes to the previous data protection legislation. To protect personal data,
the Bank has implemented appropriate security measures in accordance with the requirements
of the new legal regime, including a data protection policy. The Bank's data protection policy
specifies the personal data that the Bank processes, for what purpose, how long the data will be
stored, third parties that may obtain access to the personal data and how the security of personal
data is guaranteed. The Board of Directors has appointed a data protection officer in accordance
with the Data Protection Act, who shall be appointed based on professional competence. The
task of the data protection officer is primarily to supervise compliance and assist the Bank in
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complying with the provisions of the Data Protection Act. Penalties for non-compliance with the
Data Protection Act can be monetary fines, damages and, in severe cases, criminal liability.

1.2.4

Legal Risk

In assessing legal risk, the Issuer takes into consideration risk due to disputes of contracts that
the Issuer is party to, risk due to ongoing and potential court disputes as well as risk due to
administrative and/or private claims. Furthermore, the Issuer continuously assesses the risk of
possible fines or other punitive decisions by regulatory bodies. The Issuer also monitors
compliance with applicable laws and regulations, as well as monitoring court rulings that may
have a precedent for the Issuer's activities as well as legislative changes.
The Bank is a party to one legal proceeding, where there is a substantial financial risk in place.
The Bank assumed Virðing's involvement as a party to the legal proceeding and any liabilities
that might arise because of them when the two companies merged. A part of the purchase price
of Virðing was deposited into an escrow account to be used to offset possible damages resulting
from the lawsuit. These funds will be paid to the former owners of Virðing pending the outcome
of the lawsuit. Should the Bank, as a result of this lawsuit, have to pay damages, then the first
ISK 100 million will be paid using the funds in the escrow account, but any damages in excess
of that amount will be at the expense of the Bank. Virðing (now the Bank) was sued for damages
with a subpoena which was brought to the courts on 1 November 2016. The main claim in the
suit is a payment of ISK 301 million plus interest while the reserve claim is that the courts
recognise that the Bank is liable to pay damages. The matter involves an alleged insufficient
advice by Auður Capital hf. (which later merged with Virðing) in relation to the plaintiff's
investment as a co-investor in a fund which is managed by Virðing (now the Bank). The District
Court of Reykjavik ruled in the case on 24 January 2018 and acquitted the Bank of the plaintiff's
claims. The matter was appealed to the National Court by the plaintiff. The National Court
acquitted the Bank of the plaintiff's claims on 30 November 2018. The plaintiff requested a
permission from the Supreme Court of Iceland to appeal the case and the Supreme Court granted
its permission on the 29 January 2019. The hearing of the case before the Supreme Court is
scheduled on 24th May 2019.

1.2.5

Contract Risk

The Issuer has assessed the risks of current and imminent disputes due to contracts which the
Issuer is a party to. Furthermore, the possibility of disputes rising in the future due to these
contracts has been assessed. It is the Issuer's assessment that no dispute of a significance, that
would give rise to a special capital allocation exists.
In order to minimise the risk of disputes due to contracts to which the Issuer is a party to, the
Issuer has reviewed and structured all internal rules and procedures. Furthermore, the Issuer
continuously reviews the relevant regulatory framework and procedures regarding the Issuer's
lending process. The Credit Committee's operational rules are reviewed annually in accordance
with other internal rules. Additionally, the Credit Committee's scope has been expanded in
concurrence with other continuous efforts to improve procedures and administration around the
Issuer's lending activities.
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For information on material contracts of the Issuer, reference is made to chapter 7.2.2 GAMMA
Capital Management and chapter 9.2 Warrants.

1.2.6

Compliance Risk

The Bank's Compliance Unit is responsible for the supervision of securities transactions. This
supervision involves, among other things, a regular check on whether customers have been
correctly categorised, both at the beginning of a new business relationship as well as when
customers request to be re-categorised once a business relationship has been established. The
Bank also monitors whether individual transactions are in accordance with the customer's
suitability at the time, the Bank's categorisation of the customer and the specific transaction
instructions. Additionally, the Compliance Unit supervises changes in the Bank's securities
portfolio, specifically whether acquisition/disposal of voting rights in listed companies must be
reported in accordance with Icelandic law.
The Compliance Unit is responsible for the Bank's anti-money laundering and terrorist financing
measures. This involves structuring a regulatory framework and procedures within the Bank to
minimise the risk of the Bank being used for these activities. The Compliance Unit's supervision
is twofold. On one hand, conducting due diligence on new customers and, when appropriate,
existing customers in accordance with the Bank's risk assessment and, on the other hand,
monitoring the Bank's customers, their transfers, withdrawals etc. with the aim of detecting any
such activities. If a suspicion of money laundering and/or terrorist financing arises, the
Compliance Unit informs the relevant authorities.
The Compliance Unit also oversees and supervises the Bank's fulfilment of its obligations under
chapter XIII of the Icelandic Act on Securities Transactions, No. 108/2007 (hereafter referred to
as “Act on Securities Transactions”), regarding the handling of insider information and insider
trading. This includes supervision of the Bank's obligations under article 122 of the act,
pertaining to disclosure, suspension of disclosure and legitimate disclosure of insider
information. Additionally, the Compliance Unit oversees and supervises the Issuer's fulfilment
of its obligations under other articles of the same chapter such as the disclosure of Executive
Management trading and the preparation of insider lists as well as supervision of the handling of
any insider information and insider trading pursuant to article 130 of the act.
Further, the Compliance Unit makes sure that the Bank has in place rules and procedures to
identify and prevent conflicts of interests, has an overview of possible predefined conflicts of
interests and ensures that measures are taken if conflicts of interests that have not been
predefined arise or are likely to arise.

1.2.7

Risk relating to Essential Employees

The Issuer's operations are based on the knowledge, experience and future vision of the Issuer's
essential employees. There is no guarantee that these individuals will continue to work for the
Issuer. The loss of any such essential employee could negatively affect the Issuer.
To minimise risk relating to attrition or absenteeism of essential employees, a substitute for each
member of the Executive Management has been designated by each relevant member of the
Executive Management. The Head of Risk Management and Head of Treasury have also
designated their substitutes. The Board of Directors has been informed of the names and titles
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of the substitutes. Further, the Issuer's remuneration policy may, to some extent, limit the risk of
loss of essential employees, but its main goal is to make the Company a desirable place of work
for qualified and ambitious individuals and be able to build long-term relationship with
employees.

1.2.8

Risk relating to Accounting Principles

The Consolidated Financial Statements of the Issuer have been prepared in accordance with
International Financial Reporting Standards (hereafter referred to as “IFRS”), as adopted by the
European Union and additional requirements in the Icelandic Financial Statement Act. Any
changes to the aforementioned accounting principles could have an effect on the statement of
comprehensive income or the statement of financial position in the Issuer's Consolidated
Financial Statements.
Material changes to accounting policies due to the recent adoption of IFRS 9 include the
following:
The Group has adopted IFRS 9 as issued by the IASB in July 2014 with a date of transition of 1
January 2018, which resulted in updated accounting policies and adjustments to the amounts
previously recognized in the financial statements.
The adoption of IFRS 9 has resulted in changes in the Groups accounting policies for recognition,
classification and measurement of financial assets and financial liabilities and impairment of
financial assets.
Under the previous standard IAS 39 the Group measured financial instruments on an incurred
loss basis. The Group now assesses, on a forward-looking basis, the expected credit losses
(hereafter referred to as “ECL”) associated with its debt instruments carried at amortised cost
and with exposures arising from loan commitments and financial guarantee contracts.

1.2.9

Risk relating to Tax Legislation

Frequent changes in tax legislation pose a general risk to entities operating in Iceland and any
changes in tax legislation can affect the financial results of the Group. In addition to the general
risk, there is an additional tax risk regarding financial institutions as there are taxes levied
specifically on financial undertakings in Iceland in accordance with Act no. 90/2003, on Income
Tax and Act no. 155/2010 on Special Tax on Financial Institutions.

1.2.10 Risk relating to VAT
Pursuant to the Value Added Tax Act no. 50/1988, with subsequent amendments (hereafter
referred to as the “Value Added Tax Act”), the services of banks, saving banks and other credit
institutions, as well as stock-brokerage, are exempt from value added tax (hereafter referred to
as “VAT”). However, the VAT environment of financial undertakings has in general been
subject to some uncertainty regarding the handling of VAT on the sale of goods and services as
it is the interpretation of Icelandic tax authorities that the exemption only applies to services
banks or credit institutions provide according to the Act on Financial Undertakings. Services that
could be deemed by the tax authorities not to fall within the services provided under the Act on
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Financial Undertakings but are provided by banks and credit institutions can, to some extent, be
subject to interpretation.
Although the Bank believes its collection and handling of VAT for services provided by the
Bank is in accordance with the Value Added Tax Act, there is no guarantee that the Icelandic
tax authorities will not conclude otherwise. Were that to happen, the Bank could be retroactively
liable for six years' unpaid tax, plus penalties and interest.
There is an additional risk regarding competitive affects were any of the banks or credit
institutions to start claiming value added tax on any services provided, resulting in a competitive
advantage or disadvantage with different treatment of VAT and possible material adverse effects
for those claiming such VAT.

1.2.11 Business and Strategy Risk
Business risk is defined as the risk of financial loss due to changes in the Issuer's economic
environment or due to certain events that may reduce the expected earnings of the Issuer.
Strategy risk is defined as the risk of the Issuer's expected earnings and capital ratio deteriorating
due to changes in the Issuer's business environment or due to unfavourable business decisions,
late and unwise decision making or lack of response time due to changes in the environment.

1.2.12 Political and Regulatory Risk
The Issuer has established procedures for the handling of regulatory and political risk, both
regarding roles and responsibilities within the Issuer as well as procedures for estimating
additional capital requirements due to such risks. In assessing the political and regulatory risk,
the Issuer emphasises two factors. The Issuer assesses the risk of laws and regulations being
amended in a way that could have a significant impact on the Issuer's operating profit,
competitive position, etc. Furthermore, the Issuer assesses the political risk as it relates to
government economic, fiscal and monetary policy and policies regarding individual political
decisions that may affect individual industries, communities or businesses. The risk of terrorism,
riots, civil wars, etc. can furthermore be mentioned as examples of political risk.
Based on the Issuer's assessment, the Bank currently does not hold a specific capital requirement
due to political risk in excess of what is already in place due to overall business and policy risk.
The main current uncertainty is the processing of the strategy presented in a white paper on the
financial system and whether the two domestic banks, currently owned by the Icelandic
government, will be sold, either being in part or full.1
Kvika emphasises on maintaining a comprehensive assessment of the status of these risk factors,
their likely development and ways of improvements. Analysis to identify and manage political
and regulatory risks is continuously ongoing.

1

The White Paper on a Future Vision for the Financial System was published on 10 December 2018
https://www.government.is/library/01-Ministries/Main%20Emphases%20and%20Conclusions%20(002).pdf
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1.2.13 Reputational Risk
Reputational risk is the risk of financial loss attributable to a company's negative impression
towards stakeholders, such as customers, shareholders, employees, investors and the
government. Consequences of a negative impression can be lack of trustworthiness in the market,
leading to a loss of customers and opportunities and, consequently, income.
The Issuer has a well-established image and positive reputation that has contributed to attracting
new customers, as well as strengthening its business relations with core customers. If the Issuer's
reputation suffered significant damage, there is a risk that a substantial number of customers will
terminate their business relationship and other counterparties will be reluctant to engage in
further transactions with the Issuer. This could negatively impact and limit the Issuer's potential
of obtaining funding, creating new business relationships and maintaining existing ones.
The Bank has a policy on reputational risk which aim is to minimise the risk of reputational
damage in the Bank's operations.
The Issuer emphasises that customers are kept well informed and regularly provides information
about new services provided, changes to existing services and other information that customers
may benefit from. The Issuer has implemented communication procedures, detailing how
communications and information flows to customers, employees, the public, regulatory bodies
and shareholders are to be conducted and who is authorised to publicly discuss matters relating
to the Issuer and its operations.
The Bank regularly assesses these risk factors in accordance with the aforementioned procedures
and identifies the one that are considered the most important.

1.2.14 Insurance Risk
The Bank has insurance policies in place which are considered appropriate and relevant with
respect to the Bank's operations.
More specifically, the Bank has a Combined Comprehensive Crime and Professional Indemnity
Insurance Policy as well as Directors' and Officers' Liability Insurance Policy.
Despite these insurance policies which the Bank has in place, there is no guarantee that all claims
that might be lodged against the Bank at any time would be covered.

1.3

Issuer's Financial Risks

The Executive Management and ALCO are responsible for enforcing the Issuer's risk
management policy in relation to financial risk while Risk Management is responsible for
evaluating, measuring and communicating the risk to the relevant parties.

1.3.1

Credit Risk

One of the Issuer's primary sources of risk is counterparty credit risk which can significantly
affect the financial stability of the Bank. Credit risk is defined as the risk that the Issuer will
incur losses due to a counterparty defaulting on debt, or debt equivalent instruments, issued to
the Bank. Credit risk includes loans to customers, guarantees, loan commitments and derivative
transactions. Additional assets such as deposits in bank accounts and accounts receivable qualify,
14

among others, as credit risk. However, the largest part of the Bank's credit risk involves lending
to individuals and legal entities.
The Issuer maintains a loan portfolio with emphasis on the general quality of lending rather than
quantity. Emphasis is placed on a robust and efficient lending process that contributes to the
quality of the loan portfolio regarding customer risk categorisation and pledged collateral quality
classification. Emphasis is placed on providing first-class specialised banking services utilising
a flexible infrastructure.
The maximum exposure to credit risk of on-balance sheet and off-balance sheet financial
instruments subject to the impairment requirements of IFRS 9, before taking into account any
collateral held or other credit enhancements, is specified as follows:
31.12.2018
Cash and balances with Central Bank...
Fixed income securities ........................
Securities used for hedging ..................
Loans to customers ..............................
Derivatives ...........................................
Other assets ..........................................
Total
Loan commitments ...............................
Financial guarantee contracts ...............
Total

Public
entities

Financial
institutions

Corporate
customers

14,436,181
2,829,688
7,850,853

23,517
25,140,239

6,903,004
1,968,174
3,157,437
54,260
624,399
56,377
12,763,651

329,473
1,104,877
24,044,069
541,364
1,766,389
27,786,172

25,140,239

255,329
100,000
13,118,980

2,818,631
823,074
31,427,877

Individuals

31.12.2018

5,345,243
47,503
94,786
5,487,532

21,339,185
5,127,335
12,113,167
29,443,573
1,213,266
1,941,070
71,177,595

388,975
5,876,508

3,462,935
923,074
75,563,603

All amounts in ISK ‘000

Table 1: Credit Risk

The breakdown of the loan portfolio to customers by industries can be seen in the following
table:
31.12.2018
Public entities......................................................................
Financial institutions ..........................................................
Corporate
Services ........................................................................
Holding companies ......................................................
Real estate, construction and industry .........................
Retail ............................................................................
Other ............................................................................
Individual
Total

Claim
value

Expected
credit loss

Carrying
amount

%

0
3,988

0
(8)

0
3,979

0.0%
0.0%

(112,157) 11,281,320
(18,015) 6,689,657
(33,759) 2,800,929
(12,819) 1,021,424
(22,098) 2,260,972
(22,120) 5,385,291
(220,977) 29,443,573

38.3%
22.7%
9.5%
3.5%
7.7%
18.3%
100.0%

11,393,477
6,707,672
2,834,688
1,034,244
2,283,070
5,407,411
29,664,550

All amounts in ISK ‘000

Table 2: Credit risk

Credit quality of financial assets by credit score and IFRS 9 stages is specified as follows:
31.12.2018
Loans to customers:
Credit score 1-4 ................................................
Credit score 5-6.................................................
Credit score 7-8 ................................................
Credit score 9-10 ..............................................
In default ..........................................................
Non-rated ..........................................................
Gross carrying amount
Expected credit loss ..........................................
Book value

Stage 1
16,152,412
5,493,100
596,103
51,116
2,999,188
25,291,919
(160,684)
25,131,235

Stage 2 Stage 3
10,693
11,158
31,662
287,862
31,814
281,862
156,446 309,702
1,090,911
1,859,436 352,673
(27,930) (32,363)
1,831,506 320,310

FVTPL
Total
648,966 16,823,228
858,937 6,383,699
373,741 1,289,520
332,978
466,147
278,879 4,368,979
2,160,522 29,664,550
(220,977)
2,160,522 29,443,573
All amounts in ISK ‘000

Table 3: Credit Risk
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The extent of past due loans is as follows:
Claim
value
Not past due ......................................................................................... 28,900,493
Past due 1-30 days ..............................................................................
570,167
Past due 31-60 days .............................................................………..
158,379
Past due 61-90 days ...........................................................................
Past due 91-180 days .........................................................................
11,158
Past due 181-360 days .......................................................................
Past due more than 360 days .............................................................
24,353
Total
29,664,550
31.12.2018

Expected
credit loss
(197,946)
(4,857)
(3,921)
(2)
(14,251)
(220,977)

Carrying
amount
28,702,547
565,309
154,458
0
11,156
0
10,102
29,443,573

All amounts in ISK ‘000

Table 4: Credit Risk

The loan portfolio is unique with respect to composition and duration. As at 31 December 2018,
the duration of the loan portfolio was relatively short or approximately one year. Further analysis
of the cash flow of loans is shown below in table 8: Liquidity Risk in this document.
The Group applies the same valuation methods to collateral held as other comparable assets held
by the Group. For other types of assets, the Group uses third party valuation where possible.
Haircuts are applied to account for liquidity and other factors which may affect the collateral
value of the asset or other credit enhancement.
A breakdown of adjusted collateral held by the Bank at 31.12.2018 can be seen in table 5 below.
Amounts have been adjusted to exclude collateral in excess of claim value, i.e. over
collateralisation. Other collateral includes financial claims, inventories, receivables and letters
of credit and guarantees.
Loans to customers
Public entities...........
Financial institutions
Corporate customers
Individuals…………
Other……………….
Total

Deposits

Fixed
income
securities

Variable
income Real estate
securities

Other
fixed
assets

604
1,441,389
10,568

49,588
194,594
40,665

46,164
8,209,045
1,220,231

310,655
9,974,043
434,033

173,193

976,223

1,452,561

284,848

9,475,440

10,718,732

173,193

976,223

Other

31.12.2018
0
407,011
20,968,489
1,705,498
0
23,080,997

All amounts in ISK ‘000

Table 5: Credit Risk

The loan-to-value ratio (hereafter referred to as “LTV”) is the ratio of the gross amount of the
loan to the value of the collateral, if any. The general creditworthiness of a customer is viewed
as the most reliable indicator of the credit quality of a loan. Valuation of collateral held against
loans is updated as deemed necessary based on price volatility and liquidity. The breakdown of
loans to customers by LTV is specified as follows:
31.12.2018
Less than 50%..............................................................................................
51-70%........................................................................................................
71-90% .................................................................................................. ......
91-100% ......................................................................................................
More than 100% ..........................................................................................
No collateral
Purchased short-term retail claims…………………………….…………..
Other loans with no collateral .....................................................................
Total

Amount
10,041,505
6,286,414
4,542,377
525,403
3,216,506

%
34.1%
21.4%
15.4%
1.8%
10.9%

3,511,938
1,319,429
29,443,573

11.9%
4.5%
100.0%

All amounts in ISK ‘000

Table 6: Credit Risk

In accordance with the Financial Supervisory Authority's regulation no. 233/2017 on prudential
requirements for financial undertakings, total exposure towards a customer can be classified as
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a large exposure if it exceeds 10% of the Bank's capital base. According to the regulation a single
exposure, net of risk adjusted mitigation, cannot exceed 25% of the capital base. Single large
exposures net of risk adjusted mitigation take into account the effects of collateral held by the
Bank, and other credit enhancements, in accordance with the Financial Supervisory Authority's
regulation, no. 625/2013.
The extent of large exposures of the Issuer at 31.12.2018 are as follows:
Large exposures before risk adjusted mitigation
10-20% of capital base .........................................................................................
20-25% of capital base .........................................................................................
Exceeding 25% of capital base .............................................................................
Total

Number
5
1
1
7

Amount
6,740,154
2,359,382
3,472,741
12,572,277

Thereof nostro accounts with foreign banks with S&P rating of A- or higher.…
Thereof foreign government exposure…………………………………………..

1
1

2,359,382
3,472,741

Large exposures net of risk adjusted mitigation....................................................

1

2,359,382
Amounts in ISK ‘000

Table 7: Credit Risk

The extent of single large exposures net of risk adjusted mitigation is in accordance with the
Financial Supervisory Authority's regulation no. 625/2013.
The Issuer's lending rules as defined by the Bank's Board of Directors and the related lending
policy is intended to organise and ensure an overview of the lending operations of the Bank. The
policy is a guideline for the Credit Committee, and the committee may deviate from the
provisions of the policy as deemed appropriate. Any deviations from the lending policy shall be
approved by the Credit Committee, and the reasons for the deviation shall be recorded in the
relevant meeting minutes of the Credit Committee. Employees with lending authorisation are
authorised to approve lending within their respective authorisation and within the limits of the
lending policy. If a loan request falls outside of the lending policy, the loan request must be
submitted to the Credit Committee regardless of the loan amount. The vast majority of loan
requests are subject to Credit Committee approval. The lending policy does set certain criteria
with respect to the purpose, loan to value ratios and quality of the collateral, form of contracts,
maturity and payment schedules for different loan types.

1.3.2

Liquidity Risk

Liquidity risk is the risk that the Issuer will encounter difficulty in meeting contractual payment
obligations associated with its financial liabilities that are settled by delivering cash or other
financial assets. This risk mainly arises from mismatches in the timing of maturing cash flows
from assets and liabilities.
Liquidity management is carried out by Treasury and monitored by Risk Management. The
liquidity position is reported to the Asset and Liability Committee.
The Issuer continuously maintains liquidity and funding ratios in accordance with the Central
Bank of Iceland's rules of credit institutions' liquidity ratios no. 266/2017. The rules include
requirements for the coverage ratio between cash flows of assets and liabilities (hereafter referred
to as “LCR”) as well as the required stable funding in foreign currencies (hereafter referred to as
“NSFR”).
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The minimum 30-day LCR was 100% in 2017 as well as in 2018 (100% for non-ISK assets).
The minimum NSFR in foreign currencies was 100% in 2017 as well as in 2018. The Group was
in compliance with internal and external liquidity requirements throughout the years 2018 and
2017. At end of December 2018 the LCR was 277% and at year end 2017 it was 215%.
Maturity analysis of financial assets and financial liabilities is based on contractual cash flows
or, in the case of held for trading securities, expected cash flows. If an amount receivable or
payable is not fixed, e.g. for inflation indexed assets and liabilities, the maturity analysis uses
estimates based on current conditions.
31.12.2018
Financial assets by type
Non-derivative assets
Cash and balances with
Central Bank .............……….
Fixed income securities .........
Shares and other variable
income securities …………...
Securities used for hedging ....
Loans to customers ................
Other assets ............................

Derivative assets
Inflow ....................................
Outflow ..................................

Financial liabilities by type
Non-derivative liabilities
Deposits from customers .......
Borrowings ............................
Issued bills .............................
Issued bonds ..........................
Subordinated liabilities ..........
Short positions held for
trading ..........................……..
Other liabilities ......................

Derivative liabilities
Inflow ....................................
Outflow ..................................

Unrecognised financial items
Loan commitments
Inflow ....................................
Outflow ..................................
Financial guarantee contracts
Inflow ....................................
Outflow ..................................

Summary
Non-derivative assets .............
Derivative assets ....................
Non-derivative liabilities .......
Derivative liabilities ..............
Net assets (liabilities) excl.
unrecognised items………
Net unrecognised items…..…
Net assets (liabilities)………
Table 8: Liquidity Risk

Up to 1
month

3-12
months

Over 5
years

Carrying
amount

21,339,185

21,339,185

5,124,328

5,127,335

3-12 months

54,595

133,230
1,937,344

2,926,675

2,926,675

508,769

21,526,794
31,827,251
1,941,070
84,685,303

21,526,794
29,443,573
1,941,070
82,304,631

1,213,266

21,339,185
4,936,503

Gross inflow/
(outflow)

1-3 months

989,332
21,526,794
3,665,736
592,443
53,049,993

6,002,954
592,986
6,650,536

14,048,774
353,118
16,472,465

7,601,019
402,522
8,003,541

9,646,806
(8,681,151)
965,654

86,784
(85,812)
972

47,909
(1,533)
46,376

155,880
(5,571)
150,309

0

9,937,378
(8,774,068)
1,163,311

Up to 1
month

1-3 months

3-12 months

3-12
months

Over 5
years

Gross inflow/
(outflow)

Carrying
amount

(11,450,562)
(8,447,186)
(1,800,000)
(24,923)

(2,066,844)
(5,668,787)
(1,840,000)
(499,311)
(120,119)

(1,912,032)

(83,029)

(3,137,596)
(360,527)

(2,431,190)

(48,416,575)
(15,543,017)
(3,640,000)
(3,678,055)
(2,911,837)

47,893,959
15,634,648
3,577,718
3,160,215
1,947,511

(805,334)

805,334

(54,809)
(5,464,964)

(2,514,219)

(1,610,323)
(76,605,142)

1,610,323
74,629,708

0

13,123,511
(13,675,178)
(551,667)

593,934

(32,904,108)
(1,427,044)
(16,226)

508,769

(805,334)
(322,295)
(35,475,008)

(762,318)
(22,484,990)

(470,901)
(10,665,961)

12,213,045
(12,728,897)
(515,852)

510,776
(525,531)
(14,755)

399,690
(420,750)
(21,060)

0

505,137
(3,462,935)

1,014,347

1,417,147

601,431

3,538,062
(3,462,935)

923,074
(923,074)
(2,957,798)

1,014,347

1,417,147

601,431

0

53,049,993
965,654
(35,475,008)
(515,852)

6,650,536
972
(22,484,990)
(14,755)

16,472,465
46,376
(10,665,961)
(21,060)

8,003,541
150,309
(5,464,964)

508,769
(2,514,219)

18,024,787

(15,848,237)

5,831,820

2,688,886

(2,005,450)

8,691,805

(2,957,798)
15,066,989

1,014,347
(14,833,890)

1,417,147
7,248,967

601,431
3,290,317

(2,005,450)

75,127
8,766,933
All amounts in ISK ‘000
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923,074
(923,074)
75,127

84,685,303
1,163,311
(76,605,142)
(551,667)

Kvika has established guidelines regarding the matching of maturities of assets and liabilities.
Furthermore, to ensure the ability to meet liquidity needs, the Issuer maintains a stock of highly
liquid unencumbered assets, e.g. cash, treasury bills and bonds.
To manage liquidity risk, the Issuer has established a risk management strategy pertaining to
liquidity management. The Issuer's liquidity risk management is consistent with both external
regulatory requirements and internal criteria set by the Issuer's risk policy. As per the risk policy,
the implementation of liquidity management shall be in compliance with the rules and
recommendations of regulators, including the Guidelines of the Financial Supervisory Authority
no. 2/2010, for sound liquidity risk management and supervision. The Asset and Liability
Committee may set further criteria within the framework of the Risk Policy Guide and Rules on
risk management and should ensure that Treasury has the agency and capacity for the day-today management of funding and liquidity risk. Treasury shall:
•
•
•
•

Ensure prudence in the daily management of the Issuer's liquidity;
Distribute and direct funds in a way that promotes a solid liquidity environment;
Maintain diversity in funding regarding maturity and origin;
Ensure that liquidity risk limits are respected

Treasury has outlined a contingency plan to be activated in the event of situations that threaten
or are likely to threaten the Issuer's liquidity position. The FME has supervised and given
valuable guidance in outlining the contingency plan. The contingency plan has been approved
by the Issuer's Board of Directors and outlines responsibilities as well as defining the framework
of disclosure requirements to the Asset and Liability Committee, the Board of Directors and
regulators. Criteria for activating the liquidity management contingency plan are more detailed
and stricter than those required by rules no. 266/2017 on liquidity coverage ratios, issued by the
Central Bank of Iceland.
Risk Management has a supervisory role in regard to the Issuer's liquidity risk and is responsible
for reporting, both internally and to regulatory bodies. The daily implementation of liquidity
management is further defined in Liquidity Risk Management Procedures, which prescribes,
among other things, regular status meetings of Risk Management and Treasury representatives
to review liquidity developments. The procedures also describe the frequency and scope of
reporting. For example, Risk Management calculates and publishes internally liquidity and
funding ratios as needed, though never less than once a week. Likewise, a comprehensive
liquidity report reviewing both internal and external risk indicators should be submitted monthly
to the Asset and Liability Committee. Finally, Risk Management is obliged to inform the Board
of Directors of liquidity risk as a part of the regular risk reporting presented at least every three
months.

1.3.3

Market Risk

Market risk constitutes risk due to changes in the market prices of financial instruments and
comprises interest rate risk, currency risk and other price risk. The Issuer has a strict policy on
controlling market risk and keeping its exposure within set limits. Risk Management monitors
market risk limits daily and reports regularly to the Asset and Liability Committee and to the
CEO.
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The Issuer is mainly exposed to market risk due to changes in stock prices, bond yields and
currency exchange rates that can adversely affect the Issuer's financial position. The Issuer is
directly exposed to market risk through its activities in the following departments: Corporate
Banking, Treasury, Proprietary Trading and Capital Markets, as well as indirectly exposed
through the activities in Asset Management and, to some extent, Corporate Finance. Market risk
arises both due to the activities of the individual departments and through common risk, i.e. risk
to the Issuer as a whole.
Changes in market variables directly impact the assets of the Issuer's trading portfolios, which
are marked-to-market on a daily basis, recognising gains and losses immediately in the income
statement. The Issuer's trading portfolios consist of market making portfolios for both stocks and
bonds, as well as a trading portfolio for proprietary trading. There is furthermore market risk
exposure in the treasury portfolio and the investment portfolio. The treasury portfolio contains
securities positions, which are considered part of the Issuer's active financial management, e.g.
liquid assets. Investment securities that are not actively traded are valued either at amortised cost
or at fair value. Further market risk due to assets and liabilities on- and off-balance sheet can
arise, due to currency mismatches, interest rate imbalances and indexation.
The Asset and Liability Committee addresses the Issuer's market risk in accordance with the
defined rules of the committee and may, in cooperation with Risk Management, set more detailed
criteria for positions and define limits and targets. Violations of limits are immediately reported
to the Asset and Liability Committee and the CEO and a decision on appropriate actions is taken
in accordance with the severity of the violation.
The extent and nature of the Issuer's position in securities, which contributes directly to market
risk are as follows:
Fixed income securities
Listed government bonds and bonds with government guarantees................................................
Listed treasury bills ........................................................................................................................
Listed bonds ................................................................................................................ ...................
Unlisted bonds............................................................................................ ....................................
Total

31.12.2018
1,841,982
0
3,150,409
134,944
5,127,335

All amounts in ISK ‘000

Table 9: Market Risk

Shares and other variable income securities
Listed shares ............................................................................................................... ....................
Unlisted shares ............................................................................................................. ..................
Unlisted unit shares ........................................................................................................................
Total

31.12.2018
751,470
1,391,018
784,187
2,926,675

All amounts in ISK ‘000

Table 10: Market Risk

Risk Management measures the direct risk of trading portfolios daily, using statistical value at
risk (hereafter referred to as “VaR”) methods. The value at risk is a measure of the financial risk
in the investment portfolio using a 99% confidence level and 1 day holding period. Limits are
set by Risk Management for risk arising from both equity and debt securities in market making
portfolios, and the limits are monitored by Risk Management daily.

1.3.4

Interest Rate Risk

Interest rate risk refers to the risk of loss due to general interest rate changes. The Issuer's interest
rate risk is twofold. On the one hand, the Issuer has a proprietary portfolio of bonds, where
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market rates affect prices and any fluctuations are recognised through the income statement. On
the other hand, the Issuer has a mismatch in assets and liabilities with fixed interest terms. These
include loans and swap contracts for securities on the asset side and borrowings and deposits on
the liability side. The impact of interest rate changes on the Issuer's performance is determined
by the characteristics of the Issuer's assets and liabilities, particularly interest rate revision
provisions. Thus, interest rate hikes can reduce the value of loans with fixed interest rates, while
raising the cost of funding. The interest rate change has a lasting effect if interest rates are fixed
over the contract period, while the effect is limited to the next interest rate revision date, if the
interest rates are variable.
The Issuer takes measures to minimise interest rate risk by matching the interest rate profile and
duration of assets with the Issuer's liabilities as well as using derivative and non-derivative
financial instruments to effectively manage the risk of an adverse impact on the Issuer's earnings.
The interest rate risk associated with trading portfolios is as follows:
Up to 1
month
Fixed income securities..……….
Short positions - fixed income
securities……………………….
Net imbalance

0

1-3
months

3-12
months

1-5 years

17,913

999,491

1,561,987

2,547,944

5,127,335

(755,454)

(49,880)

(805,334)

806,534

2,498,063

4,322,001

17,913

999,491

Over 5
31.12.2018
years

All amounts in ISK ‘000

Table 11: Interest Rate Risk

The Group performs monthly sensitivity analysis on financial assets and liabilities in trading
portfolios that are subject to interest rate risk. The sensitivity analysis assumes a shift in the yield
curves for all currencies. A parallel shift in yield curves would have the following impact on the
Group's pre-tax profit and equity, assuming all other risk factors remain constant:
31.12.2018
Indexed .............................................................................................
Non-indexed .....................................................................................
Total

Shift in
basis points
50
100

Downward

Upward

70,216
69,481
139,697

(70,216)
(69,481)
(139,697)

All amounts in ISK ‘000

Table 12: Interest Rate Risk

The breakdown of financial assets and liabilities in non-trading portfolios by the earlier of
interest repricing time or maturity is specified as follows:
Up to 1
month

1-3
months

17,867,444

3,471,741

23,872,709

1,432,779

2,821,790

1,158,425

157,870

29,443,573

41,740,153

4,904,520

2,821,790

1,158,425

157,870

50,782,758

Effect of derivatives…………….
Total

22,590,158
64,330,311

597,560
5,502,080

1,500,000
4,321,790

3,100,000
4,258,425

157,870

27,787,718
78,570,476

Financial liabilities

Up to 1
month
47,893,959
1,437,087

1-3
months

3-12
months

1-5
years

Over 5
years

8,610,188
1,779,152

5,587,373
1,798,565
399,725

2,494,035

Financial assets 31.12.2018
Cash and balances with Central
Bank.
Loans to customers……………….....
Financial assets excluding
derivatives

Deposits from customers ...................
Borrowings ........................................
Issued bills .........................................
Issued bonds ......................................
Subordinated liabilities ......................
Financial liabilities excluding
derivatives

266,454
49,597,500

10,389,341
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3-12
months

1-5
years

Over 5
years

Total
21,339,185

7,785,664

2,494,035

1,947,511

Total
47,893,959
15,634,648
3,577,718
3,160,215
1,947,511

1,947,511

72,214,051

Effect of derivatives ..........................
Total

4,607,104
54,204,604

10,389,341

7,785,664

2,494,035

1,947,511

4,607,104
76,821,155

Total interest repricing gap

10,125,707

(4,887,261)

(3,463,874)

1,764,389

(1,789,641)

1,749,321

All amounts in ISK ‘000

Table 13: Interest Rate Risk

The Group performs regularly sensitivity analysis on financial assets and liabilities in nontrading portfolios subject to interest rate risk. The sensitivity analysis assumes a shift in the yield
curves for all currencies. A parallel shift in yield curves would have the following impact on the
Group's pre-tax profit and equity, assuming all other risk factors remain constant:
Currency - 31.12.2018
ISK, indexed .....................................................................................
ISK, non-indexed .............................................................................
Other currencies……………………………….………………….
Total

Shift in
basis points
50
100
20

Downward

Upward

11,837
(42,882)
(2,228)
(33,273)

(11,614)
41,861
1,157
31,404

All amounts in ISK ‘000

Table 14: Interest Rate Risk

1.3.5

Currency Risk

Currency risk arises from fluctuations in the currency rate of financial instruments that are not
denominated in the functional currency of the respective entity of the Issuer, the Icelandic króna.
A part of the Issuer's financial assets and financial liabilities is denominated in foreign
currencies.
Treasury manages the Issuer's position in foreign currencies by buying and selling currency and
derivatives. Currency positions are monitored daily by Risk Management and Treasury and
reported monthly to the Asset and Liability Committee and the Central Bank of Iceland. Any
mismatch between assets and liabilities in each currency is monitored closely and maintained
within limits.
The Issuer is subject to restrictions set by the Central Bank of Iceland, cf. Rules no. 784/2018
on Foreign Exchange Balance, regarding the maximum size of open currency position, which
shall not exceed 15% of the capital base.
The Issuer's total open currency position at 31 December 2018 is as follows:
Net currency position
Financial assets………...
Financial liabilities……..
Financial guarantee
contracts………………..
Total

EUR

USD

GBP

NOK

Other
currencies

Total

5,310,678

6,438,217

1,081,523

93,690

1,006,227

13,930,335

(5,171,673) (6,337,934) (1,067,513)

(109,446)

(895,691) (13,582,258)

7,934
146,940

7,934
100,283

14,009

(15,756)

110,536

356,012

All amounts in ISK ‘000

Table 15: Currency Risk

Given the net currency position, a 10% change in the value of the ISK would, with other things
constant, result in the following changes to the Group's pre-tax profit and equity.
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Assets and liabilities denominated in foreign currencies
EUR .........................................................................................................................
USD .........................................................................................................................
GBP ..........................................................................................................................
NOK .........................................................................................................................
Other currencies .......................................................................................................
Total

31.12.2018
-10%
+10%
14,694
(14,694)
10,028
(10,028)
1,401
(1,401)
(1,576)
1,576
11,054
(11,054)
35,601
(35,601)
All amounts in ISK ‘000

Table 16: Currency Risk

1.3.6

CPI/Inflation Risk

Exposure to changes in the Consumer Price Index (hereafter referred to as “CPI”) is the risk that
fluctuations in the Icelandic CPI will affect the balance and cash flow of indexed financial
instruments. The Issuer is exposed to Icelandic inflation due to the imbalance of CPI indexed
assets and CPI indexed liabilities. Indexed assets and liabilities of the Issuer consist of securities
and interest rate swap agreements, as well as indexed deposits and loans to customers.
The Issuer controls its indexation risk through derivatives contracts and sales and purchase of
indexed bonds, mostly government bonds, and thus keeps its inflationary position within the
limits of the maximum 100% of the capital base as defined by the Asset and Liability Committee.
The Bank's net balance of CPI linked assets and liabilities at 31.12.2018 was as follows:
31.12.2018

Amount

Assets ...................................................................................................................... .................
Liabilites...................................................................................................................…………
Total

9,251,171
(7,578,412)
1,672,759
All amounts in ISK ‘000

Table 17: CPI/Inflation Risk

Given the net balance of CPI-linked assets and liabilities, a 1% change in the CPI would, with
other things constant, result in the following changes to the Group's pre-tax profit and equity.
31.12.2018

Change in amount

Government bonds .......................................................................................................
Other fixed income securities ......................................................................................
Loans to customers ......................................................................................................
Derivatives ................................................................................................................. ..
Short positions .............................................................................................................
Deposits .................................................................................................................... ....
Subordinated debt ........................................................................................................
Total

-1%
(5,047)
(20,008)
(31,457)
(36,000)
9,068
48,716
18,000
(16,728)

All amounts in ISK ‘000

Table 18: CPI/Inflation Risk

1.3.7

1%
5,047
20,008
31,457
36,000
(9,068)
(48,716)
(18,000)
16,728

Equity Risk

Equity risk arises from the change in value of individual stocks. The Bank has equity risk
exposure towards positions held in the trading book as well as positions in the non-trading
portfolio. The Issuer's positions in the trading book and non-trading portfolio can be found in
chapter 1.3.3 Market Risk.
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1.3.8

Prepayment Risk

Prepayment risk is the risk that the Issuer can incur a financial loss because its counterparties
request repayment of loans earlier than expected. Prepayment risk is mitigated by prepayment
fees and the Issuer's own prepayment options on its borrowings.

1.3.9

Risk relating to impairment of Goodwill

In 2017 the Bank acquired Virðing hf. (hereafter referred to as “Virðing”) and ALDA Asset
Management hf. (hereafter referred to as “Alda”) which resulted in recognition of goodwill
amounting to ISK 2,245 million. Assets with indefinite useful life, such as goodwill, are not
amortised but are subject to annual impairment testing. Goodwill is allocated to cash generating
units (hereafter referred to “CGUs”) for the purpose of impairment testing. The allocation is
made to those CGUs or groups of CGUs that are expected to benefit from the business
combinations in which the goodwill arose. The goodwill was allocated to the Asset Management
business segment as the acquisitions in 2017 were made to strengthen those operations of the
Group.
The goodwill impairment test was performed at the end of 2018. Its results showed that the
recoverable value exceeds the carrying value of goodwill. In addition to the base case testing,
additional scenarios were tested where some key inputs had been stressed. In all scenarios tested,
the results show that there is sufficient headroom and that there are no triggers indicating that
impairment is necessary. Consequently, the book value of goodwill at year-end 2018 remains
intact at ISK 2,245 million.
Impairment losses are recognised in profit or loss and an impairment loss in respect of goodwill
is not reversed. Therefore, the risk relating to goodwill is that the Bank will realise impairment
losses due to goodwill, affecting the financial results of the Bank.
Subsequent to the acquisition of GAMMA Capital Management (hereafter referred to as
“GAMMA”), further goodwill is expected to be recognised on the Group's balance sheet. The
amount of such additional goodwill will be reflected in the Group's financial statements for the
first quarter of 2019. Further information on the acquisition on GAMMA is described in chapter
7.2.2 GAMMA Capital Management.

1.4

Capital Management Risk

The Issuer's capital ratios are calculated in accordance with the Act on Financial Undertakings
and regulation 233/2017 on prudential requirements for financial undertakings. In accordance
with the Financial Supervisory Authority's regulation no. 233/2017 on prudential requirements
for financial undertakings, the Bank uses the standardised approach to calculate capital
requirements for credit risk, market risk and operational risk.
The Issuer maintains and performs an Internal Capital Adequacy Assessment Process (hereafter
referred to as “ICAAP”) and Internal Liquidity management processes (hereafter referred to as
“ILAAP”). These processes assure that the Issuer has in place systems that manage and identify
risk factors and ensure sufficient capital and liquidity.
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The aim of the ICAAP process is to identify, calculate and document the additional capital
requirement the Issuer must hold in accordance with its current planned risk profile as well as
stressed scenarios.
The Issuer's ILAAP process ensures a sound and effective overall architecture of liquidity
management and the required documentation.
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2

Definitions

“Kvika”, the “Issuer”, the
“Company” or the “Bank”

Kvika banki hf., reg. no. 540502-2930, Borgartúni 25,
105 Reykjavík, Iceland

The “Group”

Kvika along with its subsidiaries as at 31.12.2018

The “Bills” and the “Series of
Bills”

The new series of Kvika's bills KVB 19 0919, which is
the series that the Issuer has requested to be admitted to
trading on the Regulated Market of Nasdaq Iceland.

“2017 CFS”

The Consolidated Financial Statements of Kvika for the
year 2017

“2018 CFS”

The Consolidated Financial Statements of Kvika for the
year 2018

“ABS”

Asset Backed Securities

“Act on Data Protection”

Act no. 90/2018 on Data protection and the Processing
of Personal Data

“Act on Financial Undertakings” Act no. 161/2002 on Financial Undertakings
“Act on Data Protection and the
processing of Personal Data”

Act no. 90/2018 on Data Protection and the Processing
of Personal Data

“Act on Public Limited
Companies”

Act no. 2/1995 respecting Public Limited Companies

“Act on Annual Accounts”

Act no. 3/2006 on Annual Accounts

“Act on Securities Transactions” Act no. 108/2007 on Securities Transactions
“Act on UCITS, Investment
Funds and Professional
Investment Funds”

Act, no. 128/2011 on Undertakings for Collective
Investment in Transferable Securities (UCITS),
Investment Funds and Professional Investment Funds

“ALCO”

The Issuer's Asset and Liability Committee

“Alda”

ALDA Asset Management hf.

“Articles of Association”

The current Articles of Association of Kvika, dated 17
April 2019

“AuM”

Assets under management

“Board of Directors” and
“Board”

Kvika's board of directors

“CFS” of “CFSs”

Kvika's Consolidated Financial Statements

“Competition Act”

Competition Act no., 44/2005

“CGUs”

Cash generating units
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“CPI”

the Icelandic Consumer Price Index as calculated by
Statistics Iceland

“D-SIBs”

Domestic systemically important banks: Landsbankinn
hf., Arion banki hf. and Íslandsbanki hf.

“Executive Management” or
“Management Team”

Kvika's CEO, Deputy CEO and managing directors,
collectively

“FCA”

The British Financial Conduct Authority

“Financial Supervisory
Authority” or “FME”

The Financial Supervisory Authority of Iceland

“GAMMA”

GAMMA Capital Management hf., reg. no. 5306080690, Garðastræti 37, 101 Reykjavík

“GDPR”

The European General Data Protection Regulation (EU)
2016/679

“Guidelines”

The Guidelines on Corporate Governance, 5th edition,
published in May 2015 by the Chamber of Commerce,
Nasdaq Iceland and the SA Confederation of Icelandic
Enterprise

“IAS 39”

International Accounting Standard 39, Financial
Instruments: Recognition and Measurement

“ICAAP”

Internal Capital Adequacy Assessment Process

“ILAAP”

Internal Liquidity Adequacy Assessment Process

“IFRS 15”

IFRS 15, Revenue from Contracts with Customers

“IFRS 9”

IFRS 9 Financial Instruments

“IFRS”

International Financial Reporting Standards

“IT department”

The Issuer's Information Technology department

“IT”

Information Technology

“Júpíter”

Júpíter Capital Management hf., reg. no. 520506-1010,
Borgartúni 25, 105 Reykjavík

“KSL”

Kvika Securities Ltd., 25 Upper Brook Street, London
W1K7QD

“LCR”

Minimum requirements for the coverage ratio between
cash flow of assets and liabilities, set by the Central
Bank of Iceland

“MAD” or “Market Abuse
Directive”

Directive (2003/6/EC) on insider dealing and market
manipulation (market abuse), as amended

“Managing Directors”

Kvika's Deputy CEO, Managing Director of Finance
and Operations, General Counsel, Managing Director of
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Finance and Operations, Managing Director of Capital
Markets, Managing Director of Corporate Banking,
Managing Director of Corporate Finance and Managing
Director of Asset Management collectively.
“MAR”

Market Abuse Regulation (596/2014)

“MiFID”

Directive (2004/39/EC) on markets in financial
instruments

“MiFID II”

Directive (2014/65/EC) on markets in financial
instruments which, along with MiFIR, is designed to
improve the functioning of financial markets, making
them more efficient resilient and transparent and which
empowers ESMA to develop technical standards

“MiFIR”

Regulation (600/2014) on markets in financial
instruments which along with MiFID 2, is designed to
improve the functioning of financial markets, making
them more efficient resilient and transparent and which
empowers ESMA to develop technical standards

“MP”

MP Fjárfestingarbanki hf., reg. no. 540599-2469 (now
EA fjárfestingarfélag ehf.)

“Nasdaq Iceland Rules”

The rules for issuers of financial instruments, issued by
Nasdaq Iceland hf., effective as of 1 July 2018

“Nasdaq Iceland” or the
“Exchange”

NASDAQ Iceland hf., reg. no. 681298-2829, Laugavegi
182, 105, Iceland

“NSFR”

Net stable funding ratio

“Period”

The period from 1.1.2017 to 31.12.2018

“Prospectus”

The prospectus dated 10 May 2019, which concerns and
is published in relation to Kvika's application to have its
bills in the new series KVB 19 0919 admitted to trading
on the Regulated Market of Nasdaq Iceland, consisting
of a securities note, dated 10 May 2019 and this
Registration Document, dated 10 May 2019

“PSD2”

The Payment Services Directive, no. 2015/2366

“Regulated Market of Nasdaq
Iceland”

The regulated market of Nasdaq Iceland hf., reg. no.
681298-2829

“Registration Document”

This registration document dated 10 May 2019, which
concerns and is published in relation to Kvika's
application to have its bills in the new series KVB 19
0919 admitted to trading on the Regulated Market of
Nasdaq Iceland
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“Rekstrarfélag Virðingar”

Rekstrarfélag Virðingar hf., reg. no. 531109-2790,
Borgartúni 27, 105 Reykjavík

“Risk Management”

The Issuer's Risk Management

“SREP”

Supervisory Review and Evaluation Process

“Straumur”

Straumur fjárfestingarbanki hf., reg. no. 640210-0440

“Transparency Directive”

Directive 2004/109/EC of the European Parliament and
of the Council of 15 December 2004 on the
harmonisation of transparency requirements in relation
to information about issuers whose securities are
admitted to trading on a regulated market and amending
Directive 2001/34/EC

“Value Added Tax Act”

Value Added Tax Act no. 50/1988

“VaR”

Value at Risk

“VAT”

Value Added Tax

“Virðing”

Virðing hf., reg. no. 561299-3909
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3.3

Potential Conflicts of Interest

It should be noted that the Issuer itself will manage the admission of its Bills to trading on the
Regulated Market of Nasdaq Iceland and has prepared the Registration Document. It could be
argued that conflicts of interest may arise in such situations, but, in accordance with the
statements made by Kvika in chapter 3.1 Company's Statement, the information in this
Prospectus is, to the best of Kvika's and the CEO's and Deputy CEO's knowledge, factual and
contains no omission likely to affect its import.
Additionally, several employees, members of the Issuer's Executive Management and members
of the Board of Directors own shares in the Bank. Further, most employees and members of the
Executive Management own stock options and/or warrants issued by the Bank. A number of
these individuals have contributed to the preparation of this Registration Document and the
admission of Kvika's Bills to trading.
The Board of Directors is not aware of any other potential conflicts of interest between the duties
of the members of the Board of Directors or members of the Executive Management to the Bank
and their private interests or other duties.
The Bank's rules on measures against conflicts of interests, which are considered to include the
Banks' policy on conflicts of interests, are incorporated in the Prospectus by reference and may
be accessed on the Issuer's website, under the following link:
https://www.kvika.is/asset/2558/reglur-um-radstafanir-gegn-hagsmunaarekstrum.pdf

4

Third Party Information

Where third party information has been used in the Prospectus, the information has been
accurately reproduced and the source of such information has been identified. As far as the
Company is aware and able to ascertain from information published by those third parties, no
facts have been omitted which would render the reproduced information inaccurate or
misleading. When third party information has been used in the Prospectus, it has been on the
basis of publicly available information which is cited in footnotes where applicable.
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5

Information about the Company

5.1

The Issuer

Legal name:

Kvika banki hf.

Commercial name:

Kvika

Address:

Borgartún 25, 105 Rvk, Iceland

Reg. No.:

540502-2930

Legal form:

A public limited company established under the
Act on Public Limited Companies

Domicile:

Iceland

Date of incorporation:

07.05.2002

Ticker symbol with Nasdaq Iceland:

KVIKA

ISIN-number:

IS0000020469

LEI:

254900WR3I1Z9NPC7D84

Website:

www.kvika.is

E-mail:

kvika@kvika.is

Phone number:

+ 354 540 3200

5.2

The Issuer's Purpose

According to Article 1.4. of the current Articles of Association of Kvika, dated 17 April 2019
(hereafter referred to as the “Articles of Association”), the purpose of the Company is to provide
financial services. The Company is authorised to engage in those operations which financial
undertakings are permitted to carry out in accordance with the law and the Company's operating
license as well as normal operations in relation thereto. The Company is authorised to achieve
its objectives through establishment and operation of subsidiaries as well as other participation
and ownership of companies, compatible to its operations.

5.3

Legal Environment

Kvika is a financial undertaking in accordance with the Act on Financial Undertakings, as
amended, and is supervised by the Financial Supervisory Authority of Iceland. Kvika holds a
license to operate as a commercial bank, and to carry out specific authorised activities. Kvika
may further pursue other services and carry out ancillary activities naturally linked to its
authorised activities under the Act on Financial Undertakings.
The Bank's subsidiaries, as year end 2018, Júpíter and Rekstrarfélag Virðingar, are licensed
under the Act on Financial Undertakings and Act, no. 128/2011 on Undertakings for Collective
Investment in Transferable Securities (hereafter referred to as “UCITS”), Investment Funds and
Professional Investment Funds (hereafter referred to as the “Act on UCITS, Investment Funds
and Professional Investment Funds”) to operate as UCITS management companies. In addition,
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the Bank acquired GAMMA Capital Management hf. (hereafter referred to as “GAMMA”) in
March 2019, which is also licensed under the Act on Financial Undertakings and the Act on
UCITS Investment Funds and Professional Investment Funds. For further information on
GAMMA, reference is made to chapter 7.2.2 GAMMA Capital Management.
Kvika Securities Ltd., (hereafter referred to as “KSL”) one of the Bank's subsidiaries, is licensed
by the Financial Conduct Authority in the United Kingdom. Kvika Securities Ltd. is authorised
to manage alternative investment funds and provide corporate finance services. Furthermore,
two associates of Kvika are licensed under the Act on Financial Undertakings, i.e. Akta sjóðir
hf., a fund management company, and Kortaþjónustan hf., a payment institution.
As a financial undertaking, Kvika is subject to extensive financial services laws and regulations,
including the Act on Financial Undertakings, the purpose of which is to ensure that financial
undertakings are operated in a sound and reasonable manner in the interests of customers,
shareholders, guarantee capital owners and the entire national economy. The Act on Financial
Undertakings contains, including but not limited to, provisions regarding operating licence and
activities subject to operating licences, revocation of an operating licence and reasons for
revocation, authorised activities of commercial banks, saving banks and credit undertakings, the
board of directors, corporate governance and employees and obligations of confidentiality.
The Bank and its operations are further subject to regulations adopted by virtue of the Act on
Financial Undertakings, rules and guidelines issued by the Financial Supervisory Authority and
the Central Bank of Iceland, as well as various other legal provisions on financial markets.
In addition to the aforesaid, the Bank operates in accordance with the relevant regulatory
framework and corporate governance and administrative requirements and policies applicable to
financial undertakings. The following are the main acts relevant to the Bank and its operations:
Act no. 108/2007, on Securities Transactions
The Act on Securities Transactions implemented into Icelandic law European Union directives
regarding securities transactions such as Directive (2003/6/EC) on insider dealing and market
manipulation, as amended (hereafter referred to as the “Market Abuse Directive” or “MAD”),
Directive 2004/109/EC on the harmonisation of transparency requirements in relation to
information about issuers that have been admitted to trading on a regulated market and amending
Directive 2001/34/EC (hereafter referred to as the “Transparency Directive”) and Directive
(2004/39/EC) on markets in financial instruments (hereafter referred to as “MiFID”).
The purpose of the Act on Securities Transactions is to establish uniform rules for investor
protection and create a common internal market for financial services. Emphasis is placed on
increased supervision, professional execution and information disclosure. The act is also
intended to ensure that customers of financial undertakings involved in securities transactions
always receive appropriate information and advice. To accommodate this, increased obligations
are imposed on customers to disclose information to financial undertakings. Everyone who wants
to do business with Kvika needs to go through a specific process and fill out an application before
they can start trading and Kvika is required to classify its customers into retail investors,
professional investors or eligible counterparties, based on their knowledge and experience.
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The Act on Securities Transactions also regulates, inter alia, the activities of financial institutions
on the securities market, price formation, public offerings of securities, the handling of insider
information and notifications of major holdings in listed companies.
It is foreseeable that the legal framework surrounding securities transactions in Iceland will
change substantially in the coming months with the implementation of Directive (2014/65/EC)
on markets in financial instruments (hereafter referred to as “MiFID II”), Regulation (600/2014)
on markets in financial instruments (hereafter referred to as “MiFIR”) and the Market Abuse
Regulation (596/2014) (hereafter referred to as “MAR”). MiFID II and MiFIR strengthen
investor protection and improve the functioning of financial markets, making them more
efficient, resilient and transparent while MAR aims at enhancing market integrity and investor
protection by updating and strengthening the MAD framework, i.e. by extending its scope to
new markets and trading strategies and by introducing new requirements.
Act no. 2/1995 on Public Limited Companies
As a public limited company, Kvika falls within the scope of the Act on Public Limited
Companies. The Act on Public Limited Companies contains, inter alia, provisions regarding the
activities of companies, share capital, shares, administrative organisation, shareholders'
meetings, auditing and management responsibilities.
Act no. 3/2006 on Annual Accounts
As a public limited company, the Act on Annual Accounts applies to the Bank, which is under
the obligation to draw up its annual financial statements in accordance with said act, regulations
and statutory accounting rules, as applicable.
Act no. 140/2018 on Measures against Money Laundering and Terrorist Financing
On 1 January 2019, a new Act on Measures against Money Laundering and Terrorist Financing,
which applies, inter alia, to financial institutions, entered into force. The purpose of this act is to
prevent money laundering and terrorist financing by imposing obligations on parties that may be
used for these activities to recognise the identity of their customers and their business activities
and report to the competent authorities any knowledge of such illegal activities.
Act no. 120/2011 on Payment Services
Kvika is classified as a payment service provider and therefore falls under the Act on Payment
Services. The act entered into force on 1 December 2011 and includes harmonised rules on
information disclosure and rights and obligations of users and payment service providers. The
act is intended to ensure the protection of all users of payment services and that payments will
be as simple, cost-effective and secure in their execution within the EEA as domestic payments.
The act applies to all electronic payments, including credit cards, debit cards and bank transfer
payments. The act does not apply to payments by cash or checks, etc. It is not allowed to deviate
from the Act on Payment Services, except to the extent that the act especially permits such
deviation. It is foreseeable that the legal framework surrounding payment services in Iceland
will change substantially in the coming months with the implementation of the Payment Services
Directive (hereafter referred to as “PSD2”).
Act no. 90/2018 on Data Protection and the Processing of Personal Data
The Act on Data Protection and the Processing of Personal Data and the European General Data
Protection Regulation entered into force in July 2018, including significant changes to the data
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protection legislation valid in the European Union at that time. The Bank has implemented a data
protection policy in accordance with GDPR. The Bank's data protection policy specifies the
personal data that the Bank processes, for what purpose, how long the data will be stored, third
parties that may obtain access to the personal data and how the security of personal data is
guaranteed. For further information, refer to chapter 1.2.3 Risk relating to unauthorised
disclosure of Information and Data.
Competition Act no. 44/2005
The Competition Act applies to agreements, terms and actions with effect, or intended effect, in
Iceland. The objective of the act is to promote effective competition and thereby increase the
efficiency of the factors of production of society. This objective shall be achieved by a)
preventing unreasonable barriers and restrictions on freedom of economic operation; b)
preventing harmful oligopoly and restriction of competition and c) facilitating the entry of new
competitors into the market.
Act no. 33/2013 on Consumer Credit and Act no. 118/2016 on Mortgage Credit to Consumers
The Consumer Credit Act entered into force on 1 November 2013. The Consumer Credit Act
applies to all consumer loans granted after that date. The Act covers the vast majority of loans
granted to consumers, including overdraft privileges, instalment payment agreements and
microcredits. The Bank is for example required to provide detailed information to consumers
before granting loans and is required to check the consumers creditworthiness for all consumer
loans. The purpose of the Act is to promote responsible lending and to prevent borrowers from
taking on debt beyond their capacity to pay.
The Act on Mortgage Credit to Consumers is a similar Act which governs all mortgages granted
to consumers and puts in place tighter requirements concerning consumers mortgages.
Act no. 32/2009 on Personal Guarantees
The Personal Guarantee Act applies to those who take on personal guarantees in connection with
lending by institutions, banks and companies where the guarantor assumes any responsibility for
the borrower's payments or debts. The purpose of the Act is to set out harmonised rules on
individuals guarantees and to reduce the weight of guarantees made by individuals. If a guarantee
is governed by the Act the Bank must provide detailed information to the guarantor before the
loan is granted and needs to check the borrower's creditworthiness. If the payment assessment
carried out by the Bank indicates that the borrower cannot fulfil its obligations the Bank must
advise the guarantor not to assume liability in writing.

5.4

History and Development

Kvika traces its roots back to 1999 when MP Verðbréf hf. was established. MP Verðbréf hf. was
granted an investment banking license in Iceland in 2003, following which the name was
changed to MP Fjárfestingarbanki hf. (hereafter referred to as “MP”). In 2008 MP was granted
a commercial banking license in Iceland.
In April 2011, a group of private investors purchased the Icelandic operations of MP through
MP's subsidiary, nb.is – sparisjóður hf., which later got the name MP banki hf. In 2011, MP
banki hf. acquired Alfa verðbréf hf., a licensed securities company. The merger of the two
companies, under the name and registration number of the former, was approved by the FME in
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March 2012. In 2015 MP banki hf. and Straumur fjárfestingabanki hf. (hereafter referred to as
“Straumur”) merged, and the merged bank was renamed Kvika. Straumur was the only
specialised investment bank in Iceland, focusing on capital markets, asset servicing, advisory
and corporate finance.
In September 2017, Kvika acquired all shares in Virðing, a licensed securities company focusing
on asset and fund management with ISK 100 billion of assets under management (hereafter also
referred to as “AuM”). Work began on merging the two companies immediately following the
acquisition and was concluded on 17 November 2017.
In October 2017, Kvika acquired all shares in Alda, a fund management company with ISK 44
billion of assets under management. At the end of May 2018, Alda and Júpíter merged under the
name and registration number of the latter.
On 19 November 2018 the Issuer announced that Kvika and shareholders of GAMMA had
signed a sale and purchase agreement regarding all shares in GAMMA, a fund management
company with ISK 135 billion of assets under management at year-end 2018. On 6 March 2019,
required shareholders' and regulatory approvals had been received, and the transaction has now
been completed.
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6

Business Overview
6.1

Competitive Environment

The Icelandic banking sector is highly concentrated with three large banks Arion banki hf.,
Íslandsbanki hf. and Landsbankinn hf., all of which are defined as domestic systemically
important banks (hereafter referred to as “D-SIBs”).
The structure of the financial system has changed in recent years as the Icelandic banking sector
has seen increasing competition from less regulated financial institutions i.e. shadow banking
system. This includes and is not limited to, pension funds (not as defined by the Central Bank of
Iceland), management companies of UCITS funds and other unregulated entities. For example,
specialised fund vehicles are often able to offer better terms for loans and other unregulated
entities are offering unsecured loans for the retail market in competition to overdraft facilities.
Icelandic pension funds have expanded their share in the retail mortgage lending market, and
with the recent increase in employer contributions, this trend is likely to continue.
While the Icelandic investment banking market is small in comparison to European and other
international markets, several local competitors actively participate in various corporate banking,
corporate finance, capital markets and asset management activities. Main participants include
the investment banking divisions of D-SIBs as well as Kvika and several boutique firms such as
Arctica Finance, Fossar Markets, Íslensk Verðbréf hf. and others.

6.2

General Overview

Kvika is a specialised bank focusing on asset management and investment services. The Bank
places emphasis on developing long-term partnerships with customers through responsive and
versatile services. Kvika is licensed to operate as a commercial bank under the Act on Financial
Undertakings. For further information on the authorised activities under the Issuer's operating
license and the main laws applying to the Issuer, reference is made to chapter 5.3 Legal
Environment.
Targeted range of services
Kvika focuses on specific groups and customers, emphasising exceptional, tailor-made services.
The Bank's size enables it to adapt to its environment with the aim of maintaining profitability
and customer service. The Bank is prepared to make use of its infrastructure and balance sheet
to generate income, e.g. by utilising its loan processes to loan in tandem with other lenders.
•

•

•
•

Corporate Banking finances enterprises and the investments of the Bank's customers.
Corporate Banking also makes use of the Bank's expertise and network to broker loans
to other institutional investors.
Asset and Fund Management emphasises offering customers a broad range of services
for investing in Iceland as well as in global markets. The aim is to provide the best asset
and fund management services, guided by customers' long-term interests.
Capital Markets offers customers comprehensive securities brokerage and foreign
exchange (hereafter referred to as “FX”) market services.
Corporate Finance provides various types of advisory services in connection with
investments and financing. The principal focus is on corporate acquisitions and
divestments, as well as initial public offerings.
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The Bank employs a tight-knit team of experts who achieve success on the basis of their diverse
educational backgrounds, in-depth knowledge, extensive experience, and dedication to meeting
customers' needs. Kvika's CEO is Ármann Þorvaldsson and the chairman of the Board is Kristín
Pétursdóttir.
The Bank is currently listed on the Regulated Market of Nasdaq Iceland. The Bank has also
issued several bills and bonds that have been admitted to trading on the Regulated Market of
Nasdaq Iceland.

6.3

Business Structure

The
Issuer's
organisational
chart
can
be
seen
below
in
Figure
1.
The Group defines five reportable segments, based on the same principles and structure as
internal reporting to the Executive Management and the Board of Directors.
On 31 December 2018, the Group employed 109 full-time employees. Thereof, 96 work with
the Company and 13 with its subsidiaries Júpíter, Rekstrarfélag Virðingar and Kvika Securities
Ltd.

Figure 1: The Group's organisational chart

The main subsidiaries held directly or indirectly by the Group are listed in the table below
Entity

Nature of operations

Domicile

FÍ Fasteignafélag GP ehf.
Júpíter rekstrarfélag hf.
M-Investments ehf.
Netgíró reikningar ehf.
Netgíró lán ehf.
Netgíró lán II ehf.
Rafklettur ehf.
Rekstrarfélag Virðingar hf.

Real estate fund management
Fund management
Holding company
Holding company
Holding company
Holding company
Holding company
Fund management

Iceland
Iceland
Iceland
Iceland
Iceland
Iceland
Iceland
Iceland
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Share 31.12.2018
100%
100%
100%
100%
100%
100%
100%
100%

AC GP 3 ehf.
Kvika Securities ltd.

Fund management
Business consultancy services

Iceland
UK

80%
100%

Table 199: Main Group Subsidiaries

Júpíter is a UCITS management company, licensed under the Act on Financial Undertakings and
the Act on UCITS, Investment Funds and Professional Investment Funds. On 31 May 2018, the
Financial Supervisory Authority approved the merger of Júpíter and Alda. The merger took
effect as of the end of day on 31 May 2018 and the company has operated under the name and
registration number of Júpíter since that time. Alongside the merger, two employees of Alda
joined Júpíter. At the date of this Prospectus Júpíter operates 31 funds. Rekstrarfélag Virðingar,
which is also a UCITS management company, licensed under the Act on Financial Undertakings
and the Act on UCITS, Investment Funds and Professional Investment Funds, which at the date
of this Prospectus operates five funds.
In addition, in March 2019, the Bank acquired GAMMA as a subsidiary. GAMMA is also a
UCITS management company, licensed under the Act on UCITS Investment Funds and
Professional Investment Funds and the Act on Financial Undertakings. For further information
on GAMMA, reference is made to chapter 7.2.2 GAMMA Capital Management.
Kvika Securities Ltd. is a UK subsidiary, which the Bank acquired through the acquisition of
Virðing in 2017. Kvika Securities is regulated in the United Kingdom by the Financial Conduct
Authority and is authorised to manage alternative investment funds and provide corporate
finance services.

6.3.1

Asset Management

Kvika has an established reputation in asset management and offers products covering all major
asset classes, including fixed-income securities, equities and real estate in both domestic and
international markets. The Asset Management division is the core of the Bank's operation and is
built upon long-term customer relationship.
The division services its customers in both domestic and foreign securities markets and operates
both alternative investments and private equity funds. Asset Management can be divided into
four main areas of operations:
i)
ii)
iii)
iv)

Private Banking
Asset management for Institutional Investors
Alternative Investments
Private Equity

Private Banking serves high net-worth individuals with exclusive and comprehensive financial
service. All sections of the Bank are utilised to provide the customer with universal asset
management service, tailored to the customers need.
Asset Management for Institutional Investors offer its customers quality long-term investment
management and advice. The unit places emphasis on offering its customers specialised
investment opportunities as well as a wide selection of domestic and international funds and
other standard investment vehicles. The unit regularly utilises the Group's subsidiaries' services
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in the operation of funds, especially Júpíter. They also offer funds from many other domestic
and foreign asset management companies.
Alternative Investments operate and/or manage several real estate funds and projects, such as FÍ
Fasteignafélag slhf. and Kaldalón hf.
Private Equity currently manages three private equity funds, AuÐur 1 fagfjárfestasjóður slf.,
Edda slhf. and FREYJA framtakssjóður slhf. Having launched the first fund in February 2008,
Kvika is one of the most experienced managers of private equity funds in Iceland. Kvika plays
an active role in strategy development through board participation with the aim of maximising
long-term value. The companies invested in are encouraged to show social responsibility, adopt
good corporate governance and consider environmental issues in their day-to-day operations.
Over the last few years, the Asset Management division has transformed with asset under
management growing significantly. The growth has been both external and internal. In 2017 the
Group's AuM almost doubled in size with the acquisition of Virðing and Alda. Total assets under
management by the Group grew by ISK 140 billion and reached ISK 263 billion by the end of
2017. The following year, 2018, the Group's AuM increased by ISK 28 billion via organic
growth and reached 291 billion.
The graph below shows the development of the Group's year-end AuM in ISK billion.2
DEVELOPMENT OF AuM
ISK billion
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111
53
23
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33
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Figure 2: AuM development

As of 31 December 2018, the asset management operations of Kvika had 28.2 FTEs, with 17
FTEs at the Asset Management division, 10 FTEs at Júpíter and 1.2 FTEs at Rekstrarfélag
Virðingar.

2

The AuM includes the AuM of the Group's associate company Akta Sjóðir hf., as presented in the Group's CFSs
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Most of the assets under management of Kvika and its subsidiaries are invested in domestic
markets, where the Group has shown solid returns in all major asset classes. Emphasis is placed
on developing new products for the Icelandic market in the main asset classes, including real
estate, corporate bonds and unlisted shares. The Issuer has a strong position in foreign asset
management in partnership with foreign asset management companies.

6.3.2

Capital Markets

Kvika Capital Markets offer full-service brokerage in the Icelandic equity, fixed income and
foreign exchange markets. It offers professional advice and personal service designed to meet
the needs of both retail and institutional customers and seeks to deliver leading market insight
and execution. Additionally, Kvika Capital Markets is a primary dealer and performs market
making activities in many local securities.
Kvika Capital Markets trades in equities, bonds and currency on all principal international
markets. Moreover, capital markets trade in options and total return swaps, forward contracts on
securities and foreign exchange contracts with its customers.
Capital markets serve domestic and foreign investors and its experts possess strong business
relationships with all major domestic institutional investors, public and private companies, as
well as established foreign investors. The strength of the Capital Markets team lies in its strong
customer base and experience servicing both institutional and high net worth investors in relation
to the sale of securities and foreign exchange transactions.
The following is a brief account of Capital Markets three main areas of operations; Equities,
Fixed Income and Foreign Exchange:
Equities
Kvika's equity professionals provide insight, execution and liquidity to a wide array of investors
focused on trading a broad range of equity products, from shares, ETFs, swaps, vanilla options
and other derivatives.
Fixed Income
The Kvika Capital Markets team provides insight and services to help institutional investors and
customers in a wide range of fixed income products, including government bonds, inflation
linked bonds, asset backed securities (hereafter referred to as “ABS”) and municipal debt,
including related derivatives. The team also works closely with the Bank's financing team to
provide institutional customers with lending facilities and a distribution channel for new
securities issuance in the primary market for both listed and non-listed issuers.
Foreign Exchange
The foreign exchange team provides local knowledge that is key to our customers' success. Our
team's strength lies in strategic consultation skills, superior execution and leading market insight.
Kvika Capital Markets has over the last few years consistently ranked among the biggest market
participants in the Regulated Market of Nasdaq Iceland in both equity and fixed income. Over
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the last three years the market share has been around 14-17% in traded equities and 15-20% in
traded bonds on the Regulated Market of Nasdaq Iceland.3
Furthermore, Kvika has been admitted as a cash member of Nasdaq Stockholm and Nasdaq
Copenhagen from 15 February 2019.

6.3.3

Corporate Banking

The Corporate Banking division finances enterprises and the investments of the Bank's
customers. The division also makes use of the Bank's expertise and network to sell or syndicate
loans to other institutional investors.
The Corporate Banking division can be divided into two main areas of operations: firstly,
financing operations and secondly, deposit and banking services. In addition, the division also
manages the Bank's unlisted assets. The focus is on creating returns on the Bank's capital and
fees and commissions from servicing its customers, many of who are also customers of other
business units.
The Corporate Banking's financing arm provides financing to the Bank's customers. The Bank
prides itself in offering bespoke financing solutions, including project financing, portfolio
financing, bridge lending, mezzanine lending and wholesale funding for fintech solution
providers. Further, Kvika acts as lead lender in syndicated loans to satisfy the need of larger
corporates. Emphasis is placed on short-term financing, where the maturity of loans generally
does not exceed 24 months.
The Corporate Banking's deposit and banking service arm offers a range of private banking
services to high net worth individuals, businesses and market participants. The Bank accepts
deposits and offers competitive interest rates. The Bank's ambition is to create a long-lasting and
personal relationship with its customers.
Constantly seeking new and innovative solutions with the customer’s needs at the forefront, the
latest addition to Kvika's service offering is Auður; an online financial service offering savings
accounts with favourable deposit rates. By automating processes and offering limited services it
is possible to keep costs at a minimum and thus provide customers with better rates than are
currently available in the market.
Auður' s online platform is based on self-service, thus no contact with staff or physical offices is
required. Auður's savings account is an on-demand savings account and therefore always
available for deposits or withdrawal.

3

Nasdaq Iceland hf.
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The table below sets forth certain operational data for the Corporate Banking division as of 31
December 2018.
Corporate Banking as of 31.12.2018
Total number of branches…………….....………………………………….....
Number of FTEs……………………………………………………………….
Total loans outstanding…………………………………………………….......
Total deposits outstanding……………………………………………………..

1
10
ISK 29,444 million
ISK 47,894 million

Table 20: Corporate Banking overview

Lending activity
The Corporate Banking division has diversified its loan book over the last few years. This has
mainly been done by providing wholesale funding to fintech service providers that supply
individuals with short-term consumer credit. The end-borrowers that have been reached through
these channels now exceed 12 thousand and represent the bulk of the Bank's unsecured loans.
The breakdown of loans to customers by loan-to-value over the last three years is specified as
follows:
End of year loan composition
Loan to Value of Collateral

2018

2017

2016

No collateral

16.4%

7.5%

4.6%

Thereof purchased short-term retail claims

11.9%

5.5%

0%

Thereof other loans with no collateral

4.5%

2.0%

4.6%

>100%

10.9%

15.4%

7.4%

91-100%

1.8%

2.0%

2.2%

71-90%

15.4%

11.9%

11.2%

51-70%

21.4%

16.4%

34.1%

0-50%

34.1%

46.9%

40.5%

100%

100%

100%

Table 21: Loan to Value of Collateral

At the same time, the loan book duration has been gradually decreased to better match the Bank's
funding profile and mitigate risk. In addition, shorter maturity has resulted in a higher proportion
of fees from the lending activity. The graph below sets forth recent development in the Bank's
loan book duration.
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LOAN BOOK DURATION
Years
2.99

1.56
1.15

1H2016

YE2016

1.14

1H2017

YE2017

1.00

1.06

1H2018

YE2018

Figure 3: Loan book duration

The Bank's loan book has remained relatively stable in size over the last three years, with total
loans amounting to around ISK 26-29 billion. The composition of the book has been fairly static,
over the last few years it has consisted of mainly non-CPI-linked ISK loans (80-83%), with CPIlinked loans hovering around 10% and FX loans between 6-11%. EUR loans have for the most
recent years been a majority portion of the Bank's FX loans. The tables below set forth Kvika's
loan book size and composition for the last three years.
End of year loan composition
Loan type
ISK
FX
- EUR
- USD
- GBP
- NOK
- Other
Total %
Total ISK

2018
93.7%
6.3%
4.9%
0.4%
0.5%
0.0%
0.5%
100%
29,443,573

2017
89.2%
10.8%
9.5%
0.7%
0.0%
0.0%
0.7%
100%
25,338,250

2016
93.7%
6.3%
4.6%
1.1%
0.0%
0.0%
0.6%
100%
26,015,321

Table 21: Loan split by FX

Loans to individuals have grown from around 8% in year end 2016 to close to 20% in year-end
2018. This can almost solely be attributed to the wholesale funding, mentioned before, where
individuals are reached via various fintech platforms. The table below sets forth Kvika's loan
book composition by types of loans for the last three years.
End of year loan composition
Types of loans

2018

2017

2016

Services

38.3%

33.5%

37.5%

Holding companies

22.7%

28.3%

30.5%

Real estate, construction and industry

9.5%

13.0%

11.2%
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Retail

3.5%

4.7%

7.8%

Other

7.7%

6.3%

4.8%

Individual

18.3%

14.0%

8.2%

100%

100%

100%

Table 22: Loan split by industry

According to the Financial Supervisory Authority's most recent data, the Icelandic lending
market is made up of 14 entities with a total of around ISK 3,099 billion outstanding at
31.12.2017.4 This excludes the pension fund system, management companies of UCITS funds
and other non-regulated financial intermediaries.
Kvika's market share in loans to customers, within the market described, has been less than one
percent for the last three years. The D-SIBs make up the majority of the market. Figures for 2018
have not been publicised by all relevant parties and are therefore not available. The table below
sets forth Kvika's year-end market share in loans to customers for 2016 and 2017.
End of year estimated loan market share
2017

2016

Kvika

0.8%

0.9%

D-SIBs

78.9%5

75.7%6

Others

20.3%

23.4%

Total

100%

100%

Table 23: Market share based on loans

Deposits from customers
Kvika's deposits from customers have been relatively stable (2018: ISK 47.9 billion, 2017: ISK
41.7 billion) for the last two years. More than two thirds of deposits are in ISK and 10% in CPIlinked accounts. FX deposits account for around 30% of total deposits with USD and EUR
accounts historically making up the majority of that.
The table below sets forth Kvika's deposits size and composition for the last three years.
End of year deposit breakdown (% of amounts)

Types of deposits

2018

2017

2016

ISK

73.0%

69.3%

91.6%

FX

27.0%

30.7%

8.4%

- EUR

10.7%

8.1%

4.2%

- USD

12.0%

18.4%

2.4%

- GBP

2.2%

1.8%

1.2%

- NOK

0.2%

0.3%

0.2%

- Other
Total %
Total ISK

1.9%

2.1%

0.4%

100%

100%

100%

47,893,959

41,749,497

32,478,933

Table 24: Deposit split by FX

4

https://www.fme.is/media/utgefid-efni/arsreikningabok-fjarmalafyrirtaekja-2017.pdf
https://www.fme.is/media/utgefid-efni/arsreikningabok-fjarmalafyrirtaekja-2017.pdf
6
https://www.fme.is/media/utgefid-efni/Arsreikningabok-fjarmalafyrirtaekja-2016-agust.pdf
5
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According to the Financial Supervisory Authority's most recent data, 8 entities were receiving
deposits at 31.12.2017 with a total deposit base of ISK 1,697 billion.7 Kvika's market share in
deposits from customers, within the market described, has been around 1.8-2.5% over the last
three years. The D-SIBs make up the majority of the market. Figures for 2018 have not been
publicised by all relevant parties and are therefore not available. The table below set forth
Kvika's year-end market share in deposits from customers for 2016 and 2017.
End of year estimated deposit market share
2017

2016

Kvika

2.5%

2.0%

D-SIBs

96.3%8

96.8%9

Others

1.2%10

1.2%11

Total

100%

100%

Table 25: Market share based on deposits

6.3.4

Corporate Finance

The Corporate Finance team offers a wide range of value-adding investment banking services
focused on acquisitions, divestments and mergers, financing and financial restructuring, listings
and delisting of equities and bonds, as well as various other balance sheet related advisory such
as strategic reviews of securities and businesses.
Acquisitions, divestments and mergers
Corporate Finance leverages its independence and extensive experience when providing
advisory on acquisitions, divestments and mergers of companies and business units. Transaction
services include management of the entire process, analysis of opportunities and value-adding
factors, valuation, advice on transaction and deal structure and negotiation tactics.
Debt and capital advisory
Corporate Finance provides debt and capital advisory services with an aim to achieve sustainable
and optimal funding structure which meet the needs of each customer. Advisory services include
advising on the refinancing of various debt facilities, such as bank facilities, listed and unlisted
bonds, alternative and structured financing and debt and capital raising in addition to advice on
leveraged buy-outs. As a part of the service offering, the Corporate Finance team also provides
pragmatic and solution-orientated advisory on financial restructuring.
Listings and offerings
Corporate Finance also offers diverse services to listed companies and companies seeking to list
on a regulated stock exchange, such as managing initial public offerings, share capital increases
and floating. Detailed preparation and grooming, as well as thorough planning, are essential for

7

https://www.fme.is/media/utgefid-efni/arsreikningabok-fjarmalafyrirtaekja-2017.pdf
https://www.fme.is/media/utgefid-efni/arsreikningabok-fjarmalafyrirtaekja-2017.pdf
9
https://www.fme.is/media/utgefid-efni/Arsreikningabok-fjarmalafyrirtaekja-2016-agust.pdf
10
https://www.fme.is/media/utgefid-efni/arsreikningabok-fjarmalafyrirtaekja-2017.pdf
11
https://www.fme.is/media/utgefid-efni/Arsreikningabok-fjarmalafyrirtaekja-2016-agust.pdf
8
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a successful listing. The approach of Kvika's Corporate Finance includes independent advice
with the aim of ensuring the best possible strategy for its customers.

6.3.5

Finance and Operations

Proprietary trading
The Issuer has extensive market making experience and has been one of the primary operators
in this field over the last ten years. Market making is a commitment to submit bids and offers in
listed securities. Market making increases market's liquidity and efficiency. Alongside market
making, the Issuer is a primary dealer for Icelandic government securities and takes proprietary
positions in listed securities for the Issuer's own account, with the aim of profiting both from
short-term price movements as well as long-term positioning. The Issuer’s proprietary trading
operates under a predefined risk policy.
Treasury
The role of Treasury is to manage the Issuer's liquidity and obligations with the aim of
maximising profitability within the Bank's risk policy framework. This includes the management
and internal pricing of the Issuer's capital and the management of its foreign exchange, inflation
and interest rate balances. Treasury manages communications and transactions with other
financial institutions, oversees the Bank's money market loans, issuance of bonds and bills and,
as needed, other funding.
Back office
The Back Office is responsible for the completion of all the Issuer's transactions, including
foreign payments, documentation, credit management, property registration and custody of
documents. This includes supervision of rules, proper documentation and registration of
transactions in the Bank's systems. Settlement of transactions and supervision of foreign
payments as well as the conclusion of securities trades is the responsibility of the Back Office.
Finance and accounting
The Finance and accounting department is responsible for accounts payable and receivable,
bookkeeping and preparing the Group's financial reports and statements.
IT department
The IT department is responsible for the software development, integration of solutions as well
as implementation of the Issuer's systems. Moreover, the department is responsible for the IT
operations including infrastructure and security. The IT department ensures this is achieved in
accordance with the Issuer's information technology policy, which is based on the ISO/IEC
27001/27002 and Guidelines no. 2/2014 from the Financial Supervisory Authority (the
information systems of regulated entities).

6.3.6

Risk Management

The purpose of the Risk Management unit is to identify, quantify, control and report on the risks
that the Group is exposed to in its daily activities. The unit also participates in drafting the overall
risk policy and has representatives on ALCO, the Credit Committee and the Operations
Committee. In respect to the Credit Committee, the Head of Risk Management attends
committee meetings, and has a power to veto. ALCO, the Credit Committee and the Operations
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Committee are described in chapter 8.8.1 Asset and Liability Committee, 8.8.2 Credit Committee
and 8.8.3 Operations Committee.
The unit's main activities include monitoring and managing credit risk, market risk, liquidity risk
and operational risk. The Board of Directors sets the rules and guidelines regarding the Group's
Risk Policy and the obligations of Risk Management and credit control. The division reports
regularly on the Group's positions and exposure to risk to the Board of Directors, the CEO and
to ALCO.

6.3.7

Legal

The Bank's legal department manages the Bank's legal affairs and provides legal services,
including legal documentation, for the Bank’s various departments. The Bank's General Counsel
is the secretary of the Board of Directors and other members of the legal department also serve
as secretaries to Boards of Directors of other financial undertakings of the Group. Members of
the legal team are moreover board members in several of the Bank´s subsidiaries. Furthermore,
the Bank's Data Protection Officer is a member of the legal department.

6.3.8

Compliance

According to Icelandic law, a financial institution is required to establish and maintain a
permanent and effective compliance function, which operates independently. The Bank's
compliance officer heads the Compliance Unit and coordinates compliance activities. He reports
directly to the CEO, reports twice a year to the Board of Directors, once a year to the Board
Audit Committee and has regular meetings with the Head of Risk Management and Internal
Auditor. The Compliance Unit currently has two full time employees.
The Compliance Unit is responsible for the supervision of securities transactions within the
Bank, i.e. monitoring and assessing the adequacy and effectiveness of measures and procedures
put in place to detect and minimise any risk of failure by the Bank to comply with its obligations
under the Act on Securities Transactions. The compliance officer is also responsible for
coordinating and monitoring the Bank's compliance with applicable anti-money laundering and
terrorist financing laws and regulations. The Compliance Unit also assesses and manages the
Bank's compliance risk.

6.3.9

Internal Audit

Internal Audit provides independent and objective assurance and advice designed to increase
quality and improve the Bank's operations. The Internal Audit's main task is to estimate whether
adequate processes and systems are in place, and whether they are relevant and efficient. The
Internal Auditor is appointed by the Board of Directors, is located accordingly in the hierarchy
and conducts independent reviews of the Bank's operations, risk management framework,
processes and measurements. The Internal Auditor discusses its results with management and
reports its findings and recommendations to the Audit Committee. Its operations cover all units
of operations, including the subsidiary Júpíter and the associate company Akta Capital
Management hf.
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7

Operating and Financial Review

The Consolidated Financial Statements of Kvika banki hf. (the “Consolidated Financial
Statements” or “CFSs”) for the years 2017 (hereafter referred to as “2017 CFS”) and 2018
(hereafter referred to as “2018 CFS”) have, unless otherwise stated, been prepared in accordance
with International Financial Reporting Standards as adopted by the European Union, and
additional requirements in the Act on Annual Accounts. The Consolidated Financial Statements
comprise Kvika and its subsidiaries. No other information in this Prospectus has been audited.
The period covered by the historical financial information, i.e. from 1.1.2017 to 31.12.2018 will
hereafter be referred to as the “Period”.
For a complete overview of the Issuer's financial position, it is recommended that investors
review the complete Consolidated Financial Statements of Kvika, including all notes.
Consolidated Financial Statements for the last three financial years prior to the date of this
Prospectus have been incorporated in the Prospectus by reference and may be accessed on the
Issuer's website, under the following link:
https://www.kvika.is/um-kviku/fjarfestaupplysingar/uppgjor-og-arsskyrslur/.
The accounting policies applied in the Group's 2018 CFS are consistent with those applied in the
2017 CFS except for changes to the accounting for financial instruments resulting from the
adoption of IFRS 9, and the accounting for revenue from contracts with customers resulting from
the adoption of IFRS 15.
On 1 January 2018, the Group adopted IFRS 9, Financial Instruments (hereafter referred to as
“IFRS 9”) and, as permitted by the transition provisions of IFRS 9, the comparative period was
not restated; accordingly, all financial assets and financial liabilities presented in this Prospectus
for the 2017 CFS is presented in accordance with International Accounting Standard 39,
Financial Instruments: Recognition and Measurement (hereafter referred to as “IAS 39”). For
further details on the changes in accounting policy due to IFRS 9, see notes 3-5 in the 2018 CFS.
The impact of the adoption of the new standard of ISK 28,709 thousand has been recognised
directly in retained earnings on 1 January 2018.
Additionally, on 1 January 2018 the Group adopted IFRS 15, Revenue from Contracts with
Customers (hereafter referred to as “IFRS 15”) which replaced various IFRS standards and
interpretations on revenue recognition related to the sale of goods and services. IFRS 15
establishes a single comprehensive framework for accounting for revenue arising from the sale
of goods and services through contracts which fall under its scope. The standard does not apply
to revenue arising from financial instruments. The Group adopted the standard using the
modified retrospective method, with the effect of initial application recognised on the date of
initial application and without restatement of the comparative periods.
Consequently, the 2017 CFS does not reflect the changes from the application of IFRS 9 and
IFRS 15. Therefore, due to the adoption of the new accounting standards, the 2018 CFS and the
comparative figures are not directly comparable.
Except as disclosed in chapter 1.2.4 Legal Risk the Issuer's Board of Directors and Executive
Management is not aware of any governmental, legal or arbitration proceedings, during the
twelve months preceding the date of this Registration Document, which may have, or have had
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in the recent past, significant effects on the Issuer's and/or the Group's financial position or
profitability. The Issuer confirms that no significant change in the financial or trading position
of the Group has occurred since the end of the last financial period. Furthermore, the Issuer
confirms that there has been no material adverse change in the prospects of the Issuer since the
date of its last published audited financial statements.

7.1

Financial position at year-end 2018

The Group's net operating income for 2018 was ISK 5,705 million (2017: ISK 5,009 million).
Net interest income remained strong and amounted to ISK 1,701 million (2017: ISK 1,563
million). Net fee income increased significantly between years, mainly as a result of the
acquisitions of Virding hf. and Alda in the latter half of 2017 and amounted to ISK 3,698 million
(2017: ISK 2,812 million). Other operating income amounted to ISK 306 million (2017: ISK
635 million). Administrative expenses during the year amounted to ISK 4,009 million (2017:
ISK 3,670 million). Profit for the year amounted to ISK 1,752 million (2017: ISK 1,591 million),
corresponding to an annualised 15.7% return on equity based on the equity position at the
beginning of the year adjusted for changes in share capital and transactions with treasury shares
during the period. All business segments performed well during the year and contributed to the
Group's profit
The Group's total capital ratio at year end 2018 was 25.1% (31.12.2017: 21.1%). The Bank's
minimum regulatory capital requirement based on Financial Supervisory Authority's
Supervisory Review and Evaluation Process (SREP) was 14.5%. The minimum regulatory
capital requirement including the additional capital requirements imposed following the
implementation of CRD IV was 20.25% as at 31 December 2018. The Bank maintains a strong
liquidity position. The Bank's assets are liquid and its access to funding is good, reflected in its
ample liquidity position. At year-end 2018, the Group's 30-day LCR was 277%, well above the
minimum level of 100%.
On 18 December 2018, the Bank published an announcement, which includes information on
the Bank's operating budget for the year 2019 and the proposed listing of the Bank on the
Regulated Market of Nasdaq Iceland. The announcement may be accessed on the website
www.oam.is,
under
the
following
link:
https://csf.omxgroup.com/cnsweb/oam/viewOamDisclosure.action;jsessionid=YZkuHTGyuSTyr1PALsAZ8KSg23tCDMrC
5u_VCk-N.csf.1003?disclosureId=367084. The announcement does not form a part of this
Registration Document.

7.2

Major developments during, and after, the Period
7.2.1

Virðing and Alda

The acquisitions of Virðing and Alda took place in the latter half of 2017 and should be taken
into consideration when comparing operating figures for 2017 and 2018. In September 2017, the
Bank acquired Virðing and its subsidiaries, and Virðing became a part of the Group and
Consolidated Financial Statements from 1 October 2017. The merger of the Bank and Virðing
was concluded on 17 November 2017 and on that day the Bank took over all assets, liabilities
and operations of Virðing. In October 2017, the Bank acquired Alda and its subsidiaries, and is
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Alda a part of the Group and Consolidated Financial Statements from 1 November 2017. For
further details on the acquisition of Virðing and Alda, see note 3 in the 2017 CFS.
The consideration transferred, to the previous owners of Virðing, was in the form of a cash
payment amounting to ISK 2,560 million. The purchase price was on one hand financed with
own funds and on the other hand through a share capital increase. A part of the purchase price
was deposited into an escrow account to be used to offset possible damages resulting from law
suits that Virðing was party to. However, only one of the law suits is still ongoing, as further
described in chapter 1.2.4 Legal Risk. The consideration transferred, to the previous owners of
Alda, amounted to ISK 450 million. ISK 400 million were paid with own funds and ISK 50
million were paid with a vendor note.
In the year 2017, ISK 328 million in one-off and irregular operating expenses were incurred by
the Bank due to acquisitions, mergers and organisational changes. For further information,
reference is made to note 8 in the 2017 CFS.

7.2.2

GAMMA Capital Management

About GAMMA Capital Management
GAMMA is an Icelandic fund management company, operating under a license from, and
supervised by, the Icelandic Financial Supervisory Authority. GAMMA is authorised to operate
UCITS funds and other funds for collective investment and provide investment advice in
accordance with the Act on Financial Undertakings. GAMMA's subsidiary GAMMA Capital
Management Limited is licensed and regulated by the British Financial Conduct Authority
(hereafter referred to as “FCA”) to carry out investment business in the UK. GAMMA was
established in June 2008 and had as at year-end 2018 ISK 135 billion in assets under management
for pension funds, insurance companies, financial institutions, companies and individuals.
GAMMA's total revenue amounted to ISK 1,443 million in 2018 (2017: 2,264 million) with pretax loss of ISK 203 million (2017: pre-tax profit of ISK 837 million). GAMMA's equity at
31.12.2018 amounted to ISK 1,927 million and the share capital amounted to ISK 31,659
thousand.12
Acquisition of GAMMA Capital Management
On 19 November 2018, the Bank and the shareholders of GAMMA signed a sales and purchase
agreement regarding the Bank's acquisition of all the share capital in GAMMA and on 7
December 2018, KSL and GAMMA signed a share purchase agreement under which KSL
acquired all shares in GAMMA Capital Management Limited. On 6 March 2019 all required
approvals had been received and GAMMA became Kvika's subsidiary and GAMMA Capital
Management Limited a subsidiary of KSL. On the date of the Prospectus Kvika has acquired
100% of the share capital in GAMMA. The purchase price for all share capital of GAMMA
amounted to ISK 2,584 million, based on the book value of performance related fees at
31.12.2018 and consists of cash and depository units in funds managed by GAMMA.

12

GAMMA's share capital according to its articles of association amounts to ISK 33,859 thousand. Share capital as presented above
is adjusted for GAMMA's holdings of own shares which amounted to ISK 2,200 thousand at year end 2018 (6.5%), as presented in
the company's statement of financial position at 31.12.2018.
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The Bank's pre-tax profit is expected to increase by ISK 300-400 million per year following the
acquisition. The impact on 2019 profit is expected to be somewhat lower than that, as GAMMA
is not a part of the Group for the whole year and due to one-off costs associated with the
acquisition. There are no plans to merge GAMMA with other companies in the Group. The
Executive Management has however identified opportunities for integrating various parts of
GAMMA's operations with the Bank's operations, including merging comparable funds which
are managed by GAMMA and Júpíter. Since the acquisition of GAMMA remained subject to
approval from competition authorities and the British Financial Conduct Authority at year-end
2018, the financials of GAMMA are not reflected in the Group's financial statements. GAMMA
is part of the Group from 6 March 2019.
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7.3

Consolidated Income Statement

Net interest income…………………………………………………
Net fee and commission income……………………………………
Other operating income………………………………………….....
Net operating income
Administrative expenses....................................................................
Impairment of loans and receivables.................................................
(Loss) profit from assets held for sale...............................................
Revaluation on investment properties...............................................

2018

2017

1,700,857
3,697,680
305,965
5,704,502

1,562,530
2,812,146
634,554
5,009,230

(4,008,788) (3,669,687)
(15,395)
(14,228)
0
0
114,852
92,258

Profit before taxes

1,794,900

1,417,573

Income tax.........................................................................................
Special tax on financial activity.........................................................
Special tax on financial institutions...................................................
Profit for the year

110,028
(62,436)
(90,818)
1,751,674

248,658
(23,047)
(52,289)
1,590,896

Attributable to the shareholders of Kvika banki hf...........................
Attributable to non-controlling interest.............................................
Profit for the year

1,741,803
9,871
1,751,674

1,592,976
(2,080)
1,590,896

All amounts in ISK ‘000

Table 27: Consolidated Income Statement

7.4

Consolidated Statement of Comprehensive Income
2018

2017

1,751,674

1,590,896

9,698

(4,668)

9,698

(4,668)

Profit for the year

1,761,372

1,586,228

Attributable to the shareholders of Kvika banki hf.........................
Attributable to non-controlling interest...........................................
Profit for the year

1,751,501
9,871
1,761,372

1,588,309
(2,080)
1,586,228

Profit for the year
Translation of foreign operations
Exchange difference on translation of foreign operations……
Other comprehensive income that are or may be reclassified to profit
and loss, net of tax

All amounts in ISK ‘000

Table 28: Consolidated Statement of Comprehensive Income
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7.5

Consolidated Statement of Financial Position
31.12.2018

31.12.2017

Assets
Cash and balances with Central Bank….……………..…….
Fixed income securities…………………………………......
Shares and other variable income securities………………...
Securities used for hedging……………………………........
Loans to customers…………………………………….........
Derivatives………………………………..............................
Investment in associates………………………………….....
Investment properties………………………………….........
Intangible assets……………………………………….........
Property and equipment…………………………………......
Deferred tax assets………………………………………......
Other assets…………………………………………….........
Assets classified as held for sale……………………….…...
Total assets

21,339,185
5,127,335
2,926,675
21,526,794
29,443,573
1,213,266
774,832
950,000
2,379,281
42,894
608,858
1,941,070
0
88,273,762

20,493,739
5,598,409
2,837,375
14,026,433
25,338,250
1,052,652
676,610
953,874
2,284,340
57,251
464,414
1,797,913
15,260
75,596,519

Liabilities
Deposits from customers……………………………………
Borrowings…………………………….….………...............
Issued bills………………………………………..…............
Issued bonds…………………………….……………..……
Subordinated liabilities………………………...……………
Short positions held for trading………………..……….........
Derivatives……………………………………………..........
Current tax liabilities………………………………..…........
Deferred tax liabilities…………………………………........
Other liabilities…………………………………...…….…...
Total liabilities

47,893,959
15,634,648
3,577,718
3,160,215
1,947,511
805,334
593,934
3,140
76,980
1,610,323
75,303,763

41,749,497
13,731,375
3,934,757
1,401,879
1,058,741
370,163
364,692
789
65,658
1,936,693
64,614,243

Total equity attr. to the shareh. of Kvika banki hf.

12,908,455

10,930,854

Non-controlling interest……………………..……...............
Total equity

61,544
12,969,999

51,423
10,982,276

Total liabilities and equity

88,273,762

75,596,519
All amounts in ISK ‘000

Table 26: Consolidated Statement of Financial Position
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7.6 Consolidated Statement of Cash Flows
Cash flows from operating activities
Profit for the year……………………………………….................................
Adjustments for:
Indexation and exchange rate difference…………………….....................
Share in loss (profit) of associates, net of income tax……….....................
Depreciation and amortization…………………………............................
Net interest income………………………………………..........................
Impairment of loans and receivables……………………...........................
Income tax………………………………………………...........................
Investment properties, fair value change……………….............................
Other adjustments……………………………………...............................
Changes in:
Fixed income securities………………………………...............................
Shares and other variable income securities………...….............................
Securities used for hedging.………………………………………………
Loans to customers…………………….………….....................................
Derivatives – assets…..………………………………...............................
Other assets……………….…………………………................................
Deposits from customers……………….…………....................................
Deposits from credit institutions….…………………................................
Short positions…………….…………………………...............................
Derivatives – liabilities..….……………………………………………….
Other liabilities…...……….……………………........................................

Interest received..……………… ………... ................................................
Interest paid….....…………………………………....................................
Income tax paid………………………………….......................................
Net cash from (to) operating activities
Cash flows from investing activities
Net proceeds from sale of investment properties ……...............................
Acquisition of intangible assets………………………...............................
Net proceeds from the sale of property and equipment…………...............
Proceeds from the sale of a non-controlling interest……...........................
Acquisition of subsidiary, net of cash…………….....................................
Acquisition of associates...………… ……... .............................................
Acquisition of a non-controlling interest……………….............................
Proceeds from the sale of assets classified as held for sale….....................
Acquisition of assets classified as held for sale………...............................
Net cash (to) from investing activities
Cash flows from financing activities
Borrowings….....……………………………............................................
Issued bills……..………………………....................................................
Subordinated liabilities………………………………...............................
Increase in warrants.…………………........................................................
Dividend paid to shareholders…….…………............................................
Treasury share transactions…………………….........................................
Increase (reduction) of share capital…………............................................
Reduction of deficit reduction reserve……….............................................
Net cash from (to) financing activities
Net increase (decrease) in cash and balances with Central Bank…….......
Cash and balances with Central Bank at the beginning of the year………
Change in cash and balances with Central Bank due to sale of subsidiary
Effects of exchange rate fluctuations on cash and balances with Central Bank
Cash and cash equivalents at the end of the year
Investing and financing activities not affecting cash flows
Acquisition of investment properties……………………………………...
Acquisition of borrowings………………………………………………...

2018

2017

1,751,674

1,590,896

509,563
302,949
25,342
(1,700,857)
15,395
(110,028)
(114,582)
1,500
680,957

168,401
(63,912)
78,183
(1,562,530)
14,228
(225,611)
(92,258)
(156,955)
(249,559)

216,074
(89,300)
(7,500,360)
(4,114,031)
(160,614)
98,145
5,995,525
0
435,171
229,242
(363,414)

(1,527,834)
944,659
(1,637,041)
1,001,054
(500,160)
(866,249)
9,196,963
0
289,977
(134,077)
935.976

(5,253,563)

7,683,269

4,561,814
(2,740,780)
0
(2,751,573)

4,395,424
(2,956,732)
0
8,872,401

128,456
(104,304)
2,394
0
0
7,750
0
11,700
0
45,996

0
(48,680)
(2,499)
0
(2,839,819)
(595,444)
0
72,460
0
(3,413,982)

3,623,081
(357,039)
800,000
(4,521)
0
70,242
128,275
0
4,260,039
1,554,462
20,493,739
0
(709,016)
21,339,185

702,392
11,839
427,615
166,748
(407,638)
96,187
2,142,870
0
3,140,013
8,598,433
12,032,879
57,931
(195,503)
20,493,739

0
0

861,616
(861,616)

All amounts in ISK ‘000

Table 27: Consolidated Statement of Cash Flows
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7.7

Reconciliation of Consolidated Statement of Financial Position

The table below shows a reconciliation of the Consolidated Statement of Financial Position, due
to the Bank's transition from IAS 39 to IFRS 9 as of 1 January 2018.
IAS 39
31.12.2017
Assets
Cash and balances with Central Bank…………………..……..
Fixed income securities…………………………………..……
Shares and other variable income securities……………..…….
Securities used for hedging……………………………………
Loans to customers……………………………………….……
Derivatives…………………………………………….....……
Investment in associates………………………………….……
Investment properties…………………………………….……
Intangible assets………………………………………….……
Property and equipment………………………………….……
Deferred tax assets…………………………………….………
Other assets……………………………………………………
Assets classified as held for sale………………………………
Total assets

20,493,739
5,598,409
2,837,375
14,026,433
25,338,250
1,052,652
676,610
953,874
2,284,340
57,251
464,414
1,797,913
15,260
75,596,519

Impact of
Impairment

Total
impact

28,709

28,709

28,709

28,709

IFRS 9
1.1.2018
20,493,739
5,598,409
2,837,375
14,026,433
25,366,959
1,052,652
676,610
953,874
2,284,340
57,251
464,414
1,797,913
15,260
75,625,228

Liabilities
Deposits from customers………………………………………
Borrowings……………………………………………….……
Issued bills………………………………………………..…....
Issued bonds…………………………………………………...
Subordinated liabilities…………………………………...…...
Short positions held for trading………………………………..
Derivatives…………………………………………………….
Current tax liabilities…………………………………………..
Deferred tax liabilities………………………………………....
Other liabilities…………………………………………...........
Total liabilities

41,749,497
13,731,375
3,934,757
1,401,879
1,058,741
370,163
364,692
789
65,658
1,936,693
64,614,243

41,749,497
13,731,375
3,934,757
1,401,879
1,058,741
370,163
364,692
789
65,658
1,936,693
64,614,243

Equity
Share capital……………………………………………......... 1,805,060
Share premium………………………………………............. 2,722,583
Option reserve……………………………………………......
903
Warrants reserve………………………………………….......
207,048
Deficit reduction reserve…………………………………….. 3,103,697
Other reserves………………………………………………...
(21,722)
Restricted retained earnings…………………………….........
254,844
Retained earnings………………………………………......... 2,858,439
Total equity attr. to the shareh. of Kvika banki hf.
10,930,854

28,708
28,708

28,709
28,709

1,805,060
2,722,583
903
207,048
3,103,697
(21,722)
254,844
2,887,148
10,959,563

Non-controlling interest……………………………………...
51,423
Total equity
10,982,276

0
28,709

0
28,709

51,423
11,010,986

Total liabilities and equity

28,709

28,709

75,625,229

75,596,519

Table 28: Reconciliation of Consolidated Statement of Financial Position
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All amounts in ISK ‘000

8
8.1

Corporate Governance and related information
Kvika's Business Strategy

Kvika is a specialised bank focusing on asset management and investment services.
In autumn 2018, all of the employees of Kvika participated in the extensive strategic planning
of the Bank and decided, among other things, to uphold long-term thinking as the guiding
principle of the Bank. This entails Kvika's business strategy being geared towards developing
solid business relationships and long-term results.
The Bank strives to develop and maintain a powerful infrastructure that can be used to generate
income. The return on equity is determined by the decisions that are made in accordance with
the risk appetite, which reflects the profitability targets, since an emphasis is placed on utilising
the equity as efficiently as possible with regard to risk. Decisions regarding the composition of
the balance sheet take into account the best utilisation of equity to generate income but are
restricted by risk appetite and funding at any given time.
An emphasis is placed on Kvika's activities being profitable and the objective of the Bank is to
achieve a return on equity of at least 15%.
Kvika's objective is for dividend payments to amount to a minimum of 25% of profits. However,
dividend payments are subject to assessments of the opportunities offered by reinvesting profits
in the Bank's operations and growth.
Kvika's policy is to have a positive long-term impact on the community, with a particular
emphasis on education. For that reason, the Bank has, among other things, set up two incentive
funds for vocational training students and teachers. Kvika can have a great deal of influence on
the community, particularly in the areas in which it operates, and a special emphasis is therefore
also placed on having a positive impact on the development and functionality of the financial
market.

8.2

Compliance with Corporate Governance

Kvika is obliged to implement recognised guidelines on Corporate Governance under Article 54
of the Act on Financial Undertakings no. 161/2002. Kvika complies with the Guidelines on
Corporate Governance, 5th edition, published in May 2015 by the Chamber of Commerce,
Nasdaq OMX Iceland and the SA Confederation of Icelandic Enterprise (hereafter referred to as
the “Guidelines”) in most respects. Kvika has not appointed a nomination committee. This is the
Bank's only deviation from the Guidelines. The Bank's annual general meeting, held on 14 March
2019, accepted to trust the Board of Directors with the task to assess the benefits and
disadvantages of appointing a nomination committee, consult with shareholders on the matter
and form a proposal if deemed appropriate.
In 2018 the Bank completed a corporate governance assessment process resulting in an award
from the Centre for Corporate Governance in Iceland for exemplary corporate governance in
2018-2019. The award is valid for three years as long as there are no material changes in
ownership or the Board of Directors of the Bank. The Board of Directors intends to have such
an assessment carried out on a regular basis and maintain the aforementioned award.
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A statement on the corporate governance practices of Kvika was reviewed and agreed upon by
the Board of Directors on 28 February 2019. The statement has been incorporated into this
Prospectus by reference and may be accessed on the Issuer's website, under the following link:
https://www.kvika.is/asset/2564/2019-02-28_stjornarhattayfirlysing-kviku-2019.pdf.

8.3

Applicable laws and provisions

Kvika is a financial institution which operates in accordance with the Act on Financial
Undertakings. Acts of law which also apply to the Bank's operations include e.g. the Act on
Securities Transactions and the Act on Public Limited Companies. Kvika is licensed and
regulated by the Financial Supervisory Authority. The regulatory framework for corporate
governance practices within Kvika consists of the law applicable to entities subject to the
supervision of FME as well as other applicable law and regulations, including those imposed by
FME or the Central Bank of Iceland. For more information on FME and a summary of major
laws and regulations governing the operations of the Bank at any given time can be found on
FME website www.fme.is.

8.4

Internal control, risk management and accounting

Kvika's risk policy and risk appetite are regularly reviewed and approved by the Board. The
Board is also responsible for ensuring that an active system of internal controls is in place. The
Board defines the risk factors that the Bank has to address, including their nature and extent.
Furthermore, the Board also defines remedial actions for the risks in question. The
implementation and execution of the internal control rests with the Bank's Managing Directors
along with control units, i.e. Risk management, Compliance and Internal Auditor. The Board
hires an internal auditor. The Board further agrees to an audit plan for each year. The CEO hires
a compliance officer, with the approval of the Board. The reports and findings of the Internal
Auditor and of the Compliance Officer are presented directly to the Board.
The Bank's internal control is built on risk assessment and control measures, which are intended
to minimise the risk that exceeds the approved risk appetite of the Bank. A part of internal control
entails formal working procedures, which the internal supervisory units verify compliance to.
The Board has implemented a risk policy for the Bank, for a focused and effective risk
management and in order to enhance transparency in the Bank's risk taking at management level,
from the Board to the operational units and individuals that directly participate in the daily
operations and decisions involving any risk taking.
The Bank's Finance and accounting division is responsible for preparing the Bank's annual
account in accordance with International Financial Reporting Standards. The account is audited
by the Bank's external auditors, Deloitte.
The CEO reports directly to the Board when verifying the effectiveness of internal control and
Risk Management regarding the annual account. Internal Audit and Risk Management are meant
to prevent any deficiencies in the accounting process.
The Board regularly verifies the effectiveness of internal control and risk management in the
Bank.
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8.5

The Board of Directors

The Issuer's Board of Directors consists of five main members and two alternate members, who
are elected annually, at the annual general meeting. The election term of members of the Board
is therefore until the next annual general meeting. The eligibility of members of the Board shall
be subject to statutory law. In accordance with the Bank's Equality Policy, when electing the
Board of Directors, care is taken to ensure at least 40% representation of each gender among
board members and alternates.
The Board has a diverse background and extensive skills, experience and expertise. The CEO is
appointed by the Board. Regular Board meetings are held on a monthly basis. In 2018 the Board
held 20 meetings with good attendance from the board members.
The Board of Directors constitutes the supreme authority in the affairs of the Company between
shareholders' meetings. The main duties of the Board entail supervising the operations of the
Bank and ensuring that they are continuously in good order. The Board shall also ensure that the
Bank's financial matters, including the financial reporting practices are diligently supervised.
The Board shall make operational plans according to the Bank's purpose as set out in the Articles
of Association and form a policy to achieve set goals. The Board hires the CEO of the Bank and
supervises his work.
The Board has appointed three qualified individuals to each sub-committee of the Board.
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The Board of Directors consists of the following members:
Chairman of the Board of Directors
Name:

Kristín Pétursdóttir

Date of birth:

09.11.1965

Business address:

Hringbraut 59, 220 Hafnarfirði, Iceland

First elected:

March 2018

Experience:

Economist Kristin Pétursdóttir was elected to the Board of
Directors of the Bank in April 2018. Kristín was born in 1965
and graduated with a business degree, (cand. oecon) from the
University of Iceland in 1991 and completed an MBA at the
Norwegian School of Economics in Bergen in 1993. Kristín
was one of the founders of Auður Capital hf. and served as its
CEO from 2007 to 2013 and as chairman of its board from
2013 to 2017 (later Virðing hf.). She was the CEO of Mentor
hf. from 2015 to 2017, the managing director of Treasury at
Kaupthing Bank hf. from 1997 to 2005, and deputy CEO of
Kaupthing Singer & Friedlander Ltd. from 2005 to 2007. From
1993 to 1997, Kristín worked at Statoil ASA, Íslandsbanki hf.
and Skeljungur hf. Kristín has served on the boards of
Ölgerðin Egill Skallagrímsson ehf., Tal, Yggdrasill ehf.,
Kaupthing Singer & Friedlander Ltd., the Icelandic Chamber
of Commerce, Confederation of Icelandic Employers and the
Financial Services Association. Kristín is a shareholder in
Kvika through her private limited company, KP Capital ehf.,
which holds 7,900,000 shares in the Bank, but does not have
interest links with major customers, competitors or big
shareholders in the sense of the 5th issue of the Guidelines of
Corporate Governance published by the Icelandic Chamber of
Commerce, Confederation of Icelandic Employers and
Nasdaq Iceland.

Board memberships, etc.:

Kristín is currently on the board of directors of Kvika (the
Chairman), GRID ehf. (the Chairman) Alheimsauður, AuÐur
1 fagfjárfestasjóður slf. and KP Capital ehf. (also a founder).
Kristín is also an alternate board member of Vísindagarðar
Háskóla Íslands ehf. Furthermore, Kristín is a director of AC
eignarhald hf.
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Past Board memberships, Aside from the abovementioned, Kristín has, during the past
etc.:
five years, sat on the board of directors of Ölgerðin Egill
Skallagrímsson hf., IP-Fjarskipti ehf., Yggdrasill ehf., Lifandi
markaður ehf., Auður Capital hf. (also a founder and
CEO), Virðing, AC eignarhald hf., AC GP3 ehf., Auður
fjárfesting ehf., Auður GP 1 ehf., Auður GP 2 ehf., Auður
Property ehf., Edda slhf., Rekstrarfélag Auðar Capital hf., and
Vinafélag ABC barnahjálpar. Kristín has further, during the
abovementioned period, been the CEO of Mentor ehf.

Deputy Chairman of the Board
Name:

Guðmundur Þórðarson

Date of birth:

10.03.1972

Business address:

Carrer dels Cavallers 41, 08034 Barcelona, Spain

First elected:

March 2017

Experience:

Guðmundur Þórðarson was elected to the Board in March 2017.
He graduated from the University of Iceland with a business
degree, cand. oecon., in 1997. Guðmundur has focused on
managing his own investments since 2007, having previously
worked in the financial sector from 1997. From 1997 to 2000 he
worked in Asset Management at Landsbréf hf. From 2000 to
2003 he worked in Corporate Finance at Íslandsbanki hf. From
2003 to 2007 he worked as Managing Director of Corporate
Finance at Straumur fjárfestingarbanki hf. Guðmundur sits on
the boards of Hedda eignarhaldsfélag ehf., Bergstaðastræti 27
ehf., K2B fjárfestingar ehf. and BBL II ehf. Guðmundur owns
no shares in Kvika but his wife owns a 100% share in K2B
fjárfestingar ehf. which, along with its subsidiary Hedda
eignarhaldsfélag ehf., owns 152,304,455 shares in the Bank.
Furthermore, his wife serves as board member of
Vátryggingafélag Íslands hf. which owns a 5.91% stake in the
Bank. Guðmundur owned and served on the boards of two
companies which became insolvent during the last five years.
The companies in question are AB 190 ehf. and Skel
Investments ehf. AB 190 ehf. is the parent company of Skel
Investments ehf., AB 190 ehf. has been declared bankrupt, but
Skel Investments ehf. is still in bankruptcy proceedings.
Information on this matter was provided to the FME following
Guðmundur’s appointment to the Issuer's Board of Directors,
along with other relevant information. The FME considered him
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qualified to sit on the board of directors of the Issuer.
Guðmundur is a person of interest13 in connection with a police
investigation, initiated at the beginning of June 2018, due to the
sale of Skeljungur hf. in 2013.
Board membership, etc.

Guðmundur is currently on the board of directors of Kvika,
Hedda eignarhaldsfélag ehf. (Chairman of the Board), BBL II
ehf. (Chairman of the Board), Bergstaðastræti 27 ehf. and an
alternate board member of K2B fjárfestingar ehf.

Past Board memberships, etc.

Aside from the abovementioned, Guðmundur has, during the
past five years, sat on the board of directors of AB 190 ehf., Skel
Investments ehf., PG Holding ehf., BG Partners Invest ehf., Igló
ehf. and Vátryggingarfélag Íslands hf.

Board member
Name:

Inga Björg Hjaltadóttir

Date of birth:

10.02.1970

Business address:

Suðurlandsbraut 4, 108 Reykjavík, Iceland and Borgartún 25,
105 Reykjavík, Iceland.

First elected:

April 2013

Experience:

Inga Björg Hjaltadóttir was elected to the Board in April 2013.
She is a member of Kvika's audit and remuneration committees.
She graduated from the University of Iceland in 1995 with a law
degree and is a licensed attorney. Inga is one of the founders of
the consulting firm Attentus Human Resources where she is a
partner, CEO and has worked there since 2007, while also
working as an attorney and partner at Reykjavik Law Firm from
2016. Inga was a partner and attorney at Acta Law Firm between
2006 and 2016 and from 2003 to 2006, she was an attorney at
DP Lögmenn. She served as a Department Manager at the
transportation company Eimskipafélag Íslands hf. from 1999 to
2003. From 1996 to 1999 she was a lawyer and later Deputy
Head of Human Resources for the City of Reykjavik. She also
serves as a judge on the Labour Court, appointed by the Minister
of Finance, and heads the Remuneration Committee of the City
of Reykjavík. Inga does not own shares in Kvika and is an
independent Board member in accordance with the Guidelines
on Corporate Governance, 5th edition, published in May 2015

13

Icelandic: hefur stöðu sakbornings.
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by the Iceland Chamber of Commerce, Nasdaq Iceland and SA
Confederation of Icelandic Enterprise.
Board memberships, etc.:

Inga Björg is currently on the boards of directors of Kvika and
Attentus mannauður og ráðgjöf ehf.

Past board memberships, etc.: Inga has previously served on the boards of Carbon Recycling
International CRI hf., Límtré Vírnet hf., E-Farice ehf. and
eignarhaldsfélagið Smellinn hf. She was a member of the Audit
Committee of the City of Reykjavik, Reykjavík Energy, Strætó
bs., Malbikunarstöðin Höfði hf., Faxaports, Sorpa bs.,
Félagsbústaðir hf. and the Reykjavík Fire Department.
Board member
Name:

Guðjón Karl Reynisson

Date of birth:

13.11.1963

Business address:

94 Rusthall Avenue, W41BS, London, United Kingdom

First elected:

March 2018

Experience:

Guðjón was elected to the board of directors of the Bank in
March 2018. He was born in 1963. He is currently an
independent active investor and non-executive board member.
Between 2008 and 2017, he served as CEO of Hamleys of
London. His job entailed shaping and implementing the
company’s policy which aimed to expand it from a single store
into an international retail chain. Guðjón led the sale of the
company between 2011 and 2012 and again in 2015 to 2016.
From 2003 to 2007, he served as managing director of the 1011 convenience store chain. His job entailed changing the brand
from a neighbourhood grocery store into a modern convenience
store. From 1998 to 2003, he was the managing director of the
sales division of Tal. There he shaped the sales policy of the
company in the retail and corporate markets, established stores
in the capital area and participated in developing a network of
sales agents around the country, in addition to sitting on the
executive board of the company. Guðjón graduated with an
MBA from the University of Iceland in 2002, completed studies
in management and business at the University of Iceland
Continuing Education Institute in 1999 and graduated with a
Sports Teacher’s diploma for primary and secondary schools at
the Sports Teachers’ Training College of Iceland in 1986.
Guðjón has been on the board of directors of Festi hf. since
2014. He holds 10,410,789 shares in Kvika through his private
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limited company, Hakk ehf., but does not have interest links
with major customers, competitors or big shareholders in the
sense of the 5th issue of the Guidelines of Corporate
Governance published in May 2015 by the Icelandic Chamber
of Commerce, Nasdaq Iceland and SA Confederation of
Icelandic Enterprise.
Board memberships, etc.:

Guðjón is currently on the board of directors of Kvika, Festi
since 2018 and Securitas hf. since 2018. Guðjón is also the
Chairman of the board of Hakk ehf., his private limited
company.

Past Board memberships, etc.: Aside from the abovementioned, Guðjón has, during the past
five years, sat on the board of directors of Festi from 2014-2018.
This company merged with N1 hf. and formed a new group, also
called Festi, of which Gudjon is currently a board member. He
was the CEO and a board member of Hamleys of London
between 2008-2017.
Board member
Name:

Hrönn Sveinsdóttir

Date of birth:

23.03.1967

Business address:

Suðurlandsbraut 8, 108 Reykjavík, Iceland

First elected:

March 2017

Experience:

Hrönn Sveinsdóttir was elected to the Board in March 2017. She
graduated from the University of Iceland with a business degree,
cand. oecon in accounting and finance in 1992. Hrönn joined
Sýn hf. in 2005 and serves as Chief financial and operating
officer. Before joining Sýn hf., Hrönn worked for Toyota
Iceland (P. Samúelsson hf.) from 1992, starting as Head of
Finance and Accounting before taking on the role of Chief
financial and operating officer in 1999. Hrönn has served on the
boards of various firms such as Almenni lífeyrissjóðurinn,
Húsasmiðjan hf., Farice ehf. and P/F Kall in the Faroe Islands
and P. Samúelsson hf. Hrönn owns an insignificant number of
shares in Kvika and is an independent Board member in
accordance with the Guidelines on Corporate Governance, 5th
edition, published in May 2015 by the Iceland Chamber of
Commerce, Nasdaq Iceland and SA Confederation of Icelandic
Enterprise.

Board memberships, etc.:

Hrönn is currently on the board of directors of Kvika.
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Past Board memberships, etc.: Aside from the abovementioned, Hrönn has, during the past five
years, sat on the board of directors of Almenni lífeyrissjóðurinn.
Alternate member
Name:

Kristín Guðmundsdóttir

Date of birth:

27.08.1953

Business address:

Unnargrund 31, 210 Garðabæ

First elected:

December 2015

Experience:

Kristín Guðmundsdóttir was elected to the Board in December
2017. She graduated with a business degree, cand. oecon., from
the University of Iceland. Kristín is managing director of KG
slf. Kristín was the CEO of Skipti hf. in 2011 and before that,
from 2003 to 2010, she was the Chief Financial Officer of
Síminn hf. and Skipti hf. and the Chief Financial Officer of
Grandi hf. from 1994 to 2002. Kristín also worked as a Director
at Íslandsbanki and Iðnaðarbanki Íslands for a number of years.
She has served on the board of Festi hf. (N1 hf.) from 2011,
Farice ehf. from 2013, Golf Union of Iceland from 2013 and
RVK Studios ehf. from 2015. Kristín has been a member of the
Investment Council at Eyrir sproti slhf. from 2014. Kristín
served on the Board of Kvika hf. from 2015 – 2016 and was an
alternate board member from 2016 to 2017. Kristín sat on the
Board of Straumur fjárfestingabanki from 2013 to 2015 and
served as Vice Chairman from 2013 to 2014. She was Chairman
of the board of Sparisjóður Vestmannaeyja from 2011 to 2013
and served on the board of Míla ehf. from 2007 to 2011 and
served as Chairman of the board in 2011. Kristin served on the
board of Síminn hf. from 2007 to 2011. Furthermore, Kristín has
previously served on the boards of Skjá miðlar ehf.,
Fasteignafélagið Jörfi ehf., the Reykjavik Maritime Museum,
Farsímagreiðslur ehf., Straumur hf., the Iceland Chamber of
Commerce, Nasdaq verðbréfamiðstöð hf. and Lífeyrissjóður
verkstjóra. A company owned by Kristín, KG slf., holds an
insignificant number of shares in Kvika. Kristín is an
independent Board member in accordance with the Guidelines
on Corporate Governance, 5th edition, published in May 2015
by the Iceland Chamber of Commerce, Nasdaq Iceland and SA
Confederation of Icelandic Enterprise.

Board memberships, etc.:

Kristín is currently on the board of directors of Festi hf., Farice
ehf, RVK studios ehf., Golf Union of Iceland (GSÍ), Investment
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Council at Eyrir sproti slhf., Minningarsjóður Örvars
Arnarsonar, KG slf. (also a chief executive officer), and
1Xeignir slf. Further, Kristín is an alternate board member of
Kvika.
Past board memberships, etc.: Aside from the abovementioned, Kristín has, during the past
five years, sat on the board of directors of Straumur Investment
bank hf. and been an alternate board member of Kvika banki hf.
and on the senior management of SagaMedica ehf.
Alternate member
Name:

Albert Þór Jónsson

Date of birth:

18.05.1962

Business address:

Hlíðarhvammur 8, 200 Kópavogur, Iceland

First elected:

March 2019

Experience:

Albert Þór Jónsson was elected to the Board in March 2019. He
works independently in finance. Albert Þór was born in 1962
and graduated with business degree, cand. oecon from the
University of Iceland in 1986 and MCF (Master of Corporate
Finance) from the University of Reykjavík in 2014. Albert is a
Certified Stock Broker and Certified Real Estate Broker. Albert
Þór has worked independently in finance from 2008. Albert Þór
was Managing Director of FL Group – Investment Company
from 2005 to 2007. Albert was CIO of the State Pension Fund
of Iceland from 2001 to 2005. From 1990 to 2001, Albert was
Head of Brokerage at Fjárvangur hf. Albert worked at Landsbréf
hf. from 1990 to 1998, in Trading and Corporate Finance. Albert
worked at Glitnir – Leasing Company from 1986 to 1990.
He has served as Vice Chairman of the Board of Reginn hf., real
estate company from 2015. Albert Þór does not own shares in
Kvika and is an independent board member in accordance with
the Guidelines on Corporate Governance, 5th edition, published
in May 2015 by the Iceland Chamber of Commerce, Nasdaq
Iceland and SA Confederation of Icelandic Enterprise.

Board memberships, etc.:

Albert Þór is currently on the board of directors Reginn hf. (a
Vice Chairman), a real estate company, and a member of its
audit committee.

Past board memberships, etc.

Aside from the abovementioned, Albert Þór has, during the past
five years, sat on the board of directors of Gneis ehf.
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8.5.1 Declarations by the members of the Board of Directors
During the last five years preceding the date of this Registration Document, none of the members
of the Board of Directors have, unless otherwise stated in this chapter 8.5 The Board of Directors,
been:
•
•

•

convicted in relation to fraudulent offence;
subject to any official public incrimination and/or sanctions by any statutory or
regulatory authorities (including designated professional bodies) or ever been
disqualified by a court from acting as a member of the administrative, management or
supervisory bodies of a company or from acting in the management or conduct of the
affairs of any company; or
associated with companies, in their capacity as a founder, a partner with unlimited
liability, in the case of a limited partnership with a share capital, a director or a senior
manager, that have gone into bankruptcy, receivership or liquidation.

There are no family relationships between any of the members of the Board or members of the
Executive Management.

8.6

Communications between the shareholders and the Board

Information is provided to shareholders on an equal basis and is mainly limited to shareholders'
meetings or delivery of uniform information to all shareholders simultaneously. News from the
Bank's operations are routinely published on the Bank's website and press releases are sent out
as necessary when newsworthy events take place. Inside information is published simultaneously
to all market participants in accordance with Icelandic law through GlobeNewswire. A thorough
presentation of the Bank's operations takes place at the annual general meeting of the Bank and
information on all aspects of the Bank operations are published in the CFSs.

8.7

Sub-Committees of the Board of Directors

According to the Issuer's Articles of Association, dated 17 April 2019, the Board shall appoint a
Risk Committee, an Audit Committee and a Remuneration Committee for the Company no later
than one month after the Company's annual general meeting. The Board shall appoint at least
three individuals for membership of each committee, thereof at least two Board members. It is
not permitted to appoint employees of the Company to any committee. Members shall have the
necessary experience and knowledge for each committee's tasks according to applicable laws
and rules. All sub-committees have incorporated procedural rules that shall be confirmed by the
Board.

8.7.1

Risk Committee

The Risk Committee of the Bank is intended to perform a consultative and supervisory role for
the Bank's Board of Directors, including for the formation of the Bank’s risk policy and risk
appetite. The Risk Committee supervises the arrangement and activity of risk management,
credit risk, market risk, liquidity risk, operational risk, reputational risk and other risk as
applicable.
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The purpose of the Risk Committee is to serve in accordance with Icelandic law and rules and
good corporate governance. The Risk Committee is appointed by the Board of Directors in
accordance with article 78 of the Act on Financial Undertakings. The committee is composed of
two members of the Board and one alternate member of the Board, i.e. Kristín Guðmundsdóttir,
who is the chairman of the committee, Guðmundur Þórðarson and Kristín Pétursdóttir.

8.7.2

Audit Committee

The Audit Committee of the Bank is intended to perform a consultative and supervisory role for
the Bank’s Board of Directors, including to ensure the quality of the annual accounts and other
financial information of the Bank and the independence of the Bank's audit. The Audit
Committee monitors the work process for the preparation of financial statements, the functioning
of internal controls as well as internal and external auditing.
The purpose of the Audit Committee is to operate according to Icelandic law and rules and good
corporate governance. The Audit Committee is appointed by the Board of Directors in
accordance with chapter IX. A of the Act no. 3/2006 on Annual Accounts. The committee is
composed of two members of the Board and one alternate member of the Board, i.e. Kristín
Guðmundsdóttir, who is the chairman of the committee, Hrönn Sveinsdóttir and Inga Björg
Hjaltadóttir.

8.7.3

Remuneration Committee

The Remuneration Committee of the Bank is intended to perform a consultative and supervisory
role for the Bank's Board of Directors in connection with the Bank's remuneration and to ensure
they support the objectives and interests of the Bank.
The purpose of the Remuneration Committee is to operate in accordance with Icelandic law and
rules and good corporate governance. The Remuneration Committee is appointed by the Board
of Directors in accordance with the Guidelines on Corporate Governance, cf. also Paragraph 7
Article 54 of the Act on Financial Undertakings. The Remuneration Committee is composed of
three members of the Board, i.e. Guðjón Reynisson, who is the chairman of the committee, Inga
Björg Hjaltadóttir and Kristín Pétursdóttir.

8.8

Committees established by the CEO

The CEO of the Issuer is responsible for the effective implementation of the risk policy through
the corporate governance structure and committees. In that respect, the CEO has established
three committees which are responsible for developing and monitoring risk management policies
in their specified areas.

8.8.1

Asset and Liability Committee (ALCO)

ALCO supervises the management of the Bank's balance sheet, assets and liabilities, and strives
to achieve the goals of profitability. This involves determining the most efficient division
between returns and risk and allocating funds to the Bank's business units. The committee sets
measurable profitability goals and strives to achieve them. The committee is composed of the
CEO, Deputy CEO, the Director of Finance and Operations, the Head of Treasury and the Head
of Risk Management. The deputy Head of Treasury attends committee meetings as an impartial
observer and does not participate in the decision-making on individual decisions. However, the
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deputy Head of Treasury has the right to speak at committee meetings and has right to put
forward motions.

8.8.2

Credit Committee

The Credit Committee addresses matters regarding the Bank's loan activities and is responsible
for and makes decisions on the investments and sale of unlisted securities, and as regards other
divisions than Treasury and Proprietary Trading, the investment and sale of unit share certificates
in funds for collective investment. The committee is responsible for the approval of larger loans
and is the primary forum for the discussion of the Bank's credit rules, including credit limits for
relevant divisions of the Bank. The committee is composed of the CEO, deputy CEO, the
Managing Director of Corporate Banking, Managing Director of Finance and Operations and the
General Counsel. The Head of Risk Management attends committee meetings as an impartial
person and does not participate in decision-making on individual lending or investments. The
Head of Risk Management is authorised to speak at meetings and has a power to veto.

8.8.3

Operations Committee

The Operations Committee is responsible for supervision and implementation of the Bank's
security and quality policies. The security policy mainly addresses data security and operational
security in IT systems, physical security for the personnel and proper access controls and
monitoring the Bank's premises. The quality policy is aimed at upholding proper quality in work
processes, IT systems and services to support performance and profitability, lower operational
risk and increase the customer experience. The committee is composed of the Head of Business
operations and strategic management, the Managing Director of Finance and Operations, the
Head of Risk Management, the Head of Back Office and the Head of the IT department. The
internal auditor, the Compliance Officer and the Office Manager attend committee meetings as
observers.
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8.9

Executive Management

The Executive Management comprises the CEO, deputy CEO and six managing directors.
CEO
Name:

Ármann Þorvaldsson

Date of birth:

15.12.1968

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Ármann Þorvaldsson joined Kvika as CEO in June 2017. He has
worked in the financial markets for over twenty years. From
1997 until 2005, he was Head of Corporate Finance at
Kaupthing and, from 2005 to 2008, he was CEO of Kaupthing
Singer & Friedlander in London. He then went on to work at
Ortus Secured Finance in London until 2015 when he joined
Virding. He was the head of Virding's Corporate Finance
division before joining Kvika. Ármann has an MBA degree
from Boston University and a BA degree in history from the
University of Iceland. Ármann owned a private limited
company, named Ármann Þorvaldsson ehf., that was declared
bankrupt in February 2011. The company held shares in
Kaupþing banki hf. The liquidation of the company was
concluded in December 2018. Ármann owns 2,082,158 shares
in Kvika.

Board memberships, etc.:

Ármann is currently a board member of Kvika Securities
Limited, BBL III ehf., the Icelandic Financial Services
Association (SFF), the Iceland Chamber of Commerce and an
alternate board member and Managing Director of BMA ehf.

Past Board memberships, etc.: Aside from the abovementioned, Ármann has, during the past
five years, sat on the board of directors of Ortus Secured
Finance Limited (also a Managing Director), OSF (Lux) I
S.a.r.l., Marinvest ehf., BF útgáfa ehf., Jöká ehf., Reykjavik IO
ehf., BBL VIII ehf., BK eignir ehf., Risk ehf. and has been an
alternate board member of Leto ehf. and Tryggingamiðstöðin
hf.
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Deputy CEO
Name:

Marinó Örn Tryggvason

Date of birth:

25.05.1978

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Marinó Örn Tryggvason joined Kvika as Deputy CEO in
August 2017. Prior to joining Kvika, Marinó worked at
Kaupthing Banki from 2002 to 2008. At Kaupthing Marino was
Head of Institutional Asset Management from 2007. From 2008
to 2017 Marino worked at Arion banki hf. Marinó served as
Deputy Managing Director of Asset Management at Arion
banki hf. from 2014 until 2017 and as Head of Asset
Management of Institutional Asset Management from 2008
until 2017. Marinó sat on the Board of Vörður Tryggingar from
2016 to 2017. Marinó holds a B.Sc. business degree from the
University of Iceland and is a certified securities broker. Marinó
does not own shares in Kvika

Board memberships, etc.:

Not applicable.

Past board memberships, etc.: Aside from the abovementioned, Marinó has, during the past
five years, sat on the board of Vörður Tryggingar hf. and
Jarðvarmi slhf.

Managing Director of Finance and Operations
Name:

Magnús Ingi Einarsson

Date of birth:

14.12.1981

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Magnús Ingi Einarsson has over ten years' experience in the
financial markets. He joined Risk Management at Kvika (then
Straumur-Burdaras) in July 2006 and headed the Bank's credit
risk division from 2009. He was Head of Risk Management and
later Head of Treasury at Straumur Investment Bank from the
bank's establishment until the end of 2014. Since that time, he
has served as Managing Director of Finance and Operations. He
holds a B.Sc. degree in Mechanical Engineering from the
University of Iceland and an M.Sc. degree in Mechanical
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Engineering from Virginia Tech. Magnús Ingi owns 187,418
shares in the Bank.
Board memberships, etc.:

Magnús is currently on the board of directors of Kortaþjónustan
hf. and Hokies ehf.

Past Board memberships, etc.: Aside from the abovementioned, Magnús has, during the past
five years, sat on the board of Íslensk Verðbréf hf. and Current
holding ehf.
General Counsel
Name:

Lilja Jensen

Date of birth:

17.09.1982

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Lilja Jensen has worked for Kvika and its predecessor since
2012 and as General Counsel since 2015. Prior to that, Lilja
worked for LOGOS legal services, intermittently from 2008 to
2012 along with law studies and following graduation. Prior to
legal work, Lilja worked as a nurse at the National University
Hospital of Iceland and Eir nursing home. Lilja holds a BSc
degree in nursing from the University of Iceland, BA and ML
degree in law from Reykjavik University and is licensed to
plead cases before the district courts of Iceland. Lilja does not
own shares in Kvika.

Board memberships, etc.:

Lilja is currently a board member of Edda slhf. and an alternate
board member of Men ehf. and Kortaþjónustan hf. Additionally,
Lilja sits on the board of directors of a few of the Issuer's
subsidiaries.

Past Board memberships, etc.: Aside from the abovementioned, Lilja has, during the past five
years, sat on the board of directors of several of the Issuer's
subsidiaries.

Managing Director of Capital Markets
Name:

Bjarni Eyvinds Þrastarson

Date of birth:

02.09.1979

Business address:

Borgartúni 25, 105 Reykjavík, Iceland
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Experience:

Bjarni Eyvinds joined Kvika (formerly MP banki) in July 2009,
after serving as Senior Vice President of Equity sales in
Straumur Investment Bank from 2007 to 2009. Prior to joining
Kvika, he worked for Reykjavik Savings Bank, MP banki,
Islandsbanki, and Straumur Investment Bank. He graduated
from the George Washington University with a BBA degree in
2002 and is a certified securities broker. Bjarni does not own
shares in the Bank.

Board memberships, etc.:

Bjarni is currently the chairman of the board of Þvottavík ehf.
(also a director) and Ukulele ehf.

Past board memberships, etc.: Not Applicable.

Managing Director of Corporate Banking
Name:

Ásgeir Helgi Reykfjörð Gylfason

Date of birth:

22.01.1982

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Ásgeir H. Reykfjörð joined Kvika (formerly MP banki) as
General Counsel in October 2012. Since the merger of MP banki
and Straumur, he has served as the Managing Director of
Corporate Banking. In 2015, Ásgeir was appointed by the
Minister of Finance and Economic Affairs to the Task Force on
the Liberalization of Capital Controls. He previously worked as
an attorney at LOGOS Legal Services in Reykjavík and London
from 2009 to 2012 and for Straumur Investment Bank from
2004 to 2009. Ásgeir was on the faculty of the Reykjavik
University School of Law from 2009 to 2017. Ásgeir has been
a member of the Board of FÍ fasteignafélag slhf. since 2014. He
holds a BA and ML degree in law from Reykjavík University
and is an attorney. Ásgeir does not own shares in Kvika.

Board membership etc.:

Ásgeir currently sits on the board of directors of BBL VII ehf.
and Reykfjörð ehf. (also the managing director), EFAV ehf. (the
Chairman), FÍ Fasteignafélag GP ehf., FÍ Fasteignafélag slhf.,
Gamli Byr, Gamli Byr eignarhaldsfélag ehf., Bæjarsker ehf.
(alternate board member) and Horn Florida Limited (a
subsidiary of Kvika which is in voluntary liquidation).
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Past Board memberships, etc.: Aside from the abovementioned, Ásgeir has, during the past five
years, sat on the board of directors of several of the Issuer 's
subsidiaries.

Managing Director of Corporate Finance
Name:

Baldur Stefánsson

Date of birth:

02.04.1971

Business address:

Borgartúni 25, 105 Reykjavík, Iceland

Experience:

Baldur Stefánsson joined Kvika in September 2017. He has over
20 years of experience in private equity and investment banking
both in Iceland and internationally. Baldur joined Kvika through
the acquisition of the Scandinavian investment bank Beringer
Finance's Icelandic operations where Baldur was the Managing
Director. Before joining Beringer Finance, Baldur was cofounder and Managing Partner at the financial service firm
Arctica Finance for eight years and, prior to that, Senior
Director at Landsbanki's International Investment Banking arm
for five years. Baldur has led many complex cross-border and
local Corporate Finance equity- and debt capital markets
transactions in various sectors. Baldur studied economics and
political science at the University of Iceland between 1992 and
1994 and graduated with an MBA degree from IESE in
Barcelona in 2004. Baldur owns 2,082,157 shares in Kvika.

Board memberships, etc.:

Baldur is currently a board director of Knattspyrnudeild KR,
K.R.- sport hf. and Trilemma ehf.

Past Board memberships, etc.: Aside from the abovementioned, Baldur has, during the past five
years, sat on the board of directors of Sumardalur ehf. (also a
managing director) and Leikhúsið Skámáni and been a
managing director of Beringer Finance ehf., and a partner of
Artica Finance hf.
Managing Director of Asset Management
Name:

Hannes Frímann Hrólfsson

Date of birth:

26.06.1976

Business address:

Borgartúni 25, 105 Reykjavík, Iceland
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Experience:

Hannes Frímann Hrólfsson has over twenty years' experience in
the financial markets. He joined Kvika as Managing Director of
Asset Management in October 2017 through the acquisition of
Virðing where Hannes was the CEO. Virðing and Auður Capital
merged in 2014 and, at that time, Hannes was the CEO of Auður
Capital. Previously Hannes served as Managing Director and
co-founder at Tindar verðbréf. He has worked at Arion banki hf.
and Kaupþing hf. as Vice Managing Director of Treasury and
Capital Markets. Hannes is a certified securities broker and
holds a cand.oecon business degree from the University of
Iceland and ACI Dealing Certificate in Foreign Exchange and
Derivatives.

Board memberships, etc.:

Hannes is currently Chairman of the board in FÍ fasteignafélag
slhf., FREYJA framtakssjóður slhf. and Edda slhf. He is also
board member in AuÐur 1 fagfjárfestasjóður slf.,
Verzlunarskóli Íslands ses. and Ofanleiti 1 ehf. He is also a
board member in FK ehf., HFH ehf. and Shanti ehf.

Past Board memberships, etc.: Aside from the abovementioned, Hannes has, during the past
five years, sat on the board of directors of Eignarhaldsfélagið
Tindar ehf., Íslenska gámafélagið ehf., BB28 slhf., BB27 ehf.,
Laugastígur ehf., Fiskistígur ehf., Hverfisstígur ehf., Sunnubær
ehf., Garðargerði ehf., Holtsstígur ehf. and the Icelandic
Financial Services Association (SFF).

8.9.1

Declarations by the members of the Executive Management

During the last five years preceding the date of this Registration Document, none of the members
of the Executive Management have, unless otherwise stated in this chapter 8.9 Executive
Management, been:
•
•

•

convicted in relation to fraudulent offence;
subject to any official public incrimination and/or sanctions by any statutory or
regulatory authorities (including designated professional bodies) or ever been
disqualified by a court from acting as a member of the administrative, management or
supervisory bodies of a company or from acting in the management or conduct of the
affairs of any company; or
associated with companies, in their capacity as a founder, a partner with unlimited
liability, in the case of a limited partnership with a share capital, a director or a senior
manager, that have gone into bankruptcy, receivership or liquidation.

There are no family relationships between any of the members of the Board or members of the
Executive Management of the Company.
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8.10 Auditors
Pursuant to article 6.1 of the Articles of Association, an auditing firm shall be elected for a term
of at least one year and no longer than 10 years at the annual general meeting of the Company.
The Company's audit firm is Deloitte ehf., reg. no. 521098-2449, Smáratorgi 3, 201 Kópavogi.
Kvika's auditors are Pálína Árnadóttir, State Authorised Public Accountant and member of the
Institute of State Authorised Public Accountants in Iceland and Guðmundur Ingólfsson, State
Authorised Public Accountant and member of the Institute of State Authorised Public
Accountants in Iceland.
Deloitte ehf. has been the Company's audit firm since it was elected its audit firm, at the
Company's shareholders' meeting in March 2016.

9
9.1

Shareholders and Share Capital
Share Capital

The Bank's issued share capital amounted to ISK 1,844,996,308 as at 31 December 2018. At the
end of the year the Bank held treasury shares with a nominal value of ISK 0 (2017: ISK 10
million). The Bank's share capital was increased by a nominal value of ISK 30 million during
2018.
The nominal value of shares issued by the Bank is ISK 1 per share or a multiple thereof. All
currently issued shares have a nominal value of ISK 1 per share and are fully paid. The holders
of shares are entitled to receive dividends as approved by the annual general meeting and are
entitled to one vote per nominal value of ISK 1 at shareholders' meetings.

9.2

Warrants

The Bank has issued warrants for shares in the total nominal amount of ISK 733,986,138. The
number of owners of these warrants is 123 as of the date of the Prospectus and they purchased
the warrants for a total consideration of ISK 245,951,259.The purchase price of the warrants was
determined using market standard methodology and a valuation from an independent appraiser
as applicable. Should the owners of the warrants exercise their warrants, the Bank is obliged to
issue new shares and sell to the warrant owners at a predefined price, usually referred to as strike
price. If all the warrants would be exercised, the Bank's share capital would increase to
2,578,982,446, and the newly issued shares would represent 28.5% of the Bank's total issued
capital, post dilution. The maximum nominal amount of warrants issued to a single counterparty
is ISK 29,478,678 which reflects 1.6% of total issued capital, post dilution.

Below is a summary of outstanding warrants issued by the Bank:
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Issue date
October 2016
September 2017
September 2017
September 2017
December 2017
December 2017
December 2017
May 2018
May 2018
May 2018
April 2019
April 2019

Nominal
amount
58,486,138
201,333,333
201,333,333
201,333,333
7,333,333
7,333,333
7,333,333
1,166,667
1,166,667
1,166,667
23,000,000
23,000,000
733,986,138

Purchase
price of
warrants
11,793,759
60,601,333
60,601,333
60,601,333
2,471,333
2,471,333
2,471,333
505,167
505,167
505,167
21,712,000
21,712,000
245,951,259

Annual
increase of
strike price
5.0%
7.5%
7.5%
7.5%
7.5%
7.5%
7.5%
7.5%
7.5%
7.5%
7,5%
7,5%

Strike price at
expiry date
Exercise period
4.45
Until October 2019
6.91 Sept. 2019 - Sept. 2020
7.98 Sept. 2020 - Sept. 2022
7.98 Sept. 2021 - Sept. 2022
7.83 Dec. 2019 - Dec. 2020
9.04 Dec. 2020 - Dec. 2022
9.04 Dec. 2021 - Dec. 2022
9.52 Dec. 2019 - Dec. 2020
11.01 Dec. 2020 - Dec. 2022
11.01 Dec. 2021 - Dec. 2022
15,36 Dec. 2020 - Dec. 2022
15,36 Dec. 2021 - Dec. 2022

Table 32: Summary of outstanding warrants issued by the Bank

Furthermore, below is a more detailed description of the warrants.
In October 2016 the Bank issued warrants for ISK 130,000,000 in nominal value, the warrants
are valid for 36 months from the date of issue. The subscription rate for each new share on
exercise of the warrants shall be equal to 3.84 per share with a 5% annual increase. The holders
of the remaining warrants issued in October 2016 are authorised to subscribe for ISK 58,486,138
in nominal value.
In 2017 and during 1H 2018 the Bank issued warrants for ISK 629,500,000 in nominal value.
The warrants issued in 2017 are valid for five years from the date of issue and the warrants issued
in 2018 are valid until 18 December 2022. The holders of the warrants issued in 2017 can
exercise them as follows: (1) to a third (1/3) of the subscription shares in the period from when
two years have elapsed from the issue of the warrants until three years have elapsed from the
issue of the warrants, (2) to a third (1/3) of the subscription shares in the period from when three
years have elapsed from the issue of the warrants until five years have elapsed from the issue of
the warrants, and (3) to a third (1/3) of the subscription shares in the period from when four years
have elapsed from the issue of the warrants until five years have elapsed from the issue of the
warrants. The holders of the warrants issued in 2018 can exercise them as follows: (1) to a third
(1/3) of the subscription shares in the period from 18 December 2019 until 18 December 2020,
(2) to a third (1/3) of the subscription shares in the period from 18 December 2020 until 18
December 2022, and (3) to a third (1/3) of the subscription shares in the period from 18
December 2021 until 18 December 2022. The subscription rate for each new share on exercise
of the warrants shall be 5.56 with a 7.5% annual increase for 604,000,000 in nominal value
issued in September 2017, 6.30 with a 7.5% annual increase for 22,000,000 in nominal value
issued in December 2017 and 7.90 with a 7.5% annual increase for 3,500,000 in nominal value
issued in May 2018.
Based on the Board's decision, on 17 April 2019, warrants were issued and sold pursuant
temporary provision II of the Articles of Association for ISK 46,000,000 nominal value, each
krona thereof gives the right to subscribe for one new share in the Company. Each share has the
nominal value of 1 ISK.
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The warrants are valid until 18 December 2022. A warrant holder's right to exercise the warrants
is effective as follows: (1) to a half (1/2) of the subscription shares in the period from 18
December 2020 until 18 December 2022 and (2) to a half (1/2) of the subscription shares in the
period from 18 December 2021 until 18 December 2022. Either subscription period may,
however, be extended if the existence of inside information on the final day of the relevant
subscription period has prevented the warrant holder from exercising the warrant.
The warrants may be sold or pledged provided that the Company's Board of Directors is notified
thereof in writing. The subscription rate for each new share on exercise of warrants shall be
11.78*(1 + 7,5/100)t, where t represents the time elapsed from the issue of the warrants
(calculated by dividing the number of days assuming each month has 30 days with 360 days)
The warrant holder shall pay the exercise price for the shares on the basis of the warrants in
accordance with the decision of the Board of Directors to issue new share capital. Coverage on
the warrants and their terms can also be found in the Bank's Articles of Association.

9.3

Shareholders

The Bank had 733 shareholders at year‐end 2018 (2017:118), none of which held more than 10%
of shares in the Bank (2017:1). Pursuant to the Act on Financial Undertakings, the Bank is
obliged to specify on its website the names and proportional holdings of all parties, and beneficial
owners, owning more than 1% of share capital or guarantee capital in the Bank at any given
time.
Table 33: Shareholders below shows shareholders owning 1% or more of the Bank's shares as
of 9 May 2019:
Shareholder
Lífeyrissjóður verslunarmanna
K2B fjárfestingar ehf.
Vátryggingafélag Íslands hf.
Arion banki hf.
Íslandsbanki hf.
Lífsverk lífeyrissjóður
Landsbankinn hf.
RES II ehf.
Almenni lífeyrissjóðurinn
Sindrandi ehf.
Birta lífeyrissjóður
Titania ehf.
MK 4 ehf.
Landsbréf - Úrvalsbréf
P 126 ehf.
Eignarhaldsfélagið VGJ ehf.
Frjálsi lífeyrissjóðurinn
Miðeind ehf.
Lífeyrissj. starfsm.rík. A-deild
Hofgarðar ehf.
Stekkur fjárfestingarfélag ehf
Mízar ehf.
Festa - lífeyrissjóður
Akta Stokkur
Others <1%

Registration
number
4302694459
6812093360
6906892009
5810080150
4910080160
4302694299
4710080280
4704170560
4502902549
6610132220
4302690389
4404120680
5902081400
6708989549
7110112770
4803022650
6009780129
5912131480
5501973409
4103042360
5406101340
4104110670
5711710239
6403179810

Table 33: Shareholders
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Number of shares

%

175,077,668
142,089,450
109,000,000
104,028,356
85,437,730
69,208,617
66,500,308
55,347,788
41,159,928
35,757,816
33,686,585
33,044,951
31,000,433
30,696,000
29,421,326
26,688,978
26,370,959
25,040,000
22,940,000
20,765,000
20,628,875
20,000,000
19,600,500
19,486,375

9.49%
7.70%
5,91%
5.64%
4.63%
3.75%
3.60%
3.00%
2.23%
1.94%
1.83%
1.79%
1.68%
1.66%
1.59%
1.45%
1.43%
1.36%
1.24%
1.13%
1.12%
1.08%
1.06%
1.06%
32.63%

To the extent known to the Issuer, Kvika is not directly or indirectly owned or controlled by
parties other than listed shareholders.

10 Documents on Display
For 12 months from the date of the publication of the Prospectus, the following documents are
available for viewing at the registered office of the Company, and/or electronically on the
Company's website, www.kvika.is:
•
•
•
•
•
•

The Securities Note and the Registration Document, dated 10 May 2019
The Company's Articles of Association
The Company's Constitutional Documents
The Company's Audited consolidated financial statements for the year-ended 31
December 2017
The Company's Audited consolidated financial statements for the year-ended 31
December 2018
Issue description of the bills in the series KVB 19 0919

10.1 Information incorporated by reference
The Articles of Association are incorporated in the Prospectus by reference and may be accessed
on the Company’s website, under the following link:
https://www.kvika.is/asset/2608/samthykktir-kviku-17.4.2019.pdf
The 2017 CFS is incorporated in the Prospectus by reference and may be accessed on the
Company's website, under the following link:
https://www.kvika.is/asset/2436/kvika-consolidated-financial-statements-31.12.2017.pdf
The 2018 CFS is incorporated in the Prospectus by reference and may be accessed on the
Company's website, under the following link:
https://www.kvika.is/asset/2556/kvika-consolidated-financial-statements-31.12.2018.pdf
The Bank's rules on measures against conflicts of interests are incorporated in the Prospectus by
reference and may be accessed on the Issuer's website, under the following link:
https://www.kvika.is/asset/2558/reglur-um-radstafanir-gegn-hagsmunaarekstrum.pdf
A statement on the corporate governance practices of Kvika, dated 28 February 2019, has been
incorporated into this Prospectus by reference and may be accessed under the following link:
https://www.kvika.is/asset/2564/2019-02-28_stjornarhattayfirlysing-kviku-2019.pdf
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