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REYKJAVIK ENERGY’S OPERATIONS 

 

The forecast for Reykjavik Energy (OR) 2017 and five-year forecast for years 2018 through 2022 is consoli-

dated for the parent company and the subsidiaries Veitur Utilities plc, OR Water&Sewer, ON Power plc, and 

Reykjavik Fibre Network. Each subsidiary’s forecast has been approved by its respective Board of Directors 

prior to OR’s BoD’s approval. Main assumptions include OR’s owner policy, various policies and KPI targets, 

Official National Economic Forecast, international forecasts on external factors affecting OR and the Com-

pany’s and The City of Reykjaví k’s own forecasts. 

In preparing this forecast, further steps were taken towards strategic forecasting through the Beyond budg-

eting method. That involves more efficient target setting. The method involves increased responsibilites by 

managers and other employees in finance and daily operations who base their decisions on documented 

policies and goals. Key financial indicators are graphically presented in this forecast.  

The Plan that OR has been working towards since 2011 expires at year-end 2016. In discussions about the 

Plan, the question about what it will be replaced with, has come up. The simple answer being; nothing in 

particular. The discipline and prudence The Plan required has become intrinsic to managers and other staff 

and a part of OR’s corporate culture. However, this forecast implies that OR’s owners will receive dividends, 

the first time since 2009. Prerequisites to paying dividends include that the dividend requirements, the 

owners agreed upon in 2015, will be met and that those payments withstand an elaborate test of diligence. 

Ultimately, it is in the hands of OR’s General Meeting to decide if dividends are to be paid. 

The operations of OR and its subsidiaries are solid and foreseen changes in revenues and expenses are not 

significant. Considerable investments are though foreseen. Renewal of important infrastructure in utilities 

will be continued, among them hot-water mains in the Capital Area and in West-Iceland as well as key points 

in electric distribution, sub-stations included. The construction of new sewerages in West-Iceland will 

mostly be concluded in 2016 and that decreases the need for investments in that area of OR’s operations. 

The fibre-optic network will continue to be rolled out in the coming years and the oldest coupling equip-

ment in people’s homes will be updated, an option of a 1,000-megabit-per-second connection speed being 

the result. 

Steam collection and other sustainability projects at the power plants are pressing. Since it became clear 

that the geothermal fields closest to the Hellisheidi Power Plant would not sustain full output, extensive 

modelling of the geothermal reservoir has been conducted. Foreseen are considerable investments in col-

lecting steam from nearby fields in the next few years. The steam pipeline from Hverahlí ð geothermal fields, 

which has been up and running since the start of 2016, now produces 50 MW of electricity at Hellisheiði 

plant. Yet, more needs to be done and it is forecasted that approximately ISK 20 billion will be needed in the 

next 6 years for steam extraction at Hellisheiði plant, in addition to ISK 5 billion for reinjection. Extenstive 

modelling of the Hengill area is currently being conducted.   

OR will continue to pay down its debt in the coming years and this forecast includes lowering net-debt by 

one-third between the years 2016 and 2022. 

OR’s Financial Forecast for the year 2017 and the five-year forecast for years 2018-2022 now goes to The City 

of Reykjaví k for consideration as a part of the consolidated financial plans for The City. 
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REYKJAVIK ENERGY’S OPERATIONS  

OR’s operating area reaches both the south and the west part of the country, in addition to the capital re-

gion. ON owns and operates three power plants; the geothermal plants at Nesjavellir and Hellisheiði and the 

hydro-electrical power station at Andakí ll in Borgarfjo rður county. Both geothermal plants are considerably 

more powerful than the hydro-electric power station. 

POWER PLANTS 

The Geothermal plant at Nesjavellir delivers electrical power of 120 MW and 

the one at Hellisheiði delivers 303 MW. The power of the Hydro-Electric 

Power Station at Andakí ll is 9 MW. Customer base is spread across the coun-

try. 

ELECTRICITY DISTRIBUTION 

OR‘s distribution of electricity reaches more than half of the Icelandic popula-

tion in six municipalities by Faxaflo i. The distribution system in the capital re-

gion is connected to the country’s transmission system at three points; the 

main transmission stations at Korpa, Geitha ls and Hnoðraholt.  From these 

points, the electricity is transmitted to 13 transmission stations around the 

capital area. 

HOT WATER DISTRIBUTION 

In the capital area, OR and subsidiaries operate a geothermal district heating 

system, as well as smaller geothermal systems in the south- and western parts 

of Iceland, which serve over 70% of the population. The most extensive pro-

duction of hot water is in the high-temperature area Nesjavellir, a total of 300 

MWth. In Low-temperature areas, OR produces a total of 600 MWth. The 

power plant at Hellisheiði produces 133 MWth of hot water. 

WATER WORKS 

OR operates 13 water distribution systems in its area of operations and sup-

plies two other systems on a wholesale basis. All in all, OR supplies more than 

half the Icelandic population with fresh water.  

SEWAGE SYSTEM 

OR owns sewage systems in six municipalities and also operates pumping sta-

tions for two other municipalities. OR thus serves the sewage needs of more 

than half the population of Iceland. 

FIBRE OPTIC 

OR has developed a valuable fibre-optic cable system, benefitting homes and 

businesses in the south-west. 
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REYKJAVIK ENERGY’S OPERATIONS 

 

MAP OF SERVICE AREA 
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THE PLAN  

 

The Plan’s results for the period 2011-2016H1 exceed expectations by ISK 8,5billion. All components of The 

Plan are on schedule, except sale of assets. 

         

 

        

         

         

 

 

  

2011-2016 2011-2016H1

 Reduction of investments in utility systems 15.0 13.4 16.2

 Sale of assets 10.0 10.0 9.0

 Reduction in operating costs 5.0 4.5 6.7

 Reduction of other investments 1.3 1.1 1.7

 Postponement of investments in sewerage 0.0 0.5 1.7

Total 31.3 29.5 35.3

 Subordinated loans from owners 12.0 12.0 12.0

 Increased revenues due to higher tariffs 8.0 7.2 9.9

Total 20.0 19.2 21.9

The Plan Total 51.3 48.7 57.2

Actions in ISK billions

The Plan Actual

2011-2016H1
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ASSUMPTIONS AND CRITERIA  

 

ASSUMPTIONS 

The prerequisites for The Forecast 2017 and the forecast for the financial plans for the years 2017-2022 are 

based on the Economic forecast published by Iceland Statistics in May 2016. In addition, they are based on 

forecasts from The Central Bank of Iceland, the City of Reykjavik and forecasts by OR´s staff. Criteria for the 

development of aluminium price are based on information from The London Metal Exchange. Forecast for 

interest rates was based on implied forward rate according to currencies and interest rates of discrete loan 

agreements.  

ASSUMPTIONS 

List 2016 2017 2018 2019 2020 2021 2022 

Consumer Price Index, change (%) 2.2 3.9 3.5 2.8 2.6 2.5 2.5 

Building Cost Index Dec-Dec, change (%) 2.8 3.5 3.9 3.2 2.7 2.4 2.3 

Wage index, change (%) 11.1 6.3 5.8 5.3 4.5 4.3 3.5 

Currency, Narrow Trade Index (points) 180 180 180 180 180 180 180 

Aluminium prices, average for the year ($) 1,598 1,675 1,714 1,727 1,760 1,808 1,908 

 

INVESTMENT PRIORITIES AND ASSESSMENT 

OR´s owners’ policy defines the company’s role and core business. This forms the basis for assessing invest-

ment priorities. The projects detailed in the investment plan have been thoroughly considered and priori-

tized before presentation. In advance of a final decision, further preparatory studies are conducted as well 

as a comprehensive risk analysis. Following this phase, every project is considered by each subsidiary and 

then sent to The Board of OR and owners for approval, if appropriate, all according to predefined proce-

dures.  

Objective analysis of the following factors is considered: 

• Increased use or demand 

• Break-down history 

• Age 

• Materials 

• Status analysis 

• Employee and customer safety 

• Service security 
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ASSUMPTIONS AND CRITERIA  

 

FINANCIAL CRITERIA 

In accordance with the owners’ policy and their action plan, the Company aims at greater financial health. 

This entails to improve key figures in operations e.g. current ratio, equity ratio, debt coverage, etc. The fol-

lowing table shows key figures at the end of 2015 and estimates for the following years: 

 

 

In November 2015, dividend requirements were approved by OR’s owners. In a proposal by the Board of 

Directors, it was approved not to pay out dividends except the financial position of the company would meet 

certain conditions. The conditions are the following: 

                2016-2018                 2019- 

1. Current ratio      >1,0  >1,0   

2. Equity ratio      >35%  >40% 

3. FFO interest cover     >3,5  >3,5 

4. RCF / Net debt      >11%  >13% 

5. FFO / det debt      >13%  >17% 

6. Dividend % of each year’s profit    <50%  <50% 

Definitions: 

FFO = Funds from operations 

FCF = Free cash flow 

Net Debt = Interest bearing debt – cash and cash equivalents 

EBITDA = Earnings before interest, taxes, depreciation and amortization 

FFO interest cover= measures the ability to meet interest payments of liabilities 

RCF = Operating cash - dividends 

 
Actual 

Expected  
results 

Budget 
 

Key figures 2015 2016 2017  

EBITDA/Operating revenue 62,4% 60,9% 60,8%  

Equity ratio 36,9% 39,2% 42,2%  

Current ratio 0,8 1,1 1,1  

(Interest bearing debt - cash and cash equivalents)/EBITDA 6,4 5,5 5,4  

FFO interest coverage 5,5 5,3 4,2  

FCF/Net debt 7,0% 5,4% 3,5%  

RCF/Net debt 13,7% 15,3% 14,2%  

ROCE 4,8% 4,8% 4,9%  
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FORECAST 2017  

 

Expected profit for the year 2017 is ISK 8,983 million, compared to ISK 10,216 million in 2016. This is an 

estimated decrease in profit of ISK 1,232 million. Equity ratio is expected to be 42.2% at year-end 2017, 

compared to 39.2% at year-end 2016. 

INCOME STATEMENT 

Revenue 

Operating revenues are expected to be ISK 41,422 million compared to ISK 41,228 million in 2016, an in-

crease of 0.5%. 

Expenses 

Budgeted operating costs before depreciation for the year 2017 are ISK 16,228 million compared to ISK 

16,101 million in 2016, an increase of 0.8%.  

EBIDTA is expected to be ISK 25.194 million in 2017, compared to ISK 25.127 million in 2016. 

BALANCE SHEET 

Assets 

Total assets are expected to be ISK 308.274 million at year end 2017 compared to ISK 308.938 million at 

year end 2016, an increase of 0.2%.  

Equity and liabilities 

Equity is expected to be ISK 130.182 million at year end 2017 compared to ISK 121.199 million at year end 

2016. Liabilities are expected to be reduced from ISK 187.740 million down to ISK 178.091 million at year 

end 2017, a reduction of 5.1% year on year. 

CASH FLOW  

Net cash from operating activities 

Cash flow from operations is expected to be ISK 20.972 million for the year 2017 compared to ISK 21.876 

million for the year 2016. 

Investment activities 

Investment in fixed assets is expected to be ISK 14.318 million for the year 2017 compared to ISK 13.231 

million for the year 2016. 

In 2016 and 2018, OR is expecting a settlement of a bond linked to aluminum price up to a certain point, ISK 

4.280 million each year.  

Main investments in 2017 are linked to steam extraction and environmental projects at ON Power. In the 

utilities area, main investments include the renewal of main pipes for hot water distribution in addition to 

rebuilding and renewing transmission centers for electricity.  
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FORECAST 2017  

 

Financing activities 

Repayment of liabilities is expected to be ISK 19.696 million and borrowing a total of ISK 9.875 million. Cash 

flow from operations at year end 2017 is expected to be ISK 14.682 million, compared to ISK 17.850 million 

in 2016. 
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LONG TERM PLAN 2018 - 2022  

 

INCOME STATEMENT 

Revenue 

Operating revenue is expected to increase by ISK 9,651 million from 2018 to 2022 or by 21.5%. Retail sales 

of electricity are to increase by ISK 3,307 million or 24.8% and retail sales of hot water by ISK 2,287 million 

or 19,9%. Wholesale revenue is to increase by ISK 1,169 million or by 17.1%. 

 
 

Picture 1 – Revenues, Expenses and EBITDA (ISK ´Bn) 

 

Expenses 

Expenses before depreciation are assumed to increase from 2018 to 2022 by ISK 3,130 million or 18.1%. 

Energy purchases and transmission costs are expected to increase by ISK 1.609 million or 24.3%. Wages and 

other operating expenses are expected to increase by ISK 1,522 million or 14.3%. Increases in operating ex-

penses are mainly the result of general price increases. 

EBITDA rises from ISK 25,194 million in 2017 to ISK 34,126 million in 2022 or by 23.6%. 
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LONG TERM PLAN 2018 - 2022  

 

Income 

Picture 2 shows forecasted income for the period but income is expected be positive by 16.698 million in 

2022. Calculated items, i.e. changes in the value of derivatives embedded in electricity contracts, can have a 

considerable impact on income.  

 
 

Picture 2 – Results (ISK ‘Bn) 
* Forecast 

BALANCE SHEET 

The forecast shows an increase in total assets by ISK 11.688 million or 3.7%. This amounts to ISK 326.006 

million in total assets in 2022. The equity ratio improves constantly during this period from being 43.9% at 

year end 2018 to 57.3% at year end 2022.  

 
 

Picture 3 – Total assets and equity ratio (ISK ‘Bn) 
* Forecast 
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LONG TERM PLAN 2018 - 2022  

 

Equity at year end 2022 is forecasted to be ISK 186.816 million, an increase of ISK 48.674 million from 

2018. Assuming that total liabilities for the same period will be reduced from ISK 176.176 million to ISK 

139.190 million, or by 21.0%. 

 

Picture 4 –Net debt and net cash to financing activities (ISK ‘Bn) 

 

Investment activities 

The forecast for investments for the period 2018 – 2022 is ISK 71.385 million. 

Investment in distribution systems is forecasted to be ISK 38.767 million. Primary projects are renewal of 

main supply pipeline for hot water, renewal of transmission- and sub stations and joint projects with the 

municipalities in OR´s service area.  

Investment in power plants is forecasted to be ISK 29.264 million. Primary projects are concerned with 

steam extraction and environmental projects.  

Investments 

Investment overview in ISK millions. 

INVESTMENTS 

LIST 2016 2017 2018 2019 2020 2021 2022 

Power Plant 3,211 4,406 7,210 5,575 6,482 3,837 6,160 

Distribution system 9,099 8,701 8,496 7,713 7,598 7,200 7,761 

Other investment 920 1,211 798 640 697 599 620 

Total Investments 13,231 14,318 16,504 13,928 14,776 11,636 14,541 
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LONG TERM PLAN 2018 - 2022  

  

 

Picture 5 – Investment activities – (ISK ‘Bn) 

 

INVESTMENT PRIORITIES 2018-2022 

  ISK million 

ON Power plc 29.244 

Hot water 14.785 

Electricity 8.743 

Fresh water 4.744 

Sewage system 6.498 

Fibre Optic 3.937 

Information technology 1.558 

Other 1.876 
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LONG TERM PLAN 2018 - 2022  

 

Financing activities 

Amortization of debt is forecasted to be between ISK 14.706 – 17.957 million in the period between 2018 

and 2022, a total of 78.487 million.   

Borrowings of new loans are expected to be ISK 27.375 million for the period or 38.3% of investment and 

35.4% of amortization of debt. 

Dividends to owners are expected to be ISK 5.000 million in this period.  

Cash and cash equivalents at year end increase from ISK 18.614 million in 2018 to ISK 19.465 million in 

2022.  

 

 

Picture 6 – Amounts (ISK ‘Bn) 
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REYKJAVIK ENERGY – KEY FIGURES 
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