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Introduction 

In February 2019, Reykjavik Energy’s management team gathered to discuss final considerations 
regarding the issuance of the company’s first “green bond”, scheduled for later that month. The 
entire team was fully supportive of the green bond as they believed it reflected their mission to 
put respect for the environment on an equal footing with profits; the company’s core business 
was delivering electricity, cold and hot water, waste management and fiber optic services to two-
thirds of Iceland. It was particularly exciting that the green bond had received the highest 
possible rating—a dark shade of green—from the independent body CICERO (Center for 
International Climate Research).  

Several members of the management team wanted to think through the Environmental, Societal 
and Governance (ESG) Framework that they had been developing since 2015, as well as the 
company’s commitment to delivering on the United Nations 17 Sustainable Development Goals. 
Furthermore, the company had to consider its Ownership Strategy, which specified the roles and 
responsibilities of Reykjavik Energy and its owners—the municipalities of Reykjavik, Akranes 
and Borgarbyggd. The Ownership Strategy, along with the diligent work of the management team 
led by CEO Bjarni Bjarnason, was considered a crucial factor in the company’s resuscitation from 
near bankruptcy and extreme duress five years earlier (see Exhibit 1 for financial statements).  

As of 2019, Reykjavik Energy was held up as an international standard for clean energy and for 
its pursuit of complete environmental sustainability while simultaneously delivering financial 
value to its shareholders and essential services to residents, a feat few companies had 
managed to reach.   

                                                      
1 Environmental, Societal and Governance. 
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Iceland and Geothermal Energy  

Located on two shifting tectonic plates, Iceland’s volcanic land mass had been measured as 
growing two centimeters each year2. The constant movement created heat within the earth’s 
crust—geothermal energy—which could be captured to supply hot water and generate 
electricity by using the steam to power turbines. Geothermal energy had ostensibly been a 
part of the nation’s history, with hot springs featuring back to the Icelandic sagas from the 12th 
century. See Exhibit 2 for a map of geothermal energy fields in Iceland. 

The worldwide installed capacity for geothermal energy was estimated at 14,600 MW, with the 
top 3 producers being the U.S. (3,639 MW), Indonesia (1,948 MW) and the Philippines 
(1,868 MW).3 Iceland’s installed capacity of 755 MW was ranked 8th as of 2018; however, Iceland 
was an undisputed world leader in using geothermal energy as one of its primary energy 
sources—at approximately 62% of the total energy consumed. Remaining primary energy uses 
were hydropower (19%), oil (17%), coal (1.8%) and biofuels (0.2%), making Iceland a world leader 
in total renewable energy sources at 81%4. Iceland’s overall energy sector was highly regulated by 
the Icelandic government through Orkustofnun, the National Energy Authority (NEA).  

Electricity in Iceland  

For electricity generation specifically, hydropower accounted for 70% of electricity production 
(13,814 GWh per year) and geothermal made up nearly all of the remainder (6,010 GWh per 
year), with fuel and wind comprising less than 1%.5 Iceland’s total installed capacity was 
2,927 MW. Many observers pointed to the fact that the country had the potential for much 
greater energy production considering it had yet to harness all of its hydro, geothermal and wind 
energy potential. Iceland’s electricity prices were much lower than the majority of Nordic 
countries; for example, a typical household paid about €0.18/kWh (US$0.21/kWh) in Iceland vs. 
€0.34/kWh (US$0.39/kWh) in Denmark. Furthermore, the abundant electricity allowed Iceland to 
effectively “export” energy through three massive aluminum smelting plants. The power intensive 
nature of aluminum smelting coupled with Iceland’s small population of 330,000 people meant 
that Iceland’s electricity per capita usage was much greater than other Nordic countries 
(~54,000 kWh vs. Norway, another major aluminum producer, at ~23,000 kWh).6 

Electricity Producers  

Landsvirkjun, or by its English name—the National Power Company of Iceland—was the largest 
electricity producer in the country, responsible for about 75% of electricity generation through 
its 18 power stations (14 hydroelectricity, 3 geothermal and 1 wind). Established in 1965, the 

                                                      
2 “How fast is Iceland growing due to the tectonic plates drifting apart?”, Iceland Magazine, October 2, 2017, 
https://icelandmag.is/article/how-fast-iceland-growing-due-tectonic-plates-drifting-apart, Accessed November 24, 2019. 
3 “The Top 10 Geothermal Countries 2018,” Think Geoenergy Website, http://www.thinkgeoenergy.com/the-top-10-
geothermal-countries-2018-based-on-installed-generation-capacity-mwe/. Accessed October 26, 2019. 
4 National Energy Authority, Orkustofnun, https://nea.is/the-national-energy-authority/energy-data/data-repository/. 
Accessed October 25, 2019. 
5 National Energy Authority, Orkustofnun, Energy Statistics 2018, https://orkustofnun.is/orkustofnun/utgafa/orkutolur/. 
Accessed Oct 28, 2019. 
6 The World Bank, IEA Statistics, https://data.worldbank.org/indicator/EG.USE.ELEC.KH.PC?locations=IS&display=graph--
%3E. Accessed November 2, 2019. 
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company was owned 100% by the Icelandic government7. In 2018, the company had revenues 
of US$533.9 million and EBITDA of US$264.4 million.8 Landsvirkjun sold approximately 80% 
of its electricity to aluminum smelters through long-term contracts and the remaining 20% to 
public utilities.  

Reykjavik Energy was the second largest electricity producer through its subsidiary ON Power 
(Orka Náttúrunnar), producing about 15% of the nation’s electricity.  The third main electricity 
producer was HS Orka (producing 10% of Iceland’s electricity), owned by Canadian Alterra 
Power and Icelandic pension funds.   

Electricity Transmission and Distribution  

Landsnet (Icegrid)—the Icelandic Transmission System Operator (TSO)—had the sole responsibility 
for transmission of electricity in the country and was owned 100% collectively by Iceland’s power 
companies. Landsnet was established in 2005 alongside the Electricity Act, which aimed to 
unbundle the electricity market. Electricity was sold through two main streams: directly 
to aluminum smelters such as Alcoa, RioTinto and through long-term power purchase agreements 
(PPAs) (about 80% of electricity) and directly to retail distributors for residential and smaller 
commercial use (about 20% of electricity). The top retail distributors were Veitur (owned by 
Reykjavik Energy), Rarik and Nordurorka.  

Evolution of Reykjavik Energy  

Reykjavik Energy’s roots dated back to 1909 as a water utility. Separately, Reykjavik Electricity 
started in 1921 and Reykjavik District Heating in 1930, the latter using geothermal energy for 
heating houses. After World War II, much of the country relied on fossil fuels. At the time, Iceland 
was considered a developing country by the United Nations with most economic activities related 
to fishing and agriculture. One of the country’s former presidents recollected his memories of coal 
as the prominent energy source in the 1950s and 1960s: “[In my youth], Reykjavik…[was] under a 
black cloud of smoke”.9 By the late 1970s however, the country had transitioned to geothermal 
energy for all heating needs and began harnessing it for electricity generation.  

The Formation of an Electricity, Water and Water Heating Powerhouse 

Reykjavik Energy (Orkuveita Reykjavíkur) formed in 1999 from a merger between the electricity 
and water heating companies. A year later, the water utility joined and the ownership of the 
merged entity was established as Municipalities of Reykjavik (93.5%), Arkanes (5.5%) and 
Borgarbyggd (1%). Despite being owned by local government, a new law was introduced giving 
the merged entity more freedom to take on financing and pursue investments in other 
companies without the consent of its owners.10 As such, the company expanded from five to 
20 district heating municipalities as well as other ventures outside of energy such as flax seed 
production and a tiger prawn farm. In 2002, the company completed the construction of a 
modern new headquarters. 

                                                      
7 Landsvirkjun Website, https://www.landsvirkjun.com/company/history. Accessed Oct 28, 2019. 
8 Landsvirkjun Financial Statements 2018, https://www.landsvirkjun.com/finance/financialstatements. Accessed Oct 28, 2019. 
9 Justin Worland, “A Solution to Our Clean Energy Problem May Lie Right Beneath Our Feet, Time, July 25, 2017. 
10 Anna Andersen, “Reykjavik Energy in Deep Water,” Reykjavik Grapevine, July 15, 2011, https://grapevine.is/mag/mag-
featured/2011/07/15/reykjavik-energy-in-deep-water/. Accessed October 1, 2019. 
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