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STAFF LOAN COMMITTEE · 

ACTING LOAN DIBECTOR 1S HEHORANDU1I 

Iceland - Electric Power Development 

DECLASSlFIED 

JAN 1 6 20\S 
AR ffii;: 

co~~TIAL 

SLC/0/317 

1. I attach a paper prepared by the Working PPrty on the request 

of the Icelandic Government for a loan of the equivalent of about 

~;2~1 million in European currencies for hydroel ectric power develop­

ment. 

2. I recommend that as soon as fonnal confirmation of French ap­

proval to the use of 18% currency is received, the Bank inform the 

Icelandic .. Government t hat the Bank is ready to start negotiations on 

the hydroel ectric projects. 

April 16, 1951 

R. A. "1heeler 
Acting Loan Director 
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D INTERNATlONAL ]BANK FOR RECONSTRUCTION AND DEVELOPMENT 

o£CLASSWlE 

~ Copy No. 4 
SLC/A/l,36 
CONFIDENTIAL 

l"~ \ s ima STAFF LOAN COMMITTEE ~ /,LJtx, Jb}eftt... 
.. o c HlVf..~ WBGfV' bb:m y ... / I~ •~ • 

•Date' April 17, 19'!il.. /!}__ 
TO: Mr. Sommers 

A meeting of the Staff Loan Comm 
/ will be held at)J•OO • ••• 

, in Room No. __ 1_0_0_5 __ on Wednesdq, Api,!il 18, 1951/ 

Iceland 

1. Tm Commit 
Dir.otor•• Memor 
SLC/0/317, and 
on The Eooncmic 

I 

AGENDA 

Kicbul L. Lejeune 
~ dc9o( 

Secretary, Staff Loan Committee 

'Will consider the attached Acting Loan 
dmi on Iceland - Electric Powr Davelop1118nt, 
Econcaio Departmant•e Report, No. 11,8, 
ition of Iceland. 

2. Attached £0~ the information of the Stat.r Loan CCllllllittee 
1• •slalllal7 P.epo~t o~ the Technical. #.ss~stance Uisaion to Iceland, " 
Ho. E-149, ~pu d b7 Mr. E. Harrison Clark. In hi• report 
Ur. Clark: 

(a) aummarille• his conclusions and recmmenda.tions to the 
Oovermalnt 0£ Iceland and 

(b) makes reibeam.endatiom regarding :.future Bank polie7 
toward.a Iceland. 

Distribution 
1. Mr. Eugene Black 
2. Mr. R. L. Garner 
3. Mr. w.A.B. Iliff 

!: :~:~r<J.~~1~1"•{2) 
6. Mr. L.B. Rist 
7. Mr. L.B. Rist 
a. Mr. R. H. Demuth 

9. Mr. A.S.G. Hoar 
10 • Mr· ~~t S. 1f • Anderson 
11. Gen~er 
12. Mr. E.G. Burland 
13

" Mr·J11,Jit11f.t . Lejeune 14. Files 

~;· llr. H.B. Graves 
. Kr. S. R • Oc,pe 

17. )(r. B. Pa.tenon 
18. I.tr. 11.K. Rosen 
19. Mr. • • Bill 
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(ii) 'I'hat the l'lorlting Party shoula study part ti of Mr. Clark ' s 
tleport No. E-149 and make recommendati ons regar ding 
future Bank lending to Icelando 

4. The meeting adjourned at 12:00. 

l>i.strioution 
I. Mr. Eugene Black lO. Mro ti . Vi o Anderson 
2. Mr. R. L. Garner 11. Gen. R. Ao ,fueeler 
3. Mr. VI .A. B. I liff 12. Mr. Eo G. Burland 
4. Mro u. :;omm.ers (2) l3. Mro Mo L. Lejeune 
5. Mr. D. Cr ena de Iongh (2) 14. -Files 
6. Mr. L. B • .i:iist 150 Mr. H. N. Gr aves 
1. Mr. L. B. Rist 16. Mr. s. .l:to Cope 
80 Mr. .rt. H. Demuth 170 Mr. ii • Pater son 
9. Mr. A. S. G. Hoar lt$o Mr. M. M. rtosen 

l.9. Mr. .... Hill 



ICELAND 

ELECTRIC POJ1ER DEVELOPMENT 

Introduction 

l. On September 1, 1950, the Icelandic Government -asked the 
Bank for a l oan of t he equivalent of $2~1 million in European 
currenci es t o cover the pur chase of European equipment for two 
hydroel ectric power plants (Sog and Laxa), transmission lines, 
substations and distribution systems. The total cost of t he 
power pl ants and related equipment is estimated to be equiva~ 
lent to :_:a2.4 milli on. U.,9 .• 7 million f or Sag and ~r>2. 7 million 
for Laxa.). .. 

2. The Icel andic Government also indicat ed its int ention t ·o 
approach the Bank with respect to : 

(a) a fertilizer factory involving foreign exchange ex­
penditures equivalent to about ~?3.8 million-, of 
which 02. 6 million would be in U. S . dollars pro­
vided by ECA and up to ~i)l.. -2 million in European cur­
rencies; 

(b) a cement plant involving forei gn exchange expendi­
t ures of f~2 million, most of whi ch woul d be in 
European currencies; 

(c) an agricultural devel opment program.. 

These projects are not cover ed by the present memorandum. 

Notes All amounts i n this paper are expressed in U.S. dollar 
equivalents at current rates of exchange. The present 
rate for the Icelandic kronur (Kr.) is: 

Kr. 16.32 
Kr ... 1 

: t--1.00 
: 6.1 u.s. cents 
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J. The following table shov1s how it is proposed to obtain the 
necessary funds for the hydroelectric projects: 

Lender 

Dollars 

Icelanqic Government: 

Local CUITency 

Icelandic Government 
Reykjavik l\liunicipality 
Akureyri Municipality 

i!Bond issue (by Sog & Laxa) 

European CuITencies 

Icelandic Government 

Source of Funds 
Lent 

Loans from ECA 
Grant from ECA 

ECA counterpart 
own funds 
own funds 1 
private investors J........-

Loan from the Bank for 
purchases in: 

Sweden 
Denmark 
Norway 
United Kingdom 
Western Germany 

Total 

Dollar Equiva­
lents in Nillons 

3.4 
0,,7 
0.2 
1.,2 
~ 

1.0 
o.5 
0.1 
0.3 
0.2 
2.1 

12.,4 

4. At a meeting of the Staff Loan Committee held on January 15, 
1951 (SLC/A/213) it was agreed that: 

(a) the Bank request the European Governments concerned to 
approve the use out of their 18% subscriptions, of the 
currencies required for the hydro projects; 

(b) when such approvals had been obtained t he Icelandic Govern­
ment be informed of the Bank I s willingness to enter into 
negotiations. 

* It is hoped that the equivalent of $1. 2 million can be raised by 
the issue of bonds. ECA counterpart will, hmvever, be used to 
the extent that sufficient funds cannot be obtained from the bond 
issue. 
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Availability of European Cuttencies 

5. Both Norway and Denmark have agreed to release a sufficient 
amount out of their 18% subscriptions to cover the purchases to 
be made in their countries as sbnwn in the preceding table. The 
United Kingdom has agreed to rel ease from its 18% subscription, 
funds sufficient to cover purchases in the U.K. and one half of 
purchases to be made in SWeden and v!estern Germany. Fr ance has 
unofficially indicated willingness to make a release to cover the 
remaining one half of purchases in Sweden and Western Germany and 
official confirmation of this is expected within the next fem days. 
The Icelandic Government will accordingly be invited to send rep­
resentatives to Washington to negotiate as soon as formal con­
firmation of the approval of the French Government has been received. 

Engineering Aspects or the Projects 

6. Further information on the projects confirms that, from an 
engineering point of view, they are sound and of high priority. 
An outline of the technical aspects of the projects, which remain 
substantially unchanged, was included in the paper enclosed with 
the Loan Direct or's Memorandum of January ll, 1951 (SLC/0/296). 

The Economic Situation 

7. An outline of the economic position of Iceland is given in the 
attached report, E-148. 

. 
8. Icel and i s at present highly dependent upon fish catches and 
world fish markets. , . 

9. Heavy wartime mil itary expendit~res by the Allies and, 'j.mme­
diatel y after thew~, f ~vorable fish pri9es enabled Iqeland ~o 
bui'.l d ·up foreligi:,. exchcµige ~eserves to ~>89 million by the end of 
1944, to pay off nearly all her for eign debt, raise the national 
income, and initiate in 1945 a heavy investment program. ~ the 
last . two ·or ·thi'ee years, however, ·there has been a we~eniiig in 
the market for fish · and Icel and ' s foreign earning~ ·have fallen · 
off ma~kedly. Al though it was thus necessary in these ·years to 
reduce investment arid consumption the fact that Iceland was re­
ceiving substantial _ERP and other foreign aid, part of which was 
on a grant basis, enabled investment to be maint~ined at a high 
level. . ' . , . I . 

10. Investment in the last few years has, despite direct and in­
dir-e.ot. .'f oreign. aid,. invol ved using up practically all the country's 
for eign exchange resources etc.,runnlil:g down stocks, .pd severely . . . . . . 
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restricting the import of consumption goods. Its main directions 
until recently were the fishing fleet, quick- freezing plants, her­
ring oil and meal factories and extensive residential construction 
and public works . Partly because of weaknesses in the overall 
planning of investment and in the structure of existing financial 
institutions, however, much of the investment has yielded little 
immediate benefit to the external financial position. 

11. Internally, the drive to maintain the exceptionally high stan-
dard of living acquired during wartime,together with heavy invest-
ment act ivity during a period of declining exports has led to a con­
tinued inflation. This, together 'r7i.th adverse developments in ...vorld fish 
markets, forced a second devaluation of 42. 5% in I,iarch 1950, bringing 
the total devaluation of the Krona to 60% in six months. So far t he 
government has been unable to stop inflation completely but the budget ✓ 
is now no longer an inflationary factor, and credit is severely con­
trolled, with the result that the real volume of investment is being 
somewhat reduced. On the other hand, while wages are no longer 
adjusted to the cost- of-living index, it is feared that there will 
be presrure for another round of wage increases later in the spring. 
Despite a great improvement in the financial outlook, it may not be 
possible to achieve complete stability in 1951. 

12. Although there is still a substantial payments deficit, a balance 
could be achieved by reducing the rate of investment and thereby of 
imports. Fortunately Iceland's external debt is relatively small. 
Equivalent to only $6.4 million, of which $2.,6 million is in dollars, 
it should be well within Iceland's capacity to repa,v . Peak require­
ments for interest and amortization are only $4401 000 per annum, com­
pared with present annual exports and invisibl e earnings cf about $40 
million. Iceland could thus justifiabl y borrow abroad for economic 
development provided that her total investment program is smaller 
than at present and is well directed towards improving her balance 
of payments. Her capacity to service additional debt is less in the 
case of dollars than in other currencies and she should if possible 
reserve dollar borrowing for essential items which can be obtained 
only in dollars. 

Conclusions 

130 Developments since January J.5., 1951, when the Loan Director! s 
Memorandum dated January ll (SLC/0/296) was submitted to the Staff 
Loan Committee, do not suggest that there is any need to change t he 
views then ~ssedo It is accordingly recommended that: 

(a) in the long run, substantial assistance by the Bank would 
depend upon its being satisfied regarding the size and com-



STAFF LOAN COMMITTEE 

ACTING LOAN DIR..1!:CTCR I S MEMORANDUM 

Iceland - Electric Power Development 

C ONFIDEIIT IAL 

SLC/0/ ~L,lL.-~ 
DE f1'E11 

JAN 1 6 ?.018 
WBG ARCHlVF.~ 

1 . I at tach a paper prepared by the Working Party on the request 

of the Icelandic Government for a loan of the equivalent of about $2. 1 million 

in European currencies for hydroelectric power development. 

2. I r ecommend that as soon as formal confirmation of French 

approval to the use of 18% currency is received, the Bank inform the 

Icelandic Government that the Bank is r eady to start negotiations on the 

hydroelectric projects. 

April 16, 1951 

R. A. Wheeler 
Acting Loan Director 
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position of the Icelandic investment program as a whole 
and its effectiveness in diversifying the economy and 
improving the country' s external financial position; 

(b) the hydroelectric program (Sog and Laxa) already under way 
is cl early of very high priority and the additional f oreign 
debt, which it would involve, would increase peak annual 
debt service to only ~?710, 000 which is well within I celand 1s:: 
ability to pay. 

(c) accordingly, a loan for the Sog and Laxa projects could be 
made without awaiting further investigation into the invest­
ment program. 

s . R. Cope 
Loan Qfil,g~r 



ICEL.L1.i1J1) 

ELECTRIC PC1.{13R DEVELOPMENT 

Introduction 

1 . On September 1, 1950, the I celandic Gov0 rnment asked the Bank for a loan of 

the equivalent of $2.1 million in European currencies to cover the purchase of European 

equipment for two hydroelectric power plants (Sag and Laxa) , transmission lines, sub­

sfa.tions a.!ld d5.stribution systems. The total cost of tl•e power plants and related 

equipment is estillla.ted to be equivalent to $12.4 million, ($9. 7 million for Sog and $2. 7 

million for Laxa) , 

The Icelandic Government also indicated its intention to approach the Bank 

with respect to: 

(a) a fertilizer factory involving foreign exchange expendi turi=s equivalent to 

about $3 . 8 million, of which $2. 6 million would be in U. S. dollars pro­

vided by EGA and up to ~?1.2 million in European currencies; 

(b) a cement plant involving foreign exchange expenditures of ~~2 million, 

most of which would be in European currencies; 

(c) an agricultural developm8nt program. 

These projects are not covered by the present memorLndum. 

3. The folloving table shows how it is proposed to obtain the necessary funds 

for the hydroelectric projects: 

Lender 

Dollars 

I celandic Government : 

Source of Funds 
Lent 

Loans .from EGA 
Grant .from EGA 

Dollar Equivalents 
in Millions 

2. 0 
2. 8 
!t.& 



Lender 

Local Currency 

Icelandic Government 
Reykjavik :tvfunicipality 
Akureyri Municipality X I Commercial banks 

European Currencies 

Icelandic Government 

- 2-

Source of Funds 
Lent 

ECA counterpart 
own funds 
own funds 
own funds 

Loan from the Bank for 
purchases in: 

Sweden 
Denmark 
Norway 
United Kingdom 
Western Germany 

Total 

Dollar Equivalents 
in Millions 

3.4 
0. 7 
0. 2 
1. 2 
.2.!..2. 

1. 0 
0. 5 
0 .1 
0.3 
0. 2 
2. 1 

12.4 

At a meeting of the Staff Loan Committee held on January 15, 1951 (SLC/A/213) 

it was agreed that : 

(a) the Bank request the European Governments cohcerned to approve the use 

out of their l g% su1Jscriptions, of the currencies required for the 

hydro pr ojects; 

(b) when such approvals had been obtained the Icelandic Government be 

informed of the Bank's villingness to enter into negotiations. 

Availability of European Currencies 
►i I t.f.' I, 

Both Nor way and Den.mark have agreed to release sufficient of ~ 18:~ subscriptions 

to cover the purchases to be made in their countri'?.s as shown in the pr eceding table . 

The United Kingdom has agreed to release from its 1B% subscription funds sufficient to 

cover purchases in the U, K. and one half of purchases t o be made in Sweden and viestern 

G-ermany. France has unofficially ind:i.cated willingness to makP a release to cover the 
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renaining one half of purchases ir Sweden and Western Germany :ind official confirmation 

of this is expected within the next few days. Th0 Icel&.>1dic Government will accor dingly 

be invited to send r epresentatives to Washington to negotiate as soon as for:rul con­

fi5mation of tl}e approval of the French Government has been received. 
/Y ]- t< .;.y,,, (,_..~ 

The Economic Situati on 

r• ., teland is dt present highly dependent upon fish catches s.nd world fish 

markets ,. e - if ,l 

;(. Heavy \Ia.rtime military expenditures by th8 .'!.llies and, immediately after the 

war , favorable figh prices enabled Iceland to build up foreign exchange r e serves to $89 

million by the end of 1944, to pay off neerly all her foreign debt, raise the national 
/J,•~✓ 

income , initiate in 1945 a heavy investment program. In the last two or three years, 
~ 

however, there has been a weakening in the market for fish and Icelcmd ' s foreign earnings 

have fallen off ~~rkedly. Although it was thus neces5ary in these years to reduce in­

vestment and consumption the fact that Iceland wi...s receiving substantial ERP and other 

foreign aid , part of which was on a gr~nt basis, enabled investment to be maintained at 

a high level. 

8 . Investment in the last few yeo:rs has, despite direct and indir ect foreign aid, 

involved using up pr actically all the country ' s fore ign exchange resources etc. running 

down stocks, and severely restricting the import of consumption goods . Its main directions 

until receDtly were the fishing fleet , quick- freezing plants, herring oil and meal 

factor ies and extensive residential construction and public works . Partly because of 

weaknesses i n the overall planning of investment and in the structure of existing financial 

institutions, however, much of the investment has yj_elded little immediate benefit to the 

external financial position. 

9 . · Inte~n1lly, the dri~ to ma{n~in the excepti onall.y high st~ndard of living 

acquired during wartime together with heav1 i nvestment activity during a period of 
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I 

declining exports have led to a continued inflation. §ices, ffio'crgllunaer con1,ro"'l.s , 

and T<JZ..9 but in the twelve months following the devaluations 

further 24% to ·'reach 5.'.3% 'aboV~ 1945 l'evel;{ Adverse develop­

ments in world fish tne..rlcets and rising internal prices forced a second devaluation of 

42 , 5% in March 1950, bringinti the toLal depr eciation of thP. Krona to 6(¥ in six months . 
t o 

So far the governmo.nt has been unable to bring/a complete halt the inflation~ry process 

but the budget,~ 'rM'l. eubs-tantial deficits in 1948' end 19~ is now no lon~er an 

inf1ati 0na.ry Tactor, and credit is severely controlled, with the result that the real 

volume of investment is being somewhat reduced. Ori the other hand, while Wi:iges are no 

longer adjusted to the cost- of- living index, it is feared that there will be pressure 

for another round of wage increases l ~ter in the spring. There has undoubtedly been a 

very great improvement in the internal financial situation, but jt is doubtful whether 

complete stability will be achieved this year . 

10. Fortunately Iceland's external debt is rel~tively small . Equivalent to only 

$6. 4 million, of which $2.6 million is in dollars, it sho!lJ.d be well withi n Iceland ' s 

capacity to repay, Peak requirem~nts for interest and amortization, including those for 

the $4 mi.llion loans contemplated to complete the hydroelectric projects are only $710,000 

per annum, compared with present annual exports and i nvisible earnings of about $40 

mill.ion. 

11. Iceland can justifiably borrow abroad for economic developr'lent provided that 

her total investment program is smaller than at present and is well directed towards im­

proving her balance of payments. Her capacity to service additional debt 2s less in the 

case of dollars than in other currencies and she should if possible reserve dollar borrow­

ing for essential items which can be obtained only jn dollars. The hydroelectric program 

already under way is clearly of very high priority and the addition of $2 million in 
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European currencies presents no debt service problem. In the longer run, any further 

sustantfa.l Bank assistunce would depend on rationalization of the investment program 

wi tli particular reference to diversification of the basis of the country ' s econonzy-, a 

reduction in the rate of investment and the adoption of policies to control inflation. 

Engineering Aspects of the Projects 

Further information on the projects confirms that , from an engineering point 

of view, they are sound and of high priority. An outline of the technical aspects of 

the projects, which remain substantially unchanged, was included in the paper enclosed 

with the Loan Director ' s Memorandum of January 11, 1951 (SLC/0/296) . 

April 16, 1951 

S , R. Cope 
Loan Officer 



FOA"4 No. 57 
j s. ~8) INT. NATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

f-FICE MEMORANDUM 
TO: Mr .. A. s o. Hoar DATE: April 16, 1951 

FROM: s. w. erson ~ 
SUBJECT: IClu.AND: The Sog and the Laxa Projects 

Mr. Spottswood has provided me with o~rtain information with 
renpect to the proposed procurement for these projects. I have 
chucked with ECA who say that they know of no difficulty with respect 
to the dollar equipment, consisting mostly of generating, transforming 
and switch gear requirements., as well as one of the Francis turbines. 
Thuy promised to let me know if they hear of any troubles at this end. 

I have no adequate information on which to base an opinion at this 
mon10nt as to possible procurel!J3nt troubles in Europe on materials which 
we will finance . In view of the fact that practicalzy- all of the orders 
ha.1re been placed, however, there is a strong presumption of lack of 
trc1uble. In looking over the list it would not seem to me that there 
wo\lud be trouble on much of it anyhow. Traveling cranes from Germa..ey 
woutld be troublesome if they were procured here. 

I believe in this case there is certainly no reason for alarm, 
and. therefore I can see no possible basis for not proceeding with 
negotiations. When the loan has been signed and we get further con­
struction schedules I assume we will be able to judge a little more 
accurately whether bottlenecks are possible. 

cc: General Wheeler 
Mr. Cope 
Mr. SpottS1r0od 
Mr. Paterson 



Mr. S. Anderson 

J. , D, spottswood 

ICEUND - List of Good.a 

Apri l 10, 19$1 

Attached ia List ot Oooda f or the two eydroelectric projects 
whioh the Bank hMi been requested to finance 1n Ioeland.., ECA .ul. finance 
the item■ to be purchased in the U .s. The Bame: bae been requeated t o 
finance the purchase of the equipment frcu. Europe. Only a very :minor 
part of the equipnent listed has ye"t to be ord11red. Contracts !or prac­
tica~ all of the equipment have been plactid • 

• 

cos Oen. R. A. Yheel er 
ur. Oope 
}Ir. Paterson 
Treasurer' s Department 

AD.Spottn-ood/al 

I 
. J 



2 ft:d!:2electric l:'01rsr ?roJeote .. the 805 • nd the LUa 

( L'\ (l - U .s • Doll.are) 

ed1Gh D&n1ab Uorng:l.an u. 1. Oel"ll&D t otal 
.la. kr. Irr. Poullda D. 11. 

Two l.S,SOO kw gener-
ator•, etation t.ran... 
tonaer■,IIWitohgear 
(l'eetiDghouo,u .A. ) l,h4o.o 

Su.b1ta1.1on ._q111paent 
and o.udc,;round cebl•• 
(m - u .s.1,.. ) 1, 390.0 

one Fn.ncia !'ul'bine 
( J a Letlel Co. , 
Sprincti.el4,0hia1tf.s • .t.J 126.o 

OU a:lff'&toi-, a-t.&tion 
tranatol"ler•, nit~n-
cear( •etiqhou• U ) se1.o 

One Pnnou Tt.trbio.e 2S2. 7 
Dam oatea 46 • .) 
!l'&'f'eling 01'&0118 

8tM1 Cro•• ara• J6.1 
Reintorcing ste.1 B. o 
St.el Pipe and. !aDka 

Wood stave ni-
8'"1 ad.a to-r .pipe 

tiabv and Polee 109.6 1.2 
Cement 

lr11Cel.l.aneoue build­
inc l\&tertale 

Const.ruoticn mach~ 

146.? 

lh7.b 
21.s 

1,1-ho.o 

1, 3,0.0 

se1.o 
as1.1 
UJ.f 
21.J 
)6. 1 

118.1 
2&.7 
ho.7 
) 8.6 

uo.8 
11&6.7 

lll.1 
106. 8 

OL>dclr• tor praotical.l¥ all of t~ above it • have been pl&o«t. fhe equ.ip-

•nt the u.s.A. will be twnoed b7 ~ m,. On~ t~ 1tau trca Burope 

will be 11.nancod lv the mm. 
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DATE: 
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TEXT: 

INTERNATION1 BANK FOR RECONSTRUCTION ANl JEVELOPMENT 

OUTGOING WIBB 

APRIL 3. 1951 

EYSTEINN JONSSON 
MINI STER OF FI NANCE 

CLASS OF SERVICE DESIRED 

BEYKJ'AVIX ( ICELAND) 

( VIA RCA ) 

NIGHT LETTER [j] 

DEFERRED D 
TELETYPE 

I 
ACKNOWLEDGE WITH THANKS BECEIP? YOUR L,.r..;LJ.~ 

AGRICULTURAL PROGRAM. 

HARRI SON OLA.BX 
INTBAFRAD 
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D 
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FORM NO. 59 
(3- 49) 

COMMUNICATION: 

DATED: 
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SUMMARY: 

CROSS REFERENCE SHEET 

Letter 

April 2 , 1951 

Mr. P:lerre Paul Schweitzer 
Fina.neia.l Counsellor 

Acknowledged April 19, 1951 
Further Reference May 2 , 1951 

Embas13y of the French Republic 
Wa.sh:lngton, D. C. 

Hen~r W. Riley, Asst. Treasurer 

Re: U13e of 18% capital stock for financing l oan to Iceland. 

FILED UNDER: FRANCE-(,ap ital 

CROSS REFERENCE: OPERATIONAL FILES-Iceland~lt.€Jo. 
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FORM No. 57 
(5. 48) 

TO: Files 

INTERNAllONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

OFFICE MEMORANDUM 
DATE: rl!arch 23, 1951 

FROM: N. J . PatersonJ. 

S UBJEC T : Iceland 

A working party meeting was held in room 415 on March 21, 1951, to 
consider future action as regards the Icelandic loan proposal in t he light 
of a verbal report made by Mr . Clarie. 

Those present were: 

Mr. s. R. Cope 
Dr. H. ~. Robinson 
Mr. A. lJ. Spottswood 

Mr. E. Harrison Clark 
Miss v. Morsey 
Mr. N. J. Paterson 

1. Mr. Clark gave a brief introductory account of the Icelandic economy 
in the post-war period. Economic and social dislocations had been caused 
by troop concentrations in Iceland and heavy investment for military 
purposes during the war. Immediately following the war the fish market, on 
which Iceland is almost entirely dependent, had been particularly good and 
under the stimulus of this, the eAl)enditure of foreign exchange reserves, 
and large f oreign grants, the I celandic Government undertook an extremely 
heavy investment pr ogram to reconstruct the economy. I n the five post-war 
years investment in Iceland had amounted to $300 million. I n 1950, in 
spite of the heavy post-war investment, exports fell to the lowest level 
since 1942. 

2. Mr. Clark considered that I celand was not at pr esent abl e t o stand on 
its own feet economically, but could do so in time. At pr esent t he invest­
ment program is being maintained at a very high level largely because of 
ECA aid. After ECA aid tenuinates in 1952, however, continuation of invest­
ment would pose many problems . 

3. The present investment program concentrates very heavily on the con­
struction of two hydro-electric plants; one at Sog, the other at Laxa, and 
a fertilizer plant. These three projects alone will cost around $18 million. 

4. Mr. Cl.ark considered that fishing industries should be given the first 
priority, preferably for packaging, marketing and the rationalizati on of 
quick freezing. The amount needed would be small. Also, ther e was the need 
for more power: the Sog project, which would serve small industries and the 
population concentration near lieykjavik, was considered particularly desirable. 
The Laxa project, serving a smaller population, was also desirable but not as 
urgently needed as the Sog p~oject. Investment could als o be made in land 
drainage , restocking and improvement of the sheep, beef and dairy cattle herds 
and poulhtry, grain storage and other small investments for agriculture. Cement 
production deserves a high priority; there ar e also some possibilities for 
expl litation of the mineral resources of the country, including perhaps the 
production of sulphur. The fertilizer plant mentioned aboYe was probabl y the 
least urgent. 
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5. It was now too late, however, to consider the ideal assignment of 
priorities as the Government was committed to the Sog and Laxa hydro­
electric stations and also in the fertilizer plant. The Sog project 
was clearly appropriate for Bank financing. The Lax.a project could 
also probably be considered appropriate, although it would be prefer­
able if it could be deferred for about a year. The fertilizer plant 
might be considered as appropriate for Bank financing in due course if 
its capacity was reduced to about one half of the 6,000 or 7,500 tons 
annual capacity now contemplated; a plant of 6,000 tons annual capacity 
would be excessive for Iceland's demands for fertilizer and excess 
production would have to be 11dwnped11 overseas. The political back­
ground, however, was that, on the one band, t he ~og and Laxa plants 
would satisfy political. pressure from the sc>Uth and north o f the 
country respectively; on the other hand, po1rer development generally 
was desired by the Conservative party in re1~u.rn for which the Conservatives 
had agreed t o support the demands of the Agrarian party for the fer­
tilizer plant. 'I'hese two parties form a strong coalition government. 
°!'here was much frank acknowledgment in Iceland of the policital. 
strings attached to the pr esent investment program and an equally 
frank admission that, whatever the respective merits of the projects, 
it was politicall.y impossible to alter them at this stage. The 
impact of these substantial investments thi~s year and next would 
delay the foxmula tion of a more rational investment progr~. Mr. Cl.ark 
said that he proposed to make this point strongly in his report to the 
Icelandic Government. 

6. .Mr. Clark next dealt with the institutlonal changes necessary to 
integrate the investment program of the cow1try as a whole. At the present 
time there was a complete lack of coordination i n investment. There was 
no central bank, as such, but two competing commercial banks , owned by the 
Government, which exercised some central bank functions . Mr. Murphy, of the 
i'und, had recommended the establishment of a central bank and, in conjunction 
with this proposal, Mr. Clark had suggested that an investment department 
of this bank be established with its own as~1ets and liabilities to rationalize 
the country's investment program. .LegislatjLOn for this centra.L bank would 
pr obably not pass before October. It was proposed that the investment 
department would control consolidated government funds which were now handled 
separately by some thirty different authori1;ies. The r esearch staff o.t' the 
investment department would be common wi. th 1t;hat of the central bank and it 
was considered that competent officials could be recruited in Iceland for 
this purpose. 'l'he Government has established a committee to l ook into the 
setting up of such a department. Investment for the private sector of the 
economy had in the past been controlled by an economic board. Mr. Clark 
would recommend to the Government that this board, as at present constituted, 
be abolished and its powers transferred to it.he investment department of the 
central bank while a new economic Board wouJLd be established to ctmtrcl 
Government investments . The investment department would be non- political 
and would be controlled by the board of the Central Bank. It was hoped that 
Mr. Eiriksson, who is held in high esteem by Mr . Clark and other members of 
the working party, would be in charge of tt11:i operations of the department. 
It was envisaged that the department, in add:i. tion to directing the flow of 
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both government and private investment, would undertake, or have undertaken, 
technical as well as economic research. It would also attempt to stimulate 
incireased savings and investment which, i n the present period of high income, 
wer«:1 surprisingly lovt. In this connection the Government would have to build 
up Iii. bond and stock market. Icelandic companies I legislation also needed 
rev:Lsion. 

7. Mr. Clark next dealt with the role of possible bank finance in Iceland. 
He t9xplained that EGA would finance the dollar costs of the projects; the 
local currency costs could be met domestically and the Bank would be involved 
only to the extent of European costs. Local currency financing would be done 
in part by the use of counterpart funds and any inflationary impact could be 
absorbed by further dollar grants. Mr. Clark considered that Iceland is 
creditworthy, but for some years will be dependent on foreign aid to sustain 
its economy. It will not, however, continue to be i ndefinitely dependent 
on foreign aid andcould service foreign debt w:i. thout using grants for this 
purpose . Mr. Clark expressed the opinion that the Icelandic Government would 
be J:-eceptive to continuing Bank advice on both economic and technical matters . 

8. After general discussion in the working party, it was agreed that: 

(a) the Bank should lend for both power projects (Sog and Laxa); 

(b) the Bank should try t o persuade the Icelandic Government to have 
the fertilizer plant either deferred or reduced in capacity; 

(c) As an inducement to the Icelandic Government to do t his the Banlc 
should express a continuing interest in t he ~celandic investment 
program, and maintain close l iaison with the investment department 
of the central bank. 

9. Before opening negotiations with Iceland t he following action would 
be t,aken as soon as possible: 

(a) Mr. Spottswood woul.d have a technical report prepared by a consultant 
on the fertilizer plant so that the Bank would be in a better position 
to present a convincing argument for its deferment or reduction in 
capacity; 

(b) Mr. Cavanaugh woul.d discuss .fu.rther with Mr. Hoppenot the q.iestion 
of French 18% release and would acquaint Mr. Hoppenot with the 
reasons advanced by Iceland for not having ordered certain types of 
equipment from France. An attempt would be made to obtain the 
release of the remaining Norwegian kroner equivalent of about 
$700,000 from 18% funds to cover Icelandic purchases in Norwa,y; 

(c) A paper would be prepared for the Staff Loan Committee with 'Which 
would be circulated the Economic Department's report brought up to 
date with an annex prepared by Mr. Clark and, if possible, a report 
on the projects. 

NJPaterson:bd 

cc : Members of the l'U orking .t'arty 



Mr.. A. n. Spottawoocll 

E. Harrison Clark 

Reuqrt on Ictlland J!flectric Pgwer 
j 

1. I have veey fe1v oommerits, but here they ere: . -

March 23, 1951 

a) pap i .:- 11uggeat notting that the ptlblio ut111t1ea are 
Gover,nment owed. ,._, 

li) page 1 - 11ccording to~. Ste1.ngr1mur Jonsson, about 5~ 
ot the Sog1 a present i:1roduction is for domeatic consµmption and the 
rest tor imuetrial uld ot.her use. I vould think the rate tor in­
dustries may- be substatntialJ.¥ higher than 2~ • . 

c) page 2 - 1i1roul.d it be po,Hible to add Switserlam and 
Italy. The table ie "'81"7 interesting and I'd like to uee it in 'IDT, 
report. 

d) page 6 - I: ~e,retimd that under a new agreement the Govern­
ment, upon ocapl.etion of the 'Sog project, will ,own al>out 45% or the 
Sogavirkgun. ' · 

e} page 6 - .A,ltho-qh there are such assets and liabilities 
•• given 1n the third paragraph, in actual tact the Sogmrkgun 1• 
very-_ poorly financed, and baa little in the VrJ¥ of cash or 9\U"plua to 
t1nance an_y capital ex1p&D9ion. It is run on .a hand-to-mouth baaia and 
I hope we can help to correct this. .. 1 

t) page- 10 - · I ·think the second paragrimh might be worded a<:1118-
vbat aa tollove: "the additional pover is baeio to .further industrial 
expansion and the dnelopaent or the country• s resourcos. While the 
preoiN nature or the Mure denloi;aent has not been tomu.lated, 
hydroelectric power vill play an important role in any future program 
tor reducing Iceland•e1 heaY,Y dependence on the fishing indu11t17." 

g) pag4' 12 - sixth line. ,I am not clear aa to the meaning or 
this aentenoe. C11n ,o,u go turther into the question or the 1Jtfoote 
or the tertillzer or oement plant on the ceed !or tuture power ilffest­
ment. 

b) page 13 - top ot page. Ia this outside the large project• 
or doea it iucl'lde ' thllm. 

I -

1) page 16 - I believe the situation in regard to financing 
is that Re7kjank provide• an annual grant, while the Central Govern­
ment will purcha .. those bonds ot Sog which are not publicly sold. 
At the present time, around 3 ••~.in bonds have been s9ld to tbe 
public. I think the entire ECA advance 1■ on a grant baaia (p. 17). 



Ml". A.n . Spottwood 

I 

• 

March 23, 1951 

Hovever, the counterpart equivalent of the local costs may be loe.ued 
to the proj~ct (at l presume 6~ since the 6% boms will be bought 
f'rom the counterpart t'unds). There are, however, some unsettled 
legal questions in connection vi th the counterpart equivalent or the 
ECA dollar costs. I am attaching a copy ot a memo on this subject 
which went f'rom ECA to tho C',overnment. 

j) page 18 - At the present time, the rataa will not be 
sufficient tc- cover financial w1d operating charges in 195.3 and 1954, 
nor will they cover normal anttual capital 1nvaatmonta (4 m. kr.) until 
about 1957. Thia, I think, will be an important point to dieouss with 
tha Governm~nt during the negot iations. 

k) page 26 - I am attaching a table covering the phased re­
quirements tor Laxa 0111 a fiscal year •basis, vbich ma'¥ be sutficient 
tor your purpose • . 

2. There are a rev t1'J)Ogi;-apbical errorat 
'• 

Page 2 - second line from bottom. Names should read: 

Siglutjordur and I aatJordur 

Page 6 - 12th line - Hatnartjordur 
I 

Page 14- Swedish Kr. i s opelled Kronor and Icelandic, 
Kronur 

Page 7 - )rd 11!18 - name should read Sigurdur. The 
Svediah 11f1rm., g1VAn is apparently a Swedish 
Government bureau. 

Attachments 

EHClark/js 

cc: Files 
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AIR MAIL 
Maroh 2), 1951. 

Dear Mr. Jons~ont- / 
four letter of l.iiarch 8, giVing me intortllltion regarding your 

attempts to purchase equipz:ient for the Sog project in Franoe, 18 
appreciated. I think it will be o. good idea for .you to continue 
to send tenders to French concerns tor the retlaining items o! equip­
mnt that y-ou haw not yvt obtained, in order to receive quotations 
for comparieon with prices elsewhere. Of ~ouroe, vie would not want • 
you to conaidcr purchasing t'rolll any source that would not be ad:­
vantageoue to you. 

The in.formation contained in y-our lett.er has boen ro!erred to 
our TreaBUrer•s otf'ice. I am sure it ffill be very helpful to theQ 
1n their negotiations tor the release of various currencies, in­
cluding French franc•• 

t.f.r. Stingrimur Joneson 
Sogeviri<Junen 
1' .o.Box 5J7 
2, Tjamari<>tu 
Reykjavik 
Iceland 

ASD/gkg ~ 

Sincerely youra, 

. A. O. Spottenrood 

-. 
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' 
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.' 
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Jlr. Erikur Bri,em 
Director 
State Electric Power Works 
ll8 Langaveg 
Reykjavik, Iceland 

Dear llr. Briem: 

Karch 15, 1951 

Your letter of March 6 giving me more accurate 
information regarding the probable sources of the 
equipment and materials for the Laxa project, and a 
revision of the currencies which will be required is 
greatly appreciated. I shall change 'IIfY' records 
aocq,rdingly. 

AI6pottswood:lfb ~ 
cc: Fil es 

Mr. Lejeune 

Sincerely youre, 

A. D. Spottswood 



Subject : The Laxa Project 

Dear Mr. Spottswood, 

C 
0 

p 
y 

The State Electricity Authority 
118 Laugaveg 
Reykjavik 
Iceland 

14th March, 1951 

Your letter dated 2nd Niarch is at ha.nd, and as Mr. Briem is abroad at present, 
I give you below the fol lowing explanation of the matter under reference: 

The following is a list of the material now on order from Europe for the 
Laxa Project : 

lo Wood poles for hightension line from Sweden Oo520 millo 

2 . Damgates from Sweden o.soo II 

J. Woodstaves pipe from lforway, and Sweden o.aeo " 
4. Crossanns for hightension line from Denmark o.4so II 

5. Steel pipe and Surgetowers from Germany 0. 320 II 

6. Building materials , Lumber from Sweden, Oo200 " 
Reinforcing steel from Britain, Oo520 n 

Cement , etc . from Denmark 0. 380 " 
all these prices being fob in Icelandic kronuro 

Except for the reinforcing steel, no offers were received from France for the 
material specified above . The offer for reinforcing steel from F·rance was less 
favorable than the one finally accepted, both as regards price and time of delivery. 

As to the other material specified, offers were received from Holland, Belgi um, 
Br itain, Germany and the Scandinavian countries. You will observe that most of the 
above material is being purchased from the Scandinavian countries, the main reason 
for this being that their offers were , generally speaking, the most favourable ones , 
but I would poi nt out that a short term loan was obtained in Denmark and Sweden to 
finance certain purchases, and naturally this has been a contributory factor to 
the Scandinavian offers being accepted. 

It is only right to state her e that, in view of the present trend of rising 
prices and expanding time of delivery, the Danish-Swedish short term loan haw 
proved very helpful in securing the most favourable tenns o 

The foregoing of course only refers to the material specified above , but at 
the time tenders were sent out for the main equipment for the project, France was 
naturally included, but the French offer was not acceptable . 



Of the equipment purchased abroad, the only major item which has not yet 
been secured is the power house crane. Tenders were sent to various European 
countries, and by far the most advantageous offer of the 8 received, came from 
Germany, the time of delivery being only about 4 months, against up to 2 year s 
from Britain and other countries. 

I trust this infonnation will meet with your requirements , and remain, 

Sincerely yours , 

s/ Jon A. Djarnason 



SOGSV1 RKJ UN IN 
THE HYD RO- ELECTR IC DEV ELOPMEN T O F SO G 
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P 0 . BOX 5.,7 IELEPHONE 1222 

TE LEG RAMS RA F MAG NSVEIT AN 

REYKJAVIK. March s, 1951. 
2 TJAR NARGOTU. ICELAND 

HH/AS/NF-

Mr. A. D. Spottswood, 
International Bank for 
Washin£ton 25, D.c ., 
U. S . A. 

Reconstruction and Development, 

Dear Mr . Spottswood: V 
We have to thank you for your letter of March 2nd , 

concerning French cr edits to be used through the E .P . U. in part 
payment for equipment bought in Sweden and Germany, and the 
possibility of purchase of this equipment in France • 

.As shown in our estimate iihe followinR purchases 
ar e being made from Sweden and Germany : 

1 . Hydraulic turbines from Sweden 4 , 115 mill . 
2 • Building materials from Sweden 

Reinforcifg Steel etc. 0 . 1;0 II 

Lumber 1,250 " 
Sundry 0 . 500 " 

3. Engineering Ser vices from Sweden 0 . 300 II 

4. Ser vices of Swedish Contractors 5 . 590 II 

5 . Construction Machinery 1.600 II 

6 .. Damgates and lift cranes from 
Germany 2.400 II 

Thes0 amounts are determined under three separate 
groups , as regards purchase and contracts. 

1. The turbines were bought from Sweden as the offer 
from there was by far the lowest. Only one offer was received 
from France , from NEYRPIC in Grenoble, of kr , 4.e11 . 900 .- FOB 
while the Swedish offer was kr . 2 . 117 . 400 FOB, 

Item 3, E:g.gineering Services, is an integral par\ 
of the turbines contract , 



.:> v ,.,V IRKJU NI N 
T H E HYORC-E:LECTR I C O EVELOP ME:N I OF" SO G - 2-

2 . The construction job was given to a combine of 
Swedish and Danish firms that had submitted the lowest bid. 
Offers wer e solicited from all the Scandinavian countries and 
from local contractors, but the nature of the job did not , 
in our opinion, permit of going further afield~ This ties up 
prim~rily item 4, contractors Ser vices, and item 5, construction 
machinery, as the contractors have to be free to use machiner y 
of their own choice . 

As regards building materials , item 2, the lumber 
had to be bought immediate at the outset of building operations, 
and were at that time availabl e in Sweden. We did solicit . 
offers for reinforcing and other steel from France, but none 
were given, from which it was inferr ed that French exporters 
were not interested. 

Ther e remain then only smaller items which the contract­
ors will supply and purchase as required, and most of these have 
al ready been plac ed on order. 

3o The lowest offers for Damgates and lift cranes 
were received from Germany, and the damgates have already been 
contracted for in the amount of kr. 1 . 200.000. - , but we could 
investigate the possibility of obtaining l i ft cranes f r om Fr ance, 
if you think it advisable, but considering the offers received 
f r om there for other equipment, we fear their prices are too hi~h . 

Of our requirements gener ally , only minor items remain _ 
to be placed, but we are per fectly will~ng to consid~r the possi ­
bility of purchasing these from France in so far as it may be 
advantageous . 

We trust this will answer your questions, and shall be 
glad to hear from you again . 
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FORM No. 57 
( 5- 4 8 ) INTERNATIONAi BANK FOR RECONSTRUCTION AND ("'l[VELOPMENT 

OFFICE MEMORANDUM 
TO: Files 

F ROM: s. R. Cope 

DATE: March 2, 1951 

SUBJECT : Iceland - Procurement of goods in Denmark for hydroelectric development 

1 . At Mr . Aldewereld1 s suggestion, I called Count Ahlefeldt who had raised 
with him yesterday the question of the availability in Denmark of the goods 
which were to be financed out of the Danish kroner 3.5 million which Denmar k 
was making available out of her 18% subscription. Count Ahl efeldt explained 
that in making this amount available the Danish Government had not given any 
undertaking that export l icenses for the goods to be financed would be issued. 
He pointed out that export controls in Denmark were at present very tight and 
might conceivably get tighter . He wished the Bank to understand that in appr ov­
ing the use of part of Denmark' s 18% subscription, the Danish Government had 
not implied that when the time came, export licenses would be issued or that 
the goods would be t r eated differently from any other expor t . 

2. I said that the existence of export controls created problems in nearly 
every country in which equipment was being procured and the Bank had, in fact , 
recently set up a special unit in the Loan Department to handle matters of 
this sort. Up till now, in similar situations, the Bank had usually not done 
more than obtain a general assurance from the government concerned r egarding 
the probability of export licenses being issued. As time went on, however, the 
Bank would have to do more than this, and from time to time specific representa­
tions would have to be made to ensure that goods required for projects which the 
Bank finances could be procured and exported. 

3. The Bank regarded the financing of hydroelectric development in Iceland as 
VtEi important and, if the necessity arose, might wish to make representations 
to Danish Government with a view to getting the equipment which was necessary 
for this purpose. I added that, as a practical matter, I did not see how any­
thing much could be done now, as we had not yet had not yet had a definitive 
list of goods and any decision regarding export licenses could presumably be 
made only when this list was available. 

4. Count Ahlefeldt agreed that there was little that could be done now, and 
added that the mere fact that the Danish government had agreed to release 3. 5 
million Danish kroner indicated that they were favourably disposed towards the 
purposes for which the loan was to be granted. He therefore suggested, and I 
agreed, that the mat ter should be left over until his return from vacation 
towards the end of March. 

SRCope;pmk 
c. c . Messr s . Hoar 

Spottswood 
Aldewereld 
Anderson 

~ 
' 



FOR M NO. 59 
(3. 4 9) 

CROSS REFERENCE SHEET 

COMMUNICATION: MEMORA."iDUM 

DATED: FEBRUARY 28, 1951 

TO: FILES 

FROM: MR . :m£X ROSEN 

I CELAND NEGOT . 

SUMMARY: RE VtR. CLARK ' S PROGRESS AND n~©i'Hl: PLANS rn ICELAND. 

FILED UNDER: ICELAND MI SSION 

CROSS REFERENCE : ICELA.i"iD NEGO'l' IATIONS 



Ur. n er JJ.O. nopponot 

IJe%n7 • Rilay 

Aa requaatod by you, l · tti.na forth bolm the ood8 nnd 
aorviCCJD Imllcnd expoots to acquiro 1n 8W'Cd0n and Oomaiv 1n COMCCtim 
with tl proponed loon to ho e by thio to Iceland t 

• 

R\iCavono.UBh Ilk 

J~ ulic turbinoo 
D g toa 
Roinf'orood at.eol 
Tiober D.nd poles 
Ccmont 

in :'ll! and erectors' som.eca 
C actor.o' oarvioeu 
Conotruotion tl.1Chinory 

Totnlvru.uo - uivalont of 9h3,000 

omorw 
n atcfJ 
ii~llnc craneu 
S l d; and tankn 

Totnl vn.1.uo - Equivnlont or 96,000 
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Memorandum 

February 2J , 1951 

Mr. Eugene Bla ck 

Sir Ernest Rowe- Dutton 

Bank Loan to Iceland 
Re:-yse of U.K . 18% capital subscrip tion for following purposes: 

a ) 1. 110,000 for purcha.ses of e quipment i n the U. K. 
(b) ~ 200,000 representing about one half of estimated 
purchases in Sweden and Western Germany. 

UNITED KINGDOM-Capita l (Gene r al Files) 

ICELAND NEGIOTIATIONS (Operationa l Files) 
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u- Harr.,1 / 

Jl CLASSIFIED 

JAN 16 2018 
WJ1O ARCHIVES 

CONFIDENTIAL 
" 5 ,ar,;, ll, l~O 

v 17ono !ound your l ttar or brucr;y 8 cxtnr·oly 1nterc,st.ln£: and 
1.1k d tho tp,proooh you arv tuin.,. in yuJr rcp()rt. 1 au wr1t.ln, at tho n,­
queat or •r. Uot, ~1nl:y to br' n.: 1ou up to de.ttt tr.1 progeuo o!' tho power 
proj etc appUcnt.ion but al!io t.o ive )'OU ono or tlto other fact.a or poaa1ble 
interoat. 

l lwi a t lk ttb llJ'. t vcr R®t., ;,-eet.Grday, tho cihtef f>f the Dank'• 
Dlse1on to lrat16 e.r.d h e to huw i'01'01td M extrecal.1 hi.;h opinio:'l of 
tho o • tcnco of' t.be ut rt or thu .Limd:.~ I l s m>J th lr froedQII rrom 
polit.1c4l b1ea . Po d1d, hOfflJVGr, 1rni1c t.e that. thore are politic l 1.n.rluen(?o■ 
in the 8onrd. Ho !olt t.hat i n a, ob 41 awl 00,mtry 1\ w very 1r.ipcrta!lt not 
to " t.o the ae:-Yict n o! available ccpablo poOJ>lo by c nt.1c. .. oo lil~ ••peret e 
J..nottwt.iona amd thousbt tha lo 1cal pl co ! or t. :e inveotr nt. ins ti tuUon wu 
+..ho c ntro1 bank. This ... Ge= to ti.t in ith your idc o. ln Root!l '» opinion, 
too mjor probl0t1 in Icolamd l a not oru» of i nut.itutJ.cnol orcerd.z ti.on but that. 
o! e.'Mllo1p&ttnn cconmic d.ocia1cna !ra:i tho t.ron , po.r'Vndi~ pc:,11 t.ionl innu­
cnco:s . 

\ hon you lott i.ho ank you knn, of ocurse, t!mt we wre appr<.>aching 
Franco, !lrita1n, l'enz:sark Md crway tor 18% currency to be usc,d tor the pur­
chaso of equ1 nt tor- tho ozr and a power project.a. So rar, the Fronch and 
Lano• hav ecroed. ·o reply ha . beon recuived tro= the None41a.'18 c>r the 
Dr1t11b, but, in the lotter OLUJo, th~ .K. iixecutS.vo !>1rootor 111 tryifl!t to apeed 
up the dec1.•1cn. ro:s uo.nbl'1, it and when at't1rmat1vo repliea are r ceived tr0:2 
till concerned, o co.n k.1!11 r7 rapid pro reao with t.he Icelandic n..,1;ottat1nr.e . 

Jn t,he couJ"8o ~r oonaid r i ng tho probl t"'.:J rai aed by 7ot1 rot;~rd\na t.tut 
re1·ti l ~:-•Jl" Y\rojoct, wo dhoovorod ttult th ti. Industry ll1via i on h&vo a prcmtd 
tbtu ojcet, or r ther hatvo r. po!'"OUAdod not to rai-so ,._,., obj ct1ona . o 
underutc,.nd, turt', ~re. t.bat 1-.CA ia pro bly goin.., to aiat. IoelAAd to ot>•...atn 
cm add1t1cn ~ or l1 1111cn to hor int.ti.al p®ition With R 1tl on II trnnt 
be:sia . Tn vi r. or .)"OIJI' do'llbto nbout tho prc-j ot. wo felt it 11oult1 ha proferMble 
tor ·-•l•nd to d raw en tnie nou r"-"lt. fro ... 1," t,o !lnAnCe t.ho .. urop:,an ax-pendi­
turos. rho project ll then, in cf tact, ho oonotruot.fxl on a .;rant buis o.nd 
can."'lo'\. ,_,, conaideNd c.u diannlahi tli ! cola~ 'a cr-,di t11(,rthtneao . · o rel t., thllre­
fc:ro , t.h~t U. 'If.Ml not n Roooa1·1 to revise our c,a.rlie1• d cloic.,n on tho power 
proj eta end t • borit. poll.c· wu to lo,no tht..n e exactly as tbey ar• and to cab 
no deciai<,tUt n !urt.~ inv s t.:::iont in lcalaod unt l have oar report on the 
invea~nt p~owrn:: ao o •bolo . 

l'hi inoioontall,1 atronuthona our ho.nd in deal.in with th 30Vftrnncnt 
c.ince not.hi.~ CM bo dcno until Y'-"llr r port ia in our handa ~ o~ tuture 
policy r c3t.& v r-, lert;oly on tho conol\.1s1ona you pre:aont. 



l 

.... 

. . • . 
-
That stie"m tc ho nJ.l tho news ~f on~ 1.1!llporwnco at thg =~nt. r wtH. 

wr1 tl n~.JJ.n if tho1·~ sre any :s4;ni! icsnt devolop:"IOnta . 1«, aH G"'nd our 'beot 
·'fe1;arct,s ,md hopo you at'fl not find inc; olim tic condi ti ens too rit;oroua ; , havinc: 
had Ic,_,landic ""8ather i n ,ash!_n ;ton' just atter yo11 left -e Rrft r•'lgArcl1.DC 
your· m.o:1ion in th ~ddod r.opect. I,. -# 

,. 

!Ir. E. ffarris~ Clark • 
c/o ~:attonnl ank of !coland 
&lykj~vik, rcoln.'ld 

., 

... 

' .. 
◄ ill • 

tf;;R : js : JJ20 

• 

(signed H. W.Robinson) 
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• 

.. ...... 
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FURTHER REFERENCES :­
Cable - February 22, 1951 
March 21, 1951- Letter to Norges Bank 

Copy of Letter Aprill3 , 1951 - Letter from Nor ges Bank 

February 20, 1951 

Mr , J . W. Beyen, Executive Director 
International Bank for Reconstruction 
and Development 

Gunnar J ahn 

Re : Willingness of Norwegian Government to make available 
to I. R. R. D. out of its 18% subscription, an amount 
of approximately N.kr. 1.4 million for purchase of 

equipment for two hydroelectric plants by Iceland. 

NORWAY- Capital 

ICELA~1D LOAN ( Operational Files) 
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TO: Files 

INTERNATION... BANK FOR RECONSTRUCTION AND r')EVELOPMENT !.ee{.e"(..{.,_j /l..r f O ' 

OFFICE MEMORANDUM 
DATE: February 19, 1951 

FROM: Mart.in M. Rosen~ 

SU BJ ECT: Iceland 

I called Mr. Clark in Iceland on Saturday morning, February 17, 
to pass aleng to him the substance of the discussion at the Staff 
Committee meeting on Thursday, February 15. 

I told Mr. Clark that, sinlle one ctf the main purposes of his 
mission to Iceland was to appraise the whole investment program of the 
country with a view to determining the order of priority or the various 
investment alternatives open to Iceland and the best way in which avail­
able external financing pessibllities should be utilized, the Bank 
could not possibly consider .assisting in the fertilizer project or in 
making a commitment for 8IJ.1 other projects until Mr. Clark• s report had 
been prepared and considered by the Bank. I added that, although it 
was quite appropriate for Mr. Clark to pass along personal observations 
on the fertilizer project to the Icelandic officials even before his 
study had been completed, the Bank itself could not take a view on the 
project until the study had been received. 

In addition, I told Mr. Clark that, although the Bank was con­
cerned about the trend of polioy which the decision to proceed with the 
fertilizer project indicated the Icelandic Government was following, it 
did not feel that the matter was so serious that it should withdraw 
from its proposed financing of the by'dro-electri~ojects. 

Mr. Clark clarified his cable of February 16 which read that 
"Cabinet adhering original plan no i'urther action required present. " 
He said that this cable meant that the Cabinet had decided to continua 
with the fertilizer project and that he was continuing on his general 
study on investment priorities and the desirability of creating a 
development bank. He anticipated that his work in Iceland would require 
an additions.l two to three weeks and added that Mr. Bertrand, or the 
Monetary Fund, who is returning this week will bring back more details 
on the progress of Mr. Clark's studies. 

co - Messrs. Hoar 

MMR.osen:dbs 

Cope 
Demuth 
Stevenson 
Robinson 
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A. s. c. Hoar 

• 

, ""' 
l. I , haft re~: llarrilloJi Clari<• e ft17. iDteNlttl!J 
you or Februa17 8, 1951. · 

letter to 

2. The l•tter und•rllnee the tee:Ung, .vbicb I tb1nlc ~ ot u 
ba4 here, ·that, the ait.uation 1Ji Iceland ,"6·•tar.-t:rom eat1•~ 
a!Jd 1t,1• end ilt that' tbe ... l'Janlt'e polio:, towroe•Icela.rm vUl have 
to· be vorr oa.ref'llllT ~tt out and •tinll.7 handled. 

' 
3. Hr. Clark 1JeUU1 to_.bi pl:inriing his report on ver,- aoum line■ 
ud vhen we Jiave ' bad ari op~rt~ty or 11,ut:iiing it here I think we 
ahall be able to ... better our tilt.ure ULDe of action. 

4. In ~!• altuation, I tb.1nlc it voulcll be ~Ill tor Mr.. Clark, or 
tor 61J1:0DO else, to at~t to tal~ abo~~•- roJeot~. I ·do not lil'e the · 
■uaeation of COlff'ertJ.n, tbe ~nt: tic!llllical dedatance aluion 
into a Ngular,Banlc 11fa1ion, ,ind I t.b1,nk : tbat "w ebould indio.\\te 
to tbo Go -- n~ ;ve'!;'T, t1~ tbat thtl ld.eeion' 1■ ·not pre~ to 
talk about- l•~ · ~!'8.Uona. Mi-. c_~l"ll: 1• DOV 1n a ~ po•i~on 
to decllne to do"tbi• iince he, CAnJ~ tb111t. lie va• eent over purelj' 
on a techid~ a■e1•tanc• llliseion, lii1t if' , Nnci ,.a t.oa.n Offl.oer Oft'!," 
S:t ·t• a clear 1111Ucat.1on to the .. Icelal'ldia1. QowJ"'tlllOnt t.bat we a.re · 
~ :to consider furttier ·l•ndJ.rli• I .~ that we oan do tbi■ 
in~ courM but'i. I wow.a be reluctant to1 ■q now that w eboul4 
do 86. • · 

er., Mr. M. Rosen 

~ . s. R.. @.f--,. 

$RCope:pm;ASGHoar:dh 
2/16/51 
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~ ,.,t,_ > ' ... 

ttle ·quoat1..on:-, ,ru ~ad by ' . ,;Jiqrr1eon D-l rk cy . • . 1 · . t4lepnonc • 
• 

• -

. ~ • • "' 

-. 

• 

• . f 
I 4 

• 

~ 

& ~ t 

' . 

.. 

.. 
~ .. 

),- . 
~ 

. ~" 
I 

I. • . : 
~ • ,• ,, 

• ~. 
• -. ,~ .-... \. 

\ 

• 

• 

• . 
. t 

• 



.... 

• 

(b) 
• t • 

eo •_..re,ard:s th-:! hf• rcolectr1e'" proj-,c:ta, it 1c to bo noted 

· tJ'}at· praatical\t$' · the only source:, or. axternnl financing, . . ~ . 
~ - . 

preso!1t4' ~vuti~b!o to lcolanrl a:-o tho ,... , 'Pv <Jra..-1 n~a 
. • ,I .C. -

. and the, !BRt:.• .r,.ven ~it, in uon3tr1ictint tho t,1t0 ~roel•ctr1o . . '. 
! l1.1ntdi and •tho • re~t1 l.1:;rr plunt, !cola.lid ht1s to drw to the 

~ . , 
' 9 

full en th• !i'rut, ~two uo~rce·o . 1.:t it> unli'ke \1' -taat the 
- . . 

ro&ult.1..os \tk!bt burden will, · cm 11.\Ccount of tho presont low 

!ovcl ot oiternal' indQbl.«fnoa~, o~oo~d her CJp city to 
'C-. -

rep~. Th1.1 l •1k tc:ild t rc!c.n t.1 ,arc in lending .... i ~lXtori' 
• ~- • I • 

!~r tn.o hJdrooloctrlo p;,·9-joc t:J . ...inco llO ore ■a.tiu~1:od t.hot 

, tt:mse proJoot;.1 o.ro 1n !.:!ot_ ot ~~• V..ti':J 
0

t11ur.eot prl-or1. ~ f thG 
't . .. ,. .. .L 

• Oa,u< ':s daci.aion t.o ' f.innn~ them• rro:n 13'1 i..uro1>eari c (,?"r..onci~• 
I , • • ' . 

Dnonld .ut:ind. • 
,e, • 

I f • 
J . lt~ ta racct:r:ended thot the I ce1aitd;.i.; t.,ovcrn::unt b infoq.,ed : 

'f .. ' • .. 

. -

I .. ' I' 9 • r 
t~1at thtl B3n~ q~nno+~ doc1i.1e '0.1. t''.10 ;,riuri t;.· 9£ t.he ter.tH.1zo~ ' . 
projcct

1 

un t.U. it. ' ha., • $tU:1iO'.! .. • Clar~ ' .u 11.fHll~io ot tho wh.ol• . 
' . ~ f 

~ -
!cel.oe,dic i.r1'le!'ltoint. pro.i,rrun ·nd i:, &cco.r'1incly not prepo.r•d• 

V . • ... -

to am.,iot 
0

! n Uw !1nancinb o!' th~ !e};~i.lltor ptojt~t at t.nio ,, 

t1m. •l.!rlnmtlil.o , , f'l$':l:,twe~, H w1 l.li ,c<mtln ~ to cansic!er 
~ . 

oeh~efo1~· · l01lf f trC .. il ru.niot '..n 'tti· nni.noS.ng Of tM ti,y,tt-~lM' rlC 

;,rojectu; ~ 

" . ,(ob~ • -rt.hat t.be Ben}: !..ahro -:.o ;,otr.~ ou~. that., in oona1der1.ng t,~ • • 
,, 

P?~Ht1biH.1iier; oJ-. fut\ti-e !oncina t-~ ,[ct,l,J:id, t , D.l obvtoualj 

- • hove ,to t.3ke !...ntQ ~c-:cunt the fcr~ibn dabt boin inaiu-retl b-~ 

.... 
I • 

1coland •n 11.ts mu~ ot ~C/\ And CPU reaour,cee and that m.adi-

raotton or !.nw&tlfltlnt l:lifht ·~dvuru1tly ·arrect tho Bank'• ,irp?"a1,,i 

or t'ho total borr~n . C&,PAOit., or tho coun~ . l 
•. 

- Js:C-JOl!, 
u&·y · 1 ; , l~ 
~ 
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lb:- . Ericur Briem 
The State Electricity Authority 
ll6 Laugaveg 
Reykjavik 
Iceland. 

Dear Mr. Briami 
✓ 

February 12, 19S1. 

Your letter ot February 2 (reterence1 EBsge) is appreciated. As 
you request, we abal.l reduce the eatilllated amount of Danish currency 
required by the value of the reintorced 1rteel which you nw find ia 
not available in that country, and add a similar amount to the sterling 
requirement. 

I einoerely hope that you w:Ul be able to !ind the steel 1n England. 
In addition to e.xploring availabilities in England, it might be a good 
idea if ,-au investigate the poasibUity 0 1f obtaining this steel and perhaps 
other items frcm France. 

Sincerely yours, 

A. D. Spottawood. 

c.o. Kr. Cope 

ADipottswood:mlc 



Confidential 

Dear Leonard: 

INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

WASHINGTON 25. D . C. 

Borg Hotel 
Reykjavik, Iceland 
February 8 , 135~ 

This is a very preliminary report drawn up to catch t~e 
very erratic winter mail out of here. The •€cheudle of flights, 
for yoUR/guidance, provides for once a week mail service out of 
here on Thusdays. It is frequently delayed. I~ any xase it should 
not reach you before Monday . The return mail leaves New York 
Tuesdays , and should lP.ave Was~ington by Monday evening . This is 
a very tight schedule , and I ~~ ) therefore have to resort to the 
telephone if some of the major problems I foresee , arise. 

The Government has had a minor crisis this past week-no mission 
is complete without one--over the wage stop introduced in January . 
The unions claimed they were entitled to tne wage increases provided 
by their contrscts after the original link to the cost of living index 
was broken. The Government , in spite of vigorous protests by ti1e 
Socialists and many crocodile tears from the Communists , pushed the 
measure through the Althing vigorous1f :md quicklyo I mention this 
because it indir.ates a stronger Government than I have seen i'1 Iceland 
for a long time o 

The problems of Iceland at this stage are acute and awkwardo 
The labor problem is far from setlled , and major strikes may take 
place in the Spring. The country was badly hit by the disastrous trawler 
strike of last summer . However , if a reasonablP. degree of price 
stbility can be assured, and this seem~ possible , and some additional 
imports of consumer goods can take place, such strikes may be averted . 
I ~m not however , very sure the proposed policy of the Government , to 
which I will refer later, is wiseo To go on with the present problems : 
Iceland~ exports last year reached the lowest lP.vel since 194~, 
the herring season fai led for the sixth time in a row, she has drawn 
down practically a ll her EPU funds (although she has used them 
part'fj, to pay her overdrafts in Britian and partly to build up her 
exchange reserves) and she has three costly development projects 
under way. She has also proposes two additional projects, while at the 
same time she proposes to have a balanced budget , and to restrict 
investment and credit to the resources available . It is too early 
for me to assess precisely what she will be able to do but it is apparent 
that there are plenty of mutual contradictionso The most hopeful feature 
lies in the willingness , and eagerness, of the Government to listen 
to outside advice. ~ 

The Government has a slightly embrrassing faith in my ability 
to solve their problems. The Government is placing great faith in the 
International Bank. In spite of the present situation, which I feel may 
have reached rock bottom, I think that a partial soluticm,n can be 
attained . In my letter of next week, I will outline somewhat more 
preciseli what I will propose, after a gQQ_d deal of information I 
have requested , reo.Ahes me o I have however arrived at the following 
general outlines: there is ample scope for Bank activity and technical 
advice to the Government over a long period in the future ; tne agricultur. 
al program now being drawn up by the Government is soundly coonceived 
and offers(the. mosht -oromising outlet for future investment and diversific 
tion here altnoug lt s results will not be felt for a number of years) 



a development insitituion should be set up, and be, a cepart~ent of the 
newly proposPd Central Bank, on wni,"'h Murphy is wor in,· and 1n which 
he ha.s drawn ~ in pretty const'rttly for consul t:itl.ion; the. chances are 
vPry good ind~•d for developine" ~ bond m~r~et and for ra~ ng 
priv~t c~pit~l for dPvelopment through the sales of sh~r~s (morr on this 
next v,E ck , together 11·1 th 'l rep,rt on t.1e prefent at temp~ , VPry b~dly 
hanGled , to seel bonds internally for the local costs of the Sog 
hydro-elet.ric projel"t) ; t·1~ banking system which is in pret;:y bad 
shape needs quite an ovPrhaulo The Bank can play a very.- lqr~• role 
in all this and I would like to se~ Renk as::-isto~ce tied in very ~losely 
with socie of the proposals I will make . t.,....-. 

The 1epJrt ~hirh I am dr~win~ up ~itll consist of ~ parts : 
a) an ~ssessnent of the present economic posltlon of t~e country b) 
a revie~ of the past development p~o6ram c) ~n out:ine of the future 
general development , tog tehm with th€• resources which m~ tJ be available 
to the country c) a survey of th6 existing financial insitutions 
d) a recommend~tion for a development inst l~tion . 

The GovernmPnt does not in~tend to present centr~l b1nk 
legi..:lation until next fall and~herefore there v,111 be no urient 
need for having a la~yer up here on the actual draft of tht lPgisl~tion. 
There is horev~r a di tinct possibility that it would be oPsirablP to 
have a loan officer come up here , and convert this fr:Jm a technir.al 
assistance mis~ion (which it is on7y i~ part sin0e the Government has 
already indicated its desire to have the Bqnk finqnce a part of the 
··gricultural program, inclucin.g local cur .... tncy costs) into a f egulr1.r o-.nk 
mi•0 siono I •~:ould probablV t~lk to you by telephone in a weeks time 
to give you my views on it . Ther-., is anot'"ll r problem which I wi sh you 
would think .qbout . The Government, and thi"' is most confidentl;:i.l , is 
proposing to draw down heavily on FPU in the next year i~ order 
to provide ade~uate supplies of goods and to stabilize the economy . 
The ~mounts tr) be dravn dovn may reach as mu<'h as f6 m. , which would 
be rea ~ ovPr the foJ ::..owing three years. They riave askP-d what the 
Bank's viE-'v,s mi6 ht be on such a procedure , particularly whPther this 
·,.ould milit t:e.-te a6 ai11st .oank financing here . I h:1v~ indieAted that I voulc 
have t) r,f~r t~~~ ~ack to the BanJc . ECA whil"h is agai~st the propos~l 
has inf~ m~ Iceland +rat, thi .c, ~ be t·1e case , whiGh of course , 
ex~e:ded the authority of ECA . I think there is not que~tion of Icelands 
ability to bear considerably m0r debt 1~ Furope'n curren~ies (and in 
dollars if the British Govt . could be Q~~eA.ed to as~ure future convertabi) 
but I am not very much persuaded by the rguments for EPU financing . 

There 1~ another rrohlP.m. I think ~e develooment institution woul d 
be the best channel for I B flh.ncis here but I do not kno1: how much m.iP-ht 
be raisea in Europe . Incidenta.l l j the Government is h~n6i: ra·rer ~ 
tr~ath1 e sly on M rd from the Bank on the power loan. The ~1lmd of ins ti tut ic 
that coulr be set uµ here ,,,.ould in p1.::-t depend on the kinas of funds that 
could be procured. If it were a straight dollar loan, or ra.th~r line 
of credit, similar to that of t~e Fth~pian and Tur~lsh Ban~s , the probl~m 
would he simple enough, but 1 t would b€ mueh mo.·~ complex to Pstabl ish 
a line of credit :n several European currencies . 

A further problem: I had orlgin·lll:,r r~nt.,.c ._o show my report to the 
Govt . In actual fact ~s it v·ill turn l')ut , :. .;or)t:" parl of it will 
cont~i~ recommendations for Bank action , and these part3 should go to the 
Rark fjrst . Yet the GovPrnmcnt will very me,:re much •,ra.nt to know what 
I have concl1med . It may be necess~ry therefore for me to write two reports. 
onf> for the Govt , and one for the ~anre1 or to ," i ve tne Government an oral 
report . - u 

~s you can see i n this letter I have rais8' probl~ms b~ not proviQ~d 
many anshers. The next l e tter I ho~e ~ill havP more of the l~ttPr ~~cv-b ~~ 
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February 2, 1951 

Dear Mr . Briem: 

This is to thank you for your two letters dated January 25, giving 

me the information I had requested regarding the estimated amounto of 

European currencies that might • be required £or t he Lax.a project, and 

also t he information regarding the taxa 1950 balance sheet. 

I appreciate the fact t hat both sets of figures are estimates 

and they will be so considered. However, the informat ion will be 

most hel pful and your cooperation in supp'.cying the data so prorn'ptly­

is great'.cy appreciated. 

Mr . Erikur Briem 
Director 
state Electric Power Works 
118 La.ngaveg 
Reykjavik, Iceland 

ADSpotts,rood/al 

Yours sincerely, 

A. D. Spottswood 
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I .. • February 2, 1951 

.. 
Dear Mr. Jonason: • 

... 
f 

This is to tharik you for your letters o! January 22 and 23, giving 

me the information I had requested regarding the estimated amounts o.f "• . . . 

European currencies that might be re~ired, for the Sog project, and 

• 
also the information regarding the Sog 19,o balance sheet. 

I appreciate the fact that both sets of figures are estimates • 

and they will be so considered. However, the information Will be 

most helpful a.rid your cooperation in supplying the data so pranptly 

is greatly appreo 

• Yours _sinoer ely, 
•• 

.. • J • '"'. . I a 
._ A.' D. Spott11Wood 

n, 

- • • 
• 

J&r. steingrimur Jonsson 
Sogsvirkjunin • • 
P. O. Box 537 l 
Reykjavik, Iceland ~ 
~ J ~ • 
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RAFORKUMALA~ JRNIN 

THE STATE ELECTRICITY AU THORITY 

THE STATE ELECTRIC P OWER WORK S 

THE ST ATE ELECTRICAL I NSPECTION 

PRO,JECTS .t SURVEYING DEPARTMENT 
GEOTHERMAL RESEARCH .t WllLLDRILLING DEPT. 

TELEORA~IS .t CABLES: 
RARIX. REYKJAVfK 

vouR neF. Mr. Spottswood oun REF. EB : gs 

118 LAUGAVEG 
REYKJAVfK 

ICELAND 

DATE, 2.2.1951 

Mr. A.D. Spottswood, 
c/o Internati ona l Bank for Reconstruction and Development, 
Wa shington 25 , n.c., 
U. S. A. 

Re: LaxarvirkJun. 

Dear Mr . Spottswood , 

In my letter dated 25th ult., I advised under 
item h), that the reinforcing steel would be purchased in 
Denmar k . Further that the amount needed for this material 
was danish crowns 150.000.-, and that we had already ordered 
steel for d.kr. 106. 000.- from the temporary loan we got in 
Denmark. Now we learn, however, that the steel is unobtain­
able from Denmark and that we will have to purchase it from 
England. The estimated value and currency for this item 
should therefore be transferred from Denmark (d.kr.150.000.-) 
to England (£7.750: o:o). 

Yours very truly, 

' 
( 
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r 1M N", 57 
5 • •. . INTERNATIONM_ BANK FOR RECONSTRUCTION AND DEVELOPMENT 

IC..IJ,~1"~ 

#fd>o . 

OFFICE MEMORANDUM 
TO: ur . s . R. Cope DATE: January 30, 1951 

FROM : A. D. Spottswood CJ!:sS 
SUBJECT: Iceland - Breakdown of European Currency 

Requirements -

/ /if: ~~t rr , . · -/6' 
✓ / JIA,/.1.I L-c . 

I have r ecei ved replies to my letters of January 9 from Mr o Jonsson 
of the Sogsvirkjunin and from Mr . Br iem of t he Laxavirkjunin, giving me a more 
exact breakdovm of European currencies required f or the Icelandic pr ojects. 
The attached table shows the total requirements for t he two projects in thou­
sands of U.S . dollars . 

Both Mr . Jonsson and Mr . Br iem stress that these figures are not 
final as a number of contr acts still r emain to be placed . The allocation 
of expenditures t o t he various countr ies repr esent their best estimates at 
t his time . 

I celand has negotiated a temporary l oan with which to initiate pur­
chases in Sweden and Denmar k and has made certain payments in these countr ies X 
f r om proceeds of this l oan. Iceland hopes to pay off these loans f r om t he 
l oan negotiated with the International Bank. 

to send 
There are additional copies of the table attached in case you desire 
them to the Treasurer ' s and the Economic Departments

0 t 
Cc : Mr . Hoar <l~ 



Description 

a) Hydraulic tu.r-
bines 

b) Dam Gates 

c) Traveling Cranes 

d) Reinforcing Steel 

e) Steel Pipe and 
Tanks 

f) Wooden Stave 
Pipe 

g) Timber and 
Poles 

h) Cement 

i) Miscellaneous 
Bldg.Materials 

j) Services of En-
gineers and 
Erectors 

k) Services of Con-
tractors 

1) Construction Ma-
chinery 

m) Contingencies 

Totals 

ESTIMATED roROPF.AN CURRENCY REQUIIDMENTS 
ICEIANDIC ELECTRIC POH:ER PROJECTS 

(In 1, 000 u.s .Dollars) 

Swedish Danish Norwegian Pounds 
Kr . Kr. Kr. Sterling 

252. 7 

46o3 
✓' \ . - 'P. ' ' 8.o 81. 7 I 30. 7 

-----i 

67 . 2 

130. 7 1. 2 

43. 2 146. 7 

54. 2 18. 4 

20. 7 76. 4 

343 . 2 196.3 

98. 2 8. 6 

97 . 5 208. 7 

943 00 58602 143. 6 257 . 8 

German 
D.H. Total 

252 ,.7 

lh7 . 4 193. 7 

28,.l 28.1 

120. 4 

21. 3 21. 3 

67 . 2 

131. 9 

189. 9 

72 . 6 

97. l 

539. 5 

106. 8 

306. 2 

196 .• 8 .e,127 . 4 



r . s. n. cope 

A. l> • Spottswood 

Ioeland - 11No.lcdcnm or Eurupean Curronay 
neq1&1romonta -

J C;: I ~ 

January )O, 19$1 

✓v 
1'. have racnived l"flplloa to my let.toru ot ,Tanu&r'J 9 tr~ •r. .tormson 

ot the 5~ff1rkjWl1n a.nd 1'l-or.a T . lri or the La:mvi.rkjunin, civinR co a mor., 
uaot 'oroolcdcmn of opcun curnmcioo roquiroo ror the toc,lMdi.c p.rojec't.a. 
Thll attllohod tabla uhow the totul n,qui.nrmDrrts £or the two prujcote 1n thou­
ao.nd.a ot u.s. dollaro. 

noth Mr . Jonason &rd l 1l.•. 1'riel:l atrttaa tlwt thaao t i.guroa ru:o not 
f i nal a• ~bor ot oontnwt o nt ,l l r ai n to be plaocxl. Th allocation 
ot uponditure to tho Ym'i.oue1 otnuttrieo ropl"ft nt t ir boe,t aat.blatoa at 
thl.o t • 

Iaolatd. t s negotiat.od a totlJX>N.J.".f loan lfitJ1 w11i 0 h to 1nitiato 111.lr-
ahaoee i n SWCdon and De · · rk and hala mo.eta certai n 1~ento 1n tho count.nae 
lrcm procendo of this l oan. I celand hopeu to pflV ort t.tw,ge loano i'rom tho 
loan m cotio.ted with t tle Interlll!l'tionol Bank. 4 

I 

/4 

P.S. -



Deacr.tpt.J.on 

a)~tur-
bineo 

b) Dam oatoo 

c) Travelina OJW10s 

d) ReintaroiJJg Steel 

e} Steel Pipe and 
Ta.nke 

t ) Wooden St.nve 
Pipe 

a) Timber am 
Pol.Its 

h) Cement 

1) J.ttscellan&ous 
nldg. 11ateriAl.e 

j) ScJrvices ot En-
ginoers aoo 
Erectors 

k) Serrtaca of Con-
traotortl 

l) Conatruotion lta-
ohimr.y 

m) Conti~oncios 

Totnla 

BSTlltAl'EO t:tJR()P~ N CUPJmtm RlJJU~ 
lOEIAm>XO ELECTRIO po,m m~ 

(In 1,000 u.s .Dollars) 

SWedish nanioh Hol"1te{!1an Pounds 
Bl". D". r.r . sterl1ryc 

252.7 -
46.3 

a.o 8~.7 30.1 

6?.2 

]30. 7 1.2 

4l.2 lh6.; 

,11.2 16.h 

20.1 16.u 

34).2 196.J 

98.2 8.6 

97.S 208.7 

91'3.o $66.2 14). 6 2$7.8 

('tOl'!Wl 
I>. l!. Total 

- 2s2.1 

147.h 19).7 

28.l 28.l 

120. 4 

21.) 21. 3 

67.2 

131.9 

109.9 

72 .6 

97.l 

$39.S 

106.0 

.3o6.2 

196.6 
2,127.4 



Mr. E. Harrison Clark lanu&rT 26, 1951 

Iceland Projoot -

Pl ease aak m-. Steingrimur Jonsson or ur. Er1kur Dr1.em to check the £ollo-.r-
i!)g tor••· · · 

A. General 

1. Total generating capacity installed in all of Icelarid in 19So. 
(IC.Y eet1mate is 48,ooo kw o! which about 6.)j hydro, 21% diesel 
and 1.6% steam) . 

2. Tot.al production of energy; 19!,0. (]ly estimate 215 million kwh, 
o:£ which 8()%, to 90% produced .by lzydro plants) . 

) . Who will" own and operate the Di.strict Elect.r1city &&teu•whan 
• established. AN thef cooperatives? 

B. Sog Project 
' ~ . 

1 . Does t he State Electricity Syetem at preuent awn and operate 
au trananiasion lines in a011thweat Iceland except the 66 kv 
line tram. Ljoaatoes to Ell1daar? Are there plaM tor the tur-
~ extension 0£ the 22 kv liriea? · 

2. Are retail rates ot-tbe other communit.iea ill" eoo.tmrel.Tt Iceland: 
about the same as those in R~javik. 

• • r • 

3. The retai l r ates of the Reykjavik Power Worke weN raised about 
SO% in October 19$0. Will these rates be raiMd still further 
in 1953 attar wholesale .rates of SogSYirkjun are increased? 
If' so, to what extent. · 

4. Ha~ the Ljoaafoaa·iplant ever been shut down by ioe or frea11Sing 
weather? It ao, tor h~ lo~? 

C. LUA Project 

l. Ia the fl01r of t-he LtiD River serious]3 affected by f'reesing in 
winter ? it so, to what'l extent and over what period of time? 

2. What 1-e the length of flow record on the taxa River? What is 
the minimum dailj flow at Bru.ar Falla? 

3. \That is the vol tage ot tranemiHion lino from j,kureyri to 
Ujalte,ri? How l ong is it and who owna it? 

4. llbat is the population of Hjalteyr1? 

; . Will tho retai:l rates in ~1 and vicinity be raised further 



after the wholeaale• rate tor Luavilwjun power. 1a increaeed in 
1952 or 1953? [t e.o. to what extent. 

6. :A.ccoroing to Ur. B.r'iem'• •eatimatea ot futUN income ot the 
U:D•irkjun .at~ nn plarit '.ia in operati~n, t.here will be 
de.ticita· tr-oa 1953 to 1957, if: salee are►made tr. 420 per 
kilowatt ,-ear. It Lax&Yirkjun sells at coat plua S~, how can 
there be deticita? Perhaps Kr 420 tigure "'ia juat an avera~ 
rate arid in aatual practice the eel~ ratea will be aaj'liated 

• anma~. It thi• ia not the case, please explai.n • ... 

• • • 

' ... 
"1 , 

• 

.. 

t 

., 



RAFORKUMALASTJORNIN 

THE STATE ELECTRICITY AUTHORITY 

THE STATE ELECTRJC POWER WORKS 

THE STATE ELECTRICAL INSPECTION 
PROJECTS 4 SURVEYING DEPARTMENT 

GEOTHERMAL RESEARCH 4 WELLDRILLlNG DEPT, 

TELEGRAMS 4 CABLES: 
RAIIIK. REYKJAVIK 

I. 

118 LAUGAVEG 
REYKJAVIK 

ICELAND 

"" I 

YOUR REF. ouR REF- EB : gs DATE, January 25t h , 1951. 

Lr . A. D. Spottswood , 
The Internc:: tional bank for ~ecun~truction and Developments , 
.!ashington D.C ., U. S . A . 

Dear ~r . Spott swood , 
✓ 

In answer to your lette:r of f2th inst., I have coll-
ected the following information. 

a . The Iv1unicipal Light and Po\:i'er 1./ork& of Akureyri. 

As mentioned in my letter of October 13th, the fig ­
ures for expenditure in 1949 were estimated. This estimate 
has turned out to be rather too low owing ma inly to a rise in 
expenditure on ma.1.ntc1.inance . Referring to tables III and I V 
in the ab ave letter I am nov e1 ble to give you the final figures 
for 1949 together with estimated fifures for 1950: 

An1otmts in 1000 Ikr . 
Gross re:venue 
Gross expenditure 
,.)urplus 
Invested in net¼ork etc . 
·,r r i tten off 
oooked network etc . 
Cash ana sundries 
Totul q ssets less 1,r i tten off 
Liabilities 
Net booked property 

1949 
3114 
1645 
1469 
5736 
2321 
3415 
2259 
5674 

0 
5b74 

1950 
3231 
17~0 
1441 
5931 
2621 
3310 
3505 
6815 

0 
6815 

1'he estimRted fir;ures for 1950 are oased on prelimin­
ary c1 ccounts and are believed to be quite close . It may be 
mentioned that the amount invested in extension of the net wor k 
is extraordinary low in 1950 because of del3yed deliveries of 
material from abroad , owing to the present currency difficult ies . 

B . The L&xarvirkj un. 

rhe enclosed table shov,s assets and J labili ties for 
the yedrs 1540 to 1950. The figures a~e final up to 1949 but 
estimated for 1950. 



;TATE ELECTRICITY AUTHORITY 

As you may note t he figures for the yec,rs 1945 and 1946 are 
not quite consistent with the previous figures on income and 
expenditure supplied in my letter of October 5th. This d.n ­
con~istens needs a ra.her lengthy exnlanation, v.hich 1 am not 
giving here as I think it would be of no practical interest . 
The figures in the present table , however, are the correct ones. 

Concerning the balance estimate in my letter of Octo­
ber 5th, I think it is necessary only to remark that the esti­
mate for 1949 has turned out to be much too favourable! , while 
the estimate for 1950 seems to be close according to prelimin­
ary aecounts . This does not , however , inflect the estj_m,qte for 
the follm,ing years , and it is to be noted thu t the policy has 
been to a.Llot to the Laxarvirkjun an i..\.icome just necessary to 
meet its running expenditur es , while the main financial surplus 
for the Laxarvirkjun and the municipal utilit y taken a1s a whole 
has been accounted to the latter . 

I hope this letter gives the lacking informa,tion. 

Yours very truly , 

2 . 



RAFORKUMALAS >RNIN 

THE STATE ELECTRICITY AUTHORITY 

YOUR REP. 

THE STATE ELECTRIC POWER WORKS 

THE STATE ELECTRlCAL INSPECTION 
PROJECTS & SURVEYING DEPARTMENT 
GEOTHERMAL RESEARCH ,l WELLORILLINO DEPT. 

TELEGRAMS ,t CABLES: 
RARIK. RRYKJAVfK 

OUR RBP. EB :gs 

118 LAUGAVEG 
REYKJAVfK 

ICELAND 

DATE, 
25th January , 1951. 

Tr . A. D. Spottswood , 
c/o International Bank for rleconstruction and Development , 
'"ashington 25 D. C., 
U. S . A . 

Re : Laxarvirkj lJ..l.k / 
Dear Mr . Spottswood, V 

In answer to your letter dated 9 th January , I am 
enclosing her ewith our present estimate of the European 
currency requirements for Laxarvi.rhjun. I would like to add 
the follov,ing comments: 

a) .. food 3tw,e Pipe . It is intended to purchase the 
pipe from "Skandinavisk Trerc:r , Oslo" . This firm is also able 
to deliver the pipe from Sweden for approx . same price and 
with the same time of <ielivery , but we selected delivery from 
Norway. However , prices and delivery time are constantly chang ­
ing , and should it turn out at the end, that a shorter delivery 
can be obtt. ined from S ,.eden, \ ,e might want to place the order 
there . 

b) Steel Pipe & ~teel Tower . It is intended to our­
chase this eql'ipment from "Stahlm1ion , nnsseldorf , Germany" . 

c ) Travelling Cranes . ·· · P. are still waiting for final 
offers on the cranes bµt these are expected very soon . The 
lowest offers will probobly be from Germany , but England, D0n­
mark or Sweden may turn out to be more favourable . 

d Dam Gates . 11:tll be purcha sea from 11Mohog , ...;uncts ­
va 11 , S\\.eden11

• See below) , 

e ,. ood Poles. T'"ill bP. -purcha sect from "Hyle en , Halm-
s tad, Sweden". See below) . 

f) Timber . 'ill be purchased in Sweden. (See below) . 

g) Cement . (See below) , will be purchased from Denmark. 

h) Reinforcing Steel. 1,.lill be purchased in Denmark . 
(See below) . 



( 

SOGSVI RKJ UN IN 
THE HYDR O- ELECTR IC DEVE LOPMENT O F SO G 

Mr . A. D. Spottswo~d, 
I nternational Bank for 
Reconstruction and Development . 

P. 0 . BOX 537 TE LEP HONE 1222 

TE LEGRA M S, RA FMA G NSV EI TAN 

REYKJAV IK. Jan . 23rd 1951. 
12 TJARN ARG OTU. !CELAN O 

HH/AS/NF- 16 . 

Dear Mr. Spottswood: J 
I have your letter of January 9th , requesting i n­

formation on distribution of the European currency require ments . 

The attached table has been compi led t o give an idea 
of t he probable distribution , but it is onl y a rough estimate , 
and as we are held tJP in placing or ders until we know how funds 
will be supp·lied , we are unable at this time to allocate the 
various items to specific countr ies. 

As you know we obtained provisory currency loans in 
Sweden and Denmark to cover the most immediate disbursements, 
and these loans are included in the estimate. 

The dam gates are listed under German currency as 
the lowest offer was from there . Lift cranes are expected to 
be bought from Germany also, hut no decision has been made on 
that . If a more favour able offer comes from the U.K . it will 
be bought from there. 

The building materials are estimated as bought mainly 
from Sweden and Denmark although m0re of it than estimated may 
be taken from U.K. if the currency problem is solved soon , 
Under sundry building materials are estimated such itema as 
heating and electrical installations for the dwelling houses 
and several small items required in connection with the build-
ings. 



THE STATE ELECTRICITY AUTHORITY 

i) ~iscellaneous constructional material . Thjs lliater~el , 
(dynamit , insulating material , asphalt paper , gla~s , t1les 1 nails , 
s-nitary appliances , radiators , etc . et~ . ) can be purchased in 
diffPrent coun t r!es , but I have divided it between DenMark and 
Sweden. 

j) Se rvices and erectors . Erectnrs a r e needed from 
the manufacturers of the V~ od Stave Pipe and the Da~ Gates . 

k) Unforeseen . It is intended to use steel crossarms 
on the high tension line and our intent1on has been to purchase 
them in U. S. A., and this item is included in our appli~etion for 
ECA funds . The ,rices are howeve>r cnnstantly changing and at 
present it seems to us , that a considerably lower prices can be 
obtatned ·n S· eden or Dennc:1rk . I have therefore added as 11 unfore­
see" d . kr . 250 . 000.-, in case we want to purchase the crossarrns 
from there . 

I am leaving for Scandinavia shnrtly and wi,l then 
a~ong other things decide whether the ~ood Stave Pipe should be 
purchased in Norway or S1•1eden and the steel crossarms in DP.runark 
( or Sweden) . 

I believe that I have previously informed you that we 
obtained a temporary loan of aporox . 1 nilj . Ikr . in S· eden and 
DP.nmar-k to get things started . This loan has been disposed of as 
follows: 

Dam Gates (first payment) 
\':ood Poles 11 

" 

CeMent 
Relnforc1ng steel 
Timber 
;'isc . constr . material 

Denamrk: 
D.kr . 

130. 000 
106. 000 

236. 000 

Sweden: 
Sw. kr . 

32 .000 
38 .000 

·57 .000 
~1 . 000 
8 . 000 

These amounts are Nire.1uQt' inc1 uded in the "estimated 
European currency requirements" discussed above . 

I am sorry that T can not give you defin · te information 
on all the items no~ , but I hope I can do so very soon. 

You~s very truly , 

2 . 



L a x a r v i r k j u n 

Estimated European Curreny Requirement - Jan 20th - 1951. 

Description 

a ) ~·ood Stove Pipe 

b) Steel Pipe & Steel Tower 

c) Travelling Cranes 

d) Dam Gates 

e) V1ood Poles 

f) Timber 

g) Cement 

h) Re inforcing Steel 

i) Misc . constr . material 

j) Services of erectors 

k) Unforeseen 

}/ C, 

Swedish Danish Norwegian German 

f 

kronur kronur kronur D. marks 

240 . 000 

170. 000 

110. 000 

-

. ,· 
300. 000 

·• 
150. 000 

6 5 . 000 170. 000 

12 . 000 

%70
1
oc,,.. 

i- 6, f"'J... 

480 ~000 

- ~ 
20 . 000 

-

11 5 . 000 
• I 

150. 000 

/ 1 .. 
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T HC HYORO· ELE'C TRIC OEVELOPM£NT er s oo 

Sundries and unforeseen are intended to cover price 
escalation and such material requirements which may have been 
left out of our estimates. 

I trust the information will be useful to you , and 
if you have any suggestions to make in this connection or 
further advise, I shall be glad to hear from you . 



LAXARVIRKJUN 

ASSETS AND LIABILITIES (Amounts in 1000 Ikr.) 

End Invested Booked Cash Total Net 
of in exis- Written exis- and assets Liabili- booked 
year ting fa- off ting fa- sund- less ties property 

cilities cilities ries wrooff 

1940 2402 2402 110 2512 2497 15 

41 2482 2482 148 2630 2605 25 

42 2875 67 2808 49 2857 2809 48 

43 4386 138 4248 650 4898 4814 84 

44 4771 270 4501 552 5053 4870 183 

45 5105 395 4710 51 4761 4668 93 

46 5211 520 4691 131 4822 4691 131 

47 5326 742 4584 39 4623 4474 149 

48 5395 980 4415 70 4485 4231 254 

49 5420 1226 4194 10 4204 3984 220 

50 5420 1476 3944 75 4ol9 3734 285 
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Estimated 
European Currency requirements. 

1000 kr . 

Description 

s) Hydraulic 
turbines 

b) Damgates 
lift cranes 

c ) Reinforcing s t ee l 
and other steel 
items 

d) Cement 

e) Timber and 
Poles 

g) Services of 
contractors 

h) Constr uction 
Machinery 

i) Sundry Building 
Materials 

k) Sundries and 
unf'oreseen 

Swedish Danish Nor wegian Pounds Gferman 
kroner kroner kroner Sterling Deutscher 

Mark 

615x) 
3500 
l, Is ✓ 

~ , 

;t; $,D 13ox} 980x)..< 

I ( 

1 30,7 500., 
~ 34J 
500 

7f1~ 
(..(,_/"( 

<Joo"<_._,., 
,, r 

13485 7519 1 200 

.., I 

500 ...... 

t1(,<I 
300 r 

-:. ( -"· r 
3400 

4200 

✓ I' 7, 'f 
'1.200 V' 

1: 1200 

2400 = 28 .804 
I. - I/: ,ti y;, ~/ I/ / ,J 73, 7 2:7d I'-/ 'I. 'I :: ~ 1 !--x) Covered by provisory loan . 

1c1:. ll 



S~ir 11-M•t Bo--J>u'lton Jermaf7 <3, 19,1 

I~. ere de lo 

J!11 ar J?9MPdl 1r«r»a tor JNESl!asea ot bn1mti•stw •wain ta ieJtm 
1. ltA s.ptelnber 1950, tbt Ioeludio Go'feftlllellt. ubd tile Bank tor• lollll 
ot b eqw.S.ftlent ot 2. l ldllJon. to we po1dble the purcbue S.n E\U'Opt of 
•qul~Dt tor two bylhoeleotrS.o planta under oonatruotlcm on the Soa .as Lua 
n.wra Sil the aouthwnwn an4 nonbeutern pert ot b 1•lm1. quipilent t.o 
be ~ 1n the u.s • .1 • .u 'bet tiJlallcacl b7 E.o. • 
2. Tbil eaount• of Eulooptu ci.arrenciea nqulnld an dtiaate4 ae toll.On• 

¥Mm•at m 1,J.Uen, 

Swden 
Denlllll'k 
u.1. 
Iona, 
eatern Clol'IIW9" 

Of 4211m 

J . It la tbe op1n1on ot the Start Loan Comd.t tee tba\ the need to~ • loan 11 
teobn1oal.JL1 end eOOMdcoU, 3utUW. lt ta re1,, bollner, that it would be UD­
deairahl.e tor Ioeland to 1ncuJ" • dollaJ" cwbt in oonneoUon WS.tb th9 11&pc}n ot the 
eboft •q~LpNn, fJ'QII uope. On the otbH' hd.cl, .. are Htiatiecl •• to tbe •bU-
1'7 ot tm• oount.r, to Nrvico • l.oan or tba aoat requute4 1n auopeu OWND01ea. 

~ 'l'IMaNtt,n, beton pnaeedf na tunber wt th tba lollll negot1at1cma, tbs 11.Gap-
aent or tlae ISaDk w:t•be• to mow whlttller ~ Mllber oolDltri•• llhioh would •"PP11' 
eQdiant under \he p,opoNd 1-oa are -Sll1ng w releue t\lDd8 frca tbl 18)l •111>­
aorlp\!OII to the capital ot Bau. 

5. TIM• aYallabllltJ ot cnanonoiea ot DOD ••r COWl'tl'i.a pre••• an .w.-
tiomil prctbl• •• about ~halt ot tho propoNd. loaa would be apen\ 1a s.dlta 
am nan'tl Ge11lal.tl• a1noe bol'J'OWlDa 1n •lthor oountl'J ..... out or tm qaeUoap 
t.be beet ~•~ 1IOUl4 be to pwoha• SwcU.•h D"Ontr aid C.n.q Jllll'b out, or wnd.•• 
114w.nae4 •~' of 1• aubaorlp\iom or tboN l\ll'opaaa Mllber oounviu 1lbo an cur­
nJltlJ' :rmudn& • Ol'Gd.1.tor poa1Uon ill the Europun P•Jll8•• Union, ~ .. tbe Uni 
l1ilC40D aJIMi ,.. .... 

6. I ,IIOU14 -wnos.ate J'OUI' ~~ wtbtr u. United JC1u&dOll ao, ... 11t 
woul.4 nl•,ue boll ita 18$ oaplt.Dl nblOl"ipUOIU 

(a:) mo,ooo top purohuea ot •qUlpnent :1n the United Ktn&dOB 

(b'.) -200,000 ftJ)NPlltina about. o--balt ot ••tillat.ed purcb&N• 
ta S•c!en ad •ten 0.l'IUdQ'• 

7. 1 ,m •aldna tha fnnoh Oow1'1119nt w IIUlb auilal>le approdllate~ 
w.rn.200 ailllcm repnaenting the otbu halt of the puroba,.. l1l Swldan a4 

\Jatern ~-~· I 
RSn.on/Jff)p 
co, lleHl'lS. Hoar, Cope, Cavanaugh, Robuaoa.am Mias •raq ' 

t' 

' 

.I 



January 23, 1951 

n. Crena de Iongb 

Use of Nomgian krsnmi:.for 12urchaaee of lmb:9ele9tr10 eauiwnt bz IRIHE• 
l. In September 1950 the Icelandic Government uked the Bank tor• loan ot 
tbe equivalent of t2J. ;!1110111 to make po•eible the purchase 1n Europe ot equi~nt 
for two ~leotrlo planta 1imder oomtruct1on on the Sog end Laxa r1Yer• in the 
eou'11weatern and northeaetern part or the 1alan4. F.quipment to be bought in the 
u.s.A. 1• being financed by E,.c.A. 

2. 'l'be uouat• of Buropeaio .currenoi•• required are estimated u i'ollon1 

Sndel11 
Dema;rk 
u.x. 
Norw•:r 
Weete1rn GermanJ 

Eguiylept in m3J11w 
of dP:U!D 

1.,0 
.s 
.J 
.2 

...al 
2.1 

3. It 1.s the op1nion or tltie ~aft Loan Comittee that the need for a loan 1• 
teohn.1oal.l.7 and eoonoad.oall;r ;fust1f'1e4. It is felt, howeTitr, that it WCNld be ua­
ded.rable tor Ioeland to incuil" a dollar debt in conneoUon with tba illport ot the 
above equipment troll Europe. On the oth•r hand, we are eatuti ed u to the abil­
it1 of the country to eem.ce a loan of the amount requ8ted in European curreno1••• 

4- Therefore, before pro~••41ng turttiar W1 th the loan negotiatione, the laup­
ment. of the Belt would like ~i> know whether the member oountrie& which would n.ppl.7 
equipment under the propoaed :loan are willing to releaae tundB fl'Oll the 1~ eub­
acription to the oap1 tal of tlbe Bank. 

5tt In thee• ciroumstanoe• , I would awreoiate 10\U' inquiring ather the 
lonegien Govermaent would malice ••aUable to the Bank out ot 1 ta 1• •ub.;rption 
an uollllt ot appro:dllatel:, •.JIQ-.l.4 Dlilli- / · 

RBrion/mvp / 

cct Messrs. Hoar, Cepe , Cav&.nla.ugla~ Robinson and Miss Jlerse:, 



llr. Thcaaa llaqa 

D. Creu de Iongh 

... 
Q 

V,e ot papiah kroner tor purchases 2t hJdro!leptno eguia,pt w 191104 

l~ In September 1950, the Icelandic Goverment uked the lank tor a lou ot 
the ~ffl•n\ or $2 1 m1llion to man pou1bl.e tbl plll"Qlla•• in E~ ot eq\lip­
ment for .two ~l•ctr1o,planta under conatruction on the So& end Lua nnn 
1n the aouthnatern and DOi"tbluten part ot the ·t•land. EqulJIDen\ to be bouaht 
ill the U, • la beiq financed b1 C • 

2. The eaomi-ta o~ European currenciea required are ••tiaated u toll.owe 

S.wden 
Demark u.,. 
11orwq 

tern a.~ 

19l4Y,J.ept 1p 1U J IPP! 
or 4°Um 

3a It 1• the ~on of. the Statt t oe Comaitt.. that tbe med for a loan 
a t.cbnicall7 end eooDOllicell,7 .fust1fta4. I t •i• t'elt., however, tliat it would be 
unde,irabl• tor Ioelam to. iAour • dollar «s.bt in aium111et.1011 nth th8 import er 
the aboft •q~patllt troa Europe~ On tbe\~ther b:itz&d, .. are aatiat1e4 aa to ,1,e 
abillt1 ot· the' oountl'J to ••nice • loan of t ba uaunt nq1,1aated in European cur­
Nno1•••· 

4. Therefore, before p'l'Ooe~ turtmr with 'he loan nagotlations, tbl ..._ 
•.-nt ot the Bank would ilk• to knD1f what.bir tho aeaber oowitrl.e• wbich would 
.uppl7 equ1paent-under the propeNd loan are liill1ng to· re1e ... tullda tl'Cl9l t.hiit 
1$ aubeoript.ion to·. tbe oapit.al ot tbe Bank. 

..,. 
,. I wow.a appreciate• JOUI' 1nquir1Dg wlittbar tDI Dam.ah Goffrmart WO 
uh an.ilabl• to the Bank .out ot ite 18' nb•ciription an NIO\Ult ot app tel7 

/ n.1r.3.~•Jl1lli~. 

BBrioD/m'Yp 

cos •••rs. Hoar, Cope, Cavanaugh, Robinson and llisa lorae7 



-
•. 

Ill'. , .o. r ppiuot 

~ .., . 
. l . 111 :;;ep'-1:iil' l950, 1tbe Ioeli.Ddio ..-maot ub tlle Bank tor a 
.rloa~ot t.be eguirunt ot 2. 1 liilllon to•aaJce poaaS.ble .the"~" Sa~ 
ot •qui~Jlt ~ for two ~roeleotrio plant. under oonatruotiOll on tM So. iDd t&iil 
rlnn 1n the acnattmw•t.rn '"am nortbluten ~ .oi the talam. ~uiplllllt to k 
bolaght ~u thi •v.s., . ia bei tinanoecl ))7 1.0 ." ; · ,_ .~ o\- ~ 

• 
·2.. ~ -~!- ot ~•n curreno:1•• 1?qu1"4 ve fft1aate4 u tollon, 

... 
. . 

l\ismniu, 1 "9M 
2'92 

WdaD le0 
Detllffk . 5 

.3 
. 2 

~ ~ r, l 
. . ' 

J. It 1• the tee -tbat tht •• tor a lon 1• 
tcobaloapj'~· w lt, bow tit would M ... 
clMtnble, t or I the ~~ or. 'tm 
abow equi~t .....,__ U .,tto the ebll-

11,7 .of t.bie 00\IA ~ ~-·· 

J. . heretore, rbetore UatioM, 'tbl ~ 
ant ot ' tbe Bank lld.•ho• · I' .. ooa • 1ddoh would au.pp~ 
•@~· -S.r tbll ~ to"' f\mU f'rca tm 1 
aonpUon to t.M capital , , , 

. - . ~ . ' • 
'• .....,.,........., ...... _,. ea NIMllU U 116d1-
Uom ot Sweden ad, 
leai.n:i Ge ueattoa,tbe 
beit f1!17 woul. aom.ee~ad--. 
ftJION OU\ of of ho aft CllJ'Nll~ 

,. r ~•1Uon 1D ·the " te4 jl1~ . ' - . 
• .. 

6 •~ ,.;.t.M,. the DDh Goiirment WOl&l4 liake 
Ballk oapltel •uJ?aoripUon u ~unt ot appromatiel.J' , 
1 ~•• cm-halt of .. Ulla'" ~• 1tl SWdell and • 
. .. t 

7. t • , Mk1 na•ttilt lhdtd gs___, Goftnaent to iiu:it ••ellibl.e appro 
.. lam0,000, :npreHAt4ni tbe otbil' halt of U. p\2NhiiNa, in'S~~am4 .. 

.. 
0.r9,!l,Z16t .,,.. f ... 
RBr101Vlffl) 
cc1 •••n. Boar, Copa; Cavanaup• Robina•n ad Uiea Morae7 

• 
I 
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TEI EGRAlvlS· RA FlvlAGNSVE I T A N 

R E Y K J AV I K. J an . 22nd t 51. 

Mr . Ao D. Spot tswood , 
I nternational Bank for 
reconstruction and Development . 
Washington 25 , Do C. 

Dear Mr . Spottswood , 

2 TJAR N ARGOfU. ICELA N D 

HH/I ~/ NF-16 

✓ 
I have your l e tte r of J anuary 12th , and in accordance 

with your request have had the figures for 1950 in continuation 
of table VI in our report extracted from the accounts . 

The figu r es are provisory , as the a ccounts have not yet 
been closed , but they are not expe cted to al ter ~uch in the 
final reckoning . 

The de t c:iils are as follows , a l l in 1000 kr . s . 

Inve st eel cost : 
Ljosafoss Plant 
H. T. Trcmsmission line and 
Main Tra nsf . Station 

Tota l 

Writt en off 
Booked plant and distrihution 
Cash and Sundrie s 

Including preliminary cost of 
projEl cted exte nsion in 1950: 
Kr . 6 . 978.600 . -

Total assets l e ss written off 

Liabil ities 
Net booked property 
Gross rElceipts 

13633 

2584 

16217 

4040 
12177 

8436 

20613 

18116 
2350 
:::200 



S0GSVIRKJUNIN 
THE HYORO-ELECT~IC DEVELOPMENT OF' SCG 

-Pxpenses : 
Operation and Maintenanc,e 
Interest 

Surplus 

Total 

,.. - ,:: -

1035 
402 

1437 

763 

In some copies of the table a typing e rror has to be 
corrected, and in case it has not 'been done in your copy, will 
you kindly note that Operation and Maintenance in 1949 is 969 , 
not 696 . 

We trust these data V'ill serve for the time beeing . 

Your sincerely , 
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Januaey 19, 1951 

consideration ot yoqr . 

Government •s request· for • ·~ioin or approximat•ly t2. l .ldU !on . . . ... 

tor llydroelectric ~deTel~pme1;_.t, the' Bank ia noi" \investigating .. 
the poasibility or. oota:tning .tlie ~e;ease of necessary amounts 

of~Euro~an currenci~s out ~r•iB!t-.subscriptions of certain 

•member countries to the capital or the Bank. 

tf.r. 6Jon Amason 
Canagµig Director 
tatione.l. Bank ot Iceland 
Re7kjaTik, Iceland 

-
Very tru.ly' yours, 

A.& 
•Aasistant Loan Director 

I, 
I 



1"ilos Jan~ary 17, 19Si 

Horbert , • Robinson 

Icoland 

4r. Harrison Cl ark, Eaono~ic Departoont, entertained •r. Thorhallur 
llo3eirsoon Under Secretary of Cotr"erce, I celand, and "r. eon Eiriksson 
(IcolonderL of tho llW at n luncheon today at which \fr. Harale (!ce l an<1er) 
and myself attended . In the course of tho convoraation tho tollcming inror­
mation wao given by Ur. Asgolrsson: 

(a) ~'arshall Plan assistance in l~0/51 to dato amounted to • 2.5 
oillfon. Tho totiu amount to be .:,tiven i.s st1ll unlmorm to the 
I celanders, bu.t on the Snoy- '~nrjolin !'ornr1la ,he ,t,otal would 
amount to i ) . 2 million; 

(b) ECA had approved tho fertilizflr project and was prepared to 
finance tho dollar component or tho i:nport requiromonts; 

(c) I celand's utilization of the initial oredi t position of '1i million 
in LPU amounted to ) . ) :nillton by the end of 1950; 

(d) Partly OlTinb to the disputti bot.roen tho U. K. and Argonttna over 
the price o! A.r6cntioe tr.eat Gxports and the reaulting cut in the 
British i..1\eat r ation, salc.s of Icelandic !iah in the v. K. have 
sJlOffll some rovival and the prico ot fieh ha& risen to such nn 
extent that quootio?UJ havu been osked 1n the House of Commons; 

(e) The oxpandod sales of salted fian to Cuba were mak;!.n~ it possible 
to increase uuport$ of sugar, a oomr.1od1t,y which baHa'to be atrictly 
rationod to consumers . • 

Mr. Bon £i r iks~on snid that W£1.3G8 have increased by 5% in January 19$1 
in aoaordanoo Wit h the price-wage agreement, bri'tlJ1ng w~es to 12J~t of the 
levol prevailing in ,~arch 1950. li01fover, the unions have neroed to the 
abolition of the l i nk between waaos and prlcos and there wao 80me hope that 
tho inflationa ry si tuntion might be brought under control. . 

HWR;Js1(JJOO$ 



Reykjavik,January 29th 1951. 

Dear Mr. Hoar, A/ 
., ~ I acknowleidge receipt o and 

thank you for your letter dated 19t inst. 
Tegarding the Icelandjlc Government ~s re­
quest for a loan for hydroelectric deve­
lopment, the contents of which carefully 
noted. 

Very 

j' 

Mr • A. S ., G. Hoar , 
Assistant Loan Directc,r, 
International Bank for 
Reconstruction and Development, 
Washington 25,D.C. 



... 



Notes on Meeting o.f Staff Loan Committee 
Held 11:00 a,m1 1 Monday8 January 151 1951. 

ICELAID 

HOAR opened by saying that the issue before the Committee was st raightforward, 
the question being whether the Bank needed to send a mission to I cel and 
before negotiating a loan. Hoar said that it seems per.factly safe for the 
Bank to go ahead with discussions, subject to its being able to obtain the re­
quired European currencies without having to purchase them with dollarso 

GARNER asked for inforll8tion as to Iceland1 s creditworthinesso 

ROSEN replied that Iceland had not handled its affairs too well. They bad under­
taken heavy investment and had rather carelessly used the substantial reserves 
ear ned when the U.So troops 'Were there. However, the Icelanders now recognized 
the shorteomings in their policies and wanted technical help in straightening 
out their affairs. Representatives from both the Bank am the Fund were 
scheduled to go to I celand as technical adviseI"s. He went on to say that housing 
bad been a particularl y large drain on Icel and's resources, f or al though it 
could not be described as "wasteful" it had not improved foreign exchange earn­
ingso Furthermre, I~land 'Was in difficulty because her econolDY' was based 
almst entirely on the fishing industry, which has declined for two reasons, 
(1) the narket for fish bad declined, especially in Britain where fish -was 
not subsidized; and (2) the f'ish themselves bad changed their habits and no 
longer could be found in large quantities in the Icelandic waters. 

Nornally Iceland' s trade is directed towards Europe and the sterling area, 
which means that when they acquire a surplus it is usually in currencies of 
the sterling area0 They do not necessarily always have a dollar deficit and 
a sterling surplus, but inasmuch as their trade is very largely directed 
towards Europe, it is preferable that any further debt should be incurred in 
European currencies . 

HOAR inquired as to the chances of obtaining Swedish kronor. 

CRENA DE IONGH replied that there 'Would be difficulty arxi novelty in using sterling 
t o purchase kronor. Considering the Bank's present relationship with Sweden, 
he doubted whether we would be able to borrow kronor directo 

ROSEN commented that it would be possible to obtain kronor through the European 
Payments Union against an;y European currency o 

GJRN&R suggested that since it was the U.Ko which was delaying Sweden's entrance 
into the Bank am Fund, it might be possible to put pressure on the United 
Kingdom to let the Bank use sterling for the purchase of kronor9 

HOAR suggested that the Loan Department• s recommendations should be amended so as 
to indicate that disgissions would be undertaken only after it had been ascertained 
that the European currencies required would actually be availableo 

There was general agreement to thiso 

HOAR inquired as to whether $40 million could be considered a minimum value for 
Iceland's exports this yearo 



ROBINSON replied in the negative. He said that $40 million would be an optimistic 
estimate because of the serious strike atoong the trawler men. It was possible 
that exports would am:>unt to only $.30 million this year. 

GARNER suggested that the first step would be to discuss the currency question with 
the U.K. 

HOAR asked whether there were any advantages in using French francs rather than 
sterling .. 

It was generally agreed that there were no particular advantages. 

GARNER inquired as to the physical status of the projects under consideration. 

SPOTTSWOOD replied that work had begun last July and that the majority of the 
equipment required was already on order. 

GARNER repl ied that from a practical standpoint it would be satisfactory to go ahead 
with discussions without sending a missiono 

CRENA DE IONGH, referring to the lakes which were to be the source of water for the 
hydroelectric plants, asked whether there was any likelihood that these lakes 
would freeze in the wintertimeo 

SPOTTSWOOD replied that the water in these lakes came from bot-water springs and con­
sequently the lakes did not freeze. He went on to say that there was some 
prospect of being able to harness the natural steam from these hot water 
springs for the production of power, but that this was only in the experimental 
stage. 

COLONIAL DEVELOPMENI' 

IDAR said that the British and French bad given signs of interest in borrowing from 
the Bank for colonial development, but that nothing specific bad been brought 
forward. 

ROSEN stated that the Bank would want to know about the current creditworthiness or 
the United Kingdom and France before entering into any discussions. He agreed 
to the propoeai10put forward by the Working Party. 

GARNER said that in Paris, Guindey had said that they did not wish to undertake any 
further dollar debt for metropol itan France nor any further dollar debt for 
the col onies unless the colonial projects were to be dollar earnerso 

ROSEN said that before going ahead with any discussions with the British or the 
French, the Bank should crystalize its views on (1) the creditworthiness of 
Br itain and France; (2) the program of N. A. ToO . with respect to financing in 
the colonies; (.3) the likely impact of investment on the colonies themselves, 
together with an assessment of their investment programso 

There was then some discussion as to whether the Bank should send a representati ve 
to the meetings of the OEEC Working Party on Colonial Development, which were 
to extend over two or three weeks, commencing about the 29th of January. It was 
agreed that it would be advantageous to the Bank to send someoneo 

GARNER felt that it was important that the person going should be especially 
knowledgeable about the Bank so as to be able to present its views over a 



broa1 range of matters and to tell the delegates to the meeting about the 
Banks operationso 

ROSEN added that one of the things the delegates would like to know from the Bank 
was whether the Bank would be prepared to me.ke local currency loans . On the 
other •ide , the Bank would like to have from them a good deal of technical 
inforuation. The Bank representative should arrange for the submission of 
such intormtion. 

HOAR agreed that the Bank should send a r epresentative, but stressed the need of 
mking his terms of reference quite definite. He said that it would be a 
mistake for the Bank to get too deeply involved in discussionso 

ROSEN said it was desirable to send someone who was familiar with the Bank:1s 
approach to the developlll3nt of Southern Ital y as well as with col onial problems. 

GARNER commented that possibly the question of Bank financing in the Belgian Congo 
would arise in the near :future and it might be advisable for the same person 
going to the OEEC meeting to n:ake subsequently a v i si t to Belgiumo 

It was agreed that the Working Party should discuss and come up with 
recommendations on the terms of reference of the person or persons going to 
Pariso 
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Minutes of Meeting of Staff Loan Committee held 11:00 a . m. , Uond , January 15, 
1951. 

1. There were presents 

llr. R. L. Garner 
J.tr. A. S. G. Hoar 
llr. D. Crena de Iongb 

In attendances 

Oen. R. A. Wheeler 
Kr. s. R. Cope 
Mr. J. Fajans 
.Mr. A. D. Spottevrootl 

Ur. A. F. Luxford 
Mr. M. JI. Rosen 
Ur. u. L. Lejeune, Secretary-

Miss V. Morsey 
Mr. H. w. Robinson 
llr. E. H. Clark 

2. I celand 

The Committee considered SLC/0/296, Loon Direotor1s Memorandum on I celand, 
and 

CONCORREiD: 

In the Loan Director's recommendations, except that it lf8S 
agreed that an approach should be made to the Icelandic 
Government only after the Bank had ascertained that the 
requisite European currencies oould be available. 

3. British and French Colonial Devel opment 

The Committee considered SLC/0/294, Loan Director's !!amorandum on Briti sh 
and French Colonial. Dovelopment, and 

CONCURRED: 

In the Loan Director's recomendations . 

Di stribution 
r.-»r. Eugene Black 9. Ur. A.S .G. Hoar 
2. Kr. R. L. Garner 10. Mr. O. A. Schmidt 
3. Kr. W.A.B. Iliff ll. Gen. R. A. Wheeler 
4. Kr. D. Sommers 12. Mr. E. G. Burland 
5. Mr. D. Crena de Iongh 13. Mr. 1(. L. Lejeune 
6. Kr. L. B~ Rist 14. Files 
1. Kr. L. B. Rist 1, . Mr. s . Ro Cope 
a. llr. R. H. Demuth 16. Kr. H. Graves 

) J 



llr. Er1kur Briem 
DU-ector 
Stete Electric Power. Works 
ll8 La.ngaveg 
Reykjavik, Iceland 

January 12, 1951 

.. J )-' rr,L. 'J-V I) } I q. • I,,, 

Dear kr. Briana '/ c2i< 
.Aa enclosures toy~ letter ot October 13, 19$0, reference KB/ka, 

y-ou supplied me with Tables Ill and IV, showing respectiveq the financial 
balance and asseta and liabilities of the Municipal U.ght and Power Works 
ot Akureyri. The table or assets and liabilities gave data !or the rears 
1940-48, and the table or revenue and expenditures gave da't.4l frail 1940 
through 1949. 

I would appreciate verr 1111ch i£ you could suppq the figures 
showing the situation ot the Power l'forks as ot the end of 1950 even if 
SQ!18 of the figures are onl¥ est~~tes. 

While ,the •f'iguree relat~ to the Uuniaipal Light and Power Works 
are helpful, I . hav~ a greater need ,.f'or sbiil.ar ~res for the taxa'Yirkjun 
alone, particular;ly a balance sheet showing assets and liabilities as at the 
end ot 195<>. 

As I understand it, the taxavirkjuii owns the hydro aution at 
Bru.ar Falls, the 33 kY·tranaiii'.ssion ·line aii:l the transformer station at 
Akureyri, arii1 the Municipal' P,ower Works owns the Olera Power Plant, the 
distribution network, meters~ etc. ; in~. I do not have the original 
1nveatcent or tho net book value o~ tlie}Laxavirkjun facilities, but I have 
this in.f'omation tor the Munioipal~Folrerlrorks. 

I hope tiu.s request wi·ll ' not cause you too much d1tt1cul.ty o It 
1& .praotica~ the oxu.,- bit o! i:t1fonna.j;ion lacking in tho very e:cellent 
rep4?~s 1rbi'°h you have given me thus far. 

Best nshee, 

Youro very tru.3.y, 

A. D. Spottswood 

al/ 

/ 

11 



,-- . 

Ur. Steingrimur Jon■aon 
Sogsvirkjunin 
P. O. Box S37 
Reykjavik, Iceland 

Dear Kr. Jonaaon: 

Januarr 12, 19;1 

In Table VI ot the report entitled "Sogavirkjun Prolimiruries 

tor a lln Developaent" t he general balance sheet ot the Sogavirkjun is 

shown. At my requeut y ou added figures to this table to bring it up­

to-date aa ot the end ot the 7ear 1949. I will very much appreciate 1t 

i.f' you cou.ld supp~ tho ligu.rea ehowi.ng th situation at the end ot 

19;0, wen 1.t it ahould be neceaear;y to eatimate aome o~ the figures . 

Best nahe■, 

Yours very truq, 

A. D. Spottnood 

al/ 

l 
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TO: Mr. Garner 

A meeting of the Staff Loan Committee will be held at 11100 a.m. 

on _Honda,.y, Jlll'l\lal"Y 15, 1951 , in Room No . 1005 

Secretary, Staff Loan Committee 

AGENDA 

Iceland 

The Committee will consider SUJ/0/296, Loan Direotorls 

Memorandwa on Ioeland - Electric Power Development, dated 

January 11, 1951. 

Distribution 
1. Mr. Eugene Black 9. Mr. A.S.G. Hoar 
2. Mr. R. L. Garner 10. Mr. o. A. Schmidt 
3. Mr. W.A. B. Iliff 11. Gen. R. A. Wheeler 
4. Mr. ::6.:- IOU lbdwllcw D.Somm.ers 12. Mr. E. G. Burland 
5. Mr. D. Crena de Iongh 13. Mr. :l!ICXIIIU: M.L. Lejeune 
6. Mr. L. B. Rist 14. Files 
7. Mr. L. B. Rist 15. Mr. S.R. Cope 
8, Mr. R. H. Demuth 16. Mr. H.B. Graves 
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JAN 1 6 2018 

W BG A!RC!ffi!Vlf;.S 

LOAN DIRECTOR I S l' ili:1 ;CRANDUM 

Iceland - Electric Power Development 

l. I attach a paper pr epared by the Workin3 Party on 

the r equest of the I celandic Government for a l oan of 

the equivalent of about (:,2 million in !.'uropean currencies 

for hydroelectric power development. 

2~ I r ecommend that : 

(a) The Icelandic Government be informed that the 

Bank is pr epared to enter into negotiations for 

a loan of about (;,2 million for expansion of 

electr ic power facilities , subject to its 

being ubl e to obtain the required amounts of 

European currencies; 

(b) The Bank r aise with the ~uropean Governments 

concerned the question of their making avail­

able the currencies rec:uired. 

January 11, 1951 

W. A. B. Iliff 
Loan Director 



ICELAND - l£L ECTRIC PGIER DEVELOPMENT 
' ' ; ' 

PART I - INTRCDUCTION 

The Loan Regu~ 

1. On September 11, 1950, the Icel~mdic Government asked the Bank for a loqn of 
t he equivalent of (.2.1 million in European currencies. This l oan is r equired to 
finance the purqhase of equipment to be obtained in Europe for two hydr oelectric 
power pl unt s , 65 miles of transmission lines, t wo sub-.stations &nd two distribut ion 
systems • . other equipr:ent, to be ptirchased in the u.s.a. ,. i s being paid for out. of 
ECA l oans and Jrants tot~ling (,4.8 million. The local expenditures, equival ent 
to $5.5 rnillion,ar e being financed in Iceland. The Government of Iceland would be 
the borrower. 

2 , . The Icelandic Government .:J,lso indicated its intention to approach the Bank 
at a future date with respect to two industrial projects: 

(a) a fertilizer factory necessitating fore ign exchange expenditures 
equi valent to $3. 2 million (02.6 million in U.S. dollars and $0.6 
million in European currencies. , This p:roject is at present being 
considered by ECA and the a.pproach to the Bank will depend upon 
ECA 1s decision; 

(b) a cement plant, foreign exchange expenditures on which are esti~ 
mated at ( 2 million, mostly in European currencies. 

These t,.;o industr ial projects are not covered in t he present memorandum. 

Technical Assiswnce 

J . On January 4, l,951, the Icelandic Government formally approached the Fund 
and the Bank, through the Sxecutive Dir ector for Iceland, with a request for a 
technical expert from the Fund t o study proposed legislation creating a central 
bank and one from the Bank to study the development program and the advisability 
of setting up a new investment agency. Both the Fund and the Bank have indicated 
their willingness to send someone to advise the Icelandic Government and it is 
proposed that the persons selected should leave for Iceland on January 30, 

PART II - ICF.kl® ' S ECONOMIC PCSITION 

4 , I celand ' s natural resources are limited. Her population of 140,000 is 
mainly engaged in agricult ure , where sheep and cattle-rais i n3 predominate, and in 
fishing and fish processing. · 1 decline in agricultural population and production, 
accelerated dur i ng the war, has enhanced I celand ' s dependence upon fish and fish 
products, which provide the major part of her foreign earnings • . 
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5. By the end of the war , thanks to military expenditures by the Allies and 
exceptionally favorable fish markets, Iceland had been able to pay of f nearly all 
her foreign debt (equivalent to (.18 million in 1940) and to build up gold and 
foreizn •.exchan~e reserv~ from the equivalent of (,1. 2 million in 19.38 to G89-
million in November 1944. He!' :national incume per capita,which befo1·e the W3.r wa3 
a:,proximately equal to that of France, becan:e ·one of the highest in Europe. 

6. Investment in the immediate postwar period) stimulated by high prices for 
fish, was heavy and was financed first by usi ng up gold and foreign exchange 
reserves, which are now down to the equivalent of only (;8 million, and l ater by 
E~P.. .- . assistance and l oans from the U. K. It included expansion of the fishing 
fleet, ·new quick- freezing pl<ints and herring oil and meal factories, and extensive 
residential construction and public works . Gross investment accounted for about 
40% of the gross national product in 1946, but since then has been around 30%. 

7. A high rate of investment, the drive to maintain the hiJh war-time standard 
of .living, and the linking of wages to a cost of living index, have led to con­
tinuously rising prices. Price controls limited the rise to 23% between 1945 and 
1949, but in the twelve months following the devaluation of September 1949, prices 
rose by 24%. Adverse developments in world fish market s and the rising l evel of 
internal prices forced a second devaluation of the krona in M~rch 1950, of 42.5%, 
which brought the total depreciation of the krona in terms of dollars t o 60% in 
a period of six months. Since the war , substantial budget deficits have been the 
main f inancial source of inflation but, simultaneously with the second devaluation, 
the government initiated a stabilization program which included replacement of 
export subsidies by taxes on exports, imr>osi tion of a capital levy and a reduction 
in the investment proJram, measures which should improve the budgetary position 
and reduce inflationary pressures. The basis of the wage-price link was also re­
vised ao as to reduce the pressure for higher wages} but the cumulative effects of 
two devaluations has been too strong and i•ages are still increasing rapidly. As 

lon~ as investment continues at its present heavy rate and wages remain linked t o 
the cost of livin,; and farm prices to industrial wages, inflation will remain a 
serious problem. 

80 Tlle deteriora tion in Iceland ' s external position came about as a r esult of the 
improved food position in urope and general overexpansion of European f ishing 
fleets. At the same time unexpected move~ents of the herring shoals around Iceland 
have r esulted in a progressive decline in Icelandic herring catches with adverse 
repercussions on exports of herrings, fish oil an<l fish meal. Despite a r evival 
of the rr.arket for salted fish, Iceland ' s total exports declined from the equiva­
lent of $61 million in 1948 to less than ~p40 !Ilillion in ],,950. Al though very 
stringent import controls have been in force, there have been balance of payments 
deficits which have been covered by ECA allocations: the deficit in 1950/51 will 
probably be over $6 million. The situation is such that as the ERP program draws 
to a cl ose it may be impossible to avoid a substantial reduction in the rat$ of 
investment and, perhaps, in living standards . 

9. Iceland is fortunate in having a relatively small foreign debt. Equivalent 
to only $604 million, of which :;:,2.6 million is in dollars, it should be well "1ithin 
Iceland ' s capacity to pay. Peak requirements for interest and amortization, in­
cluding those for the ~)4 million loans contemplated for hydroelectric projects are 



onl y ~~710 , 000 per annum; compared with present annual expo!ts of around ~}40 million 
and invisible earnings of ~14 million. 

10 . Iceland can justifiably borrow abr~.d for economic development provided that 
her total investment program is smaller than at present and is directed towards 
impr oving her balance of payment s . Since her capacity to ser vice additional dollar 
debt is limited, she should -if possible reser ve it for essential equipment which 
can be obtained only in dollar s . · 

11. In the past, much investment in Iceland has proved to be of l ittle economic 
benefit, due partl y to weaknesses in the overall planning of investMent, and in 
the financial structure. If, therefor e , the Bank wer e cont emplating substantial 
l oans to Iceland , it would have to be satisfied both as to the scale and character 
of t he investment program and as to the organization for carrying it out. In the 
present case, however, since the hydroelect ric program already under way is clearly 
of very high pr iority and the addition of ~2 million i n Europ0an currencies to the 
for eign debt would present no debt service problem, the Bank can le6itimatel y dis­
pense with this investigation. 

P.liliT III - THE ffi OJECTS ··- _, ---~~ 
12. Following r eceipt of the l oan request in September 1950, Mr. Spott swood, of 
the Engineering Staff of the Bank, visi t ed I cel~nd and discussed the hydroelect r ic 
development with officials concerned . His investigations are summar ized below: 

I celand' s Electricity Supply System 

13. Electricity supply in Iceland is regulated by an ~ct of 19461 which set up a 
State Electric Power Authority d th the exclusive right to generate and sel l 
electric power, but permitted the municipalities , which wer e the principal suppliers, 
to cont inue to generate and distribute elect ricit y under license . State distribution 
systems were to be set up to operate in rural areaso 

14. Iceland ' s population is mainly concentr~ted in two areas . One incl udes 
Reykjavik and southwest Iceland: the other area includes Akureyri - the second 
largest city in Iceland. These tw0 areas are not inter connected and constitute 
two separate suppl y systems. 

The Reykjavik Supply System 
I 

Existing :ir;merating Facili tie2 

15. The generating facilities supplying the Reykjavik ar ea consist of: 

(a) a small hydroelectric plant and a s~all steam generating plant, owned by 
the Reyjkavik municipality, with a combined capacity of 10,800 kw; and 

(b) a generating station, o~med by t he Sogsvirkjun, on the Sog River at 
Ljossa Falls, with an installed capacity of 14, 500 kw. 
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The Sogsvirkjun (hereafter called the Sog Undertaking) is a development under­
taking owned as to 15% by the Icelandic Government and as to 85~b by the Munici­
pality of Reykjavik • . The munici'pe].ly owned plants, which supply about 20;; of the 
electri,city used in ReYi'javik, are now ·used daily, .but when the new Sog proj ect 
comes into operation they will be used as standby, or for carrying seasonal peak 
loads. 

The Sog Pro.iect 

16. The Sog project will consist of: 

(a) a small dam across the River Sag, 31 miles east of Reykj.avik and an 
~nderground power house . The power house is designed to house three 
units of 15, 500 kw. each, ~lthough the initial installation will be 
only two units or 31,000 kw.; 

(b) a single circuit overhead transmission line carrying energy 31 miles 
to a new substation on the outskirts of Reykj.a_vik; 

(c) new transformers, underground cables and other equipment for the 
Reykjavik municipal power \.1orks. 

17. Work started in the summer of 1950 and is expected to be completed by the 
end of 1952. Contracts have been let for the main items of equipment. 

Demand for Electricity 

18. The Reykjavik area has a population of about 66,300, 
total population, It contains over 80% of the industries 
conunercial activities of the country are centered in it, 
pansion is planned in the area. 

some 40% pf Iceland's 
and nearly all the 
Further industrial ex-

19. _Electricity generated increased from 17.l million kwh. in 1938 to 122.l. r?: 
million kwh. in 1949, r epr esenting an increase in per capita production from·414 
kwh. to 1840 kwh. Consumption in 1949 would have been even more if additional 
generating capacity had been available; the Reykjavik municipalit y has had to 
r efuse to supply mQre current to industrial consumers and to discourage domestic 
consumption at peak periods . Assuming a growth in population to 85,000 and a 
rise in per capita production to 3800 kwh,, energy r equired in 1960 will be 325 
million kwh. compared with 133 million k:wh. in 1950. The · new facilities .will be 
adequate to meet the demands of the area until 1956 or 1957. 

()peratip,z Costs and Se°lling Pric,es 

20. The Sog Undertakin__; sells all i-ts energy wholesale on a kilowatt year basis 
at cost plus 5:1, some three quarters being supplied to the Reykj avik municipalit y 
and the r est to other l ocal authorities and state distribution systems. Electri­
city is now being produced very cheaply. Because the new 31,000 kw. installation 
will be consider~bly more expensive than the existing plant, the Undertaking 's 
wholesale selling price will have t o be more t han doubled to cover increased 
operating and financial charges. Even with the cost doubled, energy will be sold 
to the consumer relatively cheaply. 



The' Akurevri Supplv·systeiri 

Ex:i.sting Generatirig"Facilities 
I 

21. The generating facilities of the Akureyri area consist of: 

(a) a 4,400 kw. hydroelectric station ~t Bruar Falls on the Laxa River 
apd now owned by The Laxav.irkjun (hereafter called the Laxa Undertaking) 
a development undertaking owned jointly by the Icelandic Government 
and the Municipality of Akureyri; 

(b) a 300 kw. pll;l.:Qt owned by the Akureyri Municipal Power Works. 

I.he Laxa Pro,je<rt,_ 

22. The Laxa Project will consist of: 

(a) a small dam across the Laxa river and a power house in which a turbine 
generating unit of 8, 000 kw. will be installed; 

(b) a single circuit transmis:;i ion line 34 miles long from the power house 
to Akureyri; 

(c) equipment for substations and the mll,nicipal distribution system in 
Akurey::-i • . 

23. Construction began in August 1950, and the project is scheduled to be com­
pleted in July 1952. Contr~cts have been let for main items of equipment~ 

Demand for Electricit v 

24. The population of the area is about 15,000, some 10% of Iceland t s total popu­
lation. 

25. Electricity generated i ncreased from 4.8 million kwh. in 1940 to 28 million 
kwh. in 1949 representin_::; an increase in per capita production from 353 kwh. to 
1900 kwh. Assuming that the p'Jpulation rises to 17,000 over the next decade and 
that per Cdpita production increases to 4200 lc¥h., energy requir ed in 1960 will be 
71 million kwh. 

26. The 8,000 kw~ which will be added to the capacity of the Laxa Undertaking 
will bring the total inst~lled capacity of the area to 12,700 kw. The load is 
expected to increase r ~ther r apidly at first because of the pent up de~and, but 
the au6mented system is expected to meet all demands and to have some reserve 
capacity until 1960, when it is anticipated that the equipment will aeain become 
fully loaded. 

Qperating Costs and,Selling Price~ 

27. The Laxa Undertaking sells all its energy wholesale on a kilowatt year basis 
at cost plus 5%~ Of the 25 million kwh. sold in 1949, 23.6 million kwh. was 



bought by the Akureyri municipality and 1,4 million kwh. by the state distribut ion 
systems. 

28. Elec.trici ty is now being produced cheaply, al though when the new 8, 000 kw. 
installation is in production the wholesale selling price will also be doubled, 
reflecting the increased cost of the new installat ion. 

·The Financing of t he Proiects 

29. The total cost of the two projects is estimated as follows : 

Dam and power pl ant 
Tr ansmission line 
Transformer stat ion 
Distribution system 

Total 

6.4 
0. 8 
1.1 
1.4 

9.7 

Laxa Total 
(dolla~uivalent;-­

in mill ions) 

2.0 8 . 4 
0.4 1.2 
0. 3 1.4 - -1.:lt --
2.7 12.4 ..--

30. The projects will be car ried out by the Sog and Laxa Undertakings and by 
the licunicipality of Reykjavik. They will obtain the necessary funds in the 
f ollowing ways: 

Lender 

DollarJ! 

Icelandic Government 

European Curren~ 

Icelandic Government 

Sou:cce of Funds Lent 

Loans fr om i!:CA 
Grant from EGA 

Loan~ from the Bank for 
purchases in: 

Sweden 
Denmark 
Norway 
United Kingdom 
Germany 

bocal Currency (Icelandic kronur) 

Icelandic Gover nment 
Reykjavik Nunicipality 
1lkureyri llfiunicipali ty 
Commercial banks 

EGA counterpart 
own funds 
own funds 
own funds 

Total 

Dollar Equivalent s 
____in Jijllions 

2.0 
2.8 
4 . 8 

1 .. 0 
0. 5 
0. 2 
0.3 
0.1 
2. 1 

3.4 
0.7 
0 .• 2 

bl 
hl 

12. 4 
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31. In view of Iceland's limited capacity for servicing further dollar debt , the 
Bank should at t Lis stage contemplate a loan only if the currencies required 
could be obtained by the Ea.nk without imposinJ on Iceland a dollar liability. 

32 • .1-1.ccording to present estimates about 50 per cent of Bank financed purchases 
would be made in Sweden. Since Iceland uses sterling regularly for the settle­
ment of account., with Scandinavian nations, the best method of obtaining Swe1ish 
kronor might be to apply to the U.K.Government for the release of sterlinG for 
procurement i n Sweden. The same course might be fo~lowed in the case of other 
countries, such as Denmark and Norway, if releases ..:r om their respec'~ive 18 per 
cent subscriptions cannot be obtaine~. 

33. The strategic position of Iceland is such tha t she might well again become 
an important military base and transit cenxre. If past experience is any guide , 
this would probably enhance the importance of the hydroelectric projects and sub­
stantially improve Iceland ' s external financial _position. In these circumstances 
it does not seem unrealistic to suppose that the countries producinz the equip­
ment required would not pl~ce any obstacles in the way of its manufacture and 
export. 

January 11, 1951 

S. R. Cope 
Loan Officer 
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Mr. steingrimur Jonsson 
Sogsvirkjunen 
P.O. Box 537 
Reykjavik 
Iceland 

Dear Mr. Jonsson: 

t • 

• 

January 9, 1951 
• 

.. 

• 

Included in the infonnation you have given me about the Sog 
Project was an estimate of the currencies probab~ required for pur­
chases in E)lrope. At the time you made the estimate onzy a portion 
of the total orders had been placed for the European equipnent and 
services and, therefore, a detailed breakdown of each curreQCY was 
not possible. 

• 

I realize that you may not yet be able to give me an entirely 
accurate estimate of t he European currencies required, but ymuJ'best 
estimates, even though they may contain sane arbitrary allocations of 
certain items to a specific country, would be most helptul. To assist 
you in supp:cying the in.rormation desired, I have prepared the enclosed 
table as an example. As it is onzy- an example, pl ease change it to 
inolnde all principal items and currencies. 

I am writing a similar letter to Mr. E. Briem to' obtain his 
• estimates for the Laxa Project. 

With best wishes for the NeTr Year, 
,. 

Yours sincerezy, 

• A. D. Spottswood 
.. • • 

• 
Encl . 
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Amount of European Currencies Probab]Jr Required 

SWedish 
Description Kroner 

a) Hydraulic 
turbines 

b) Dam gates, 
litt cranes 

c) Reinforcing 
steel and other 
steel ite111.s 

d) Cement 

e) Timber and 
poles 

f') Services of En-
gineers and . 
erectors • 

g) Services of 
Contractors 

• 

Danish 
Kroner 

. -... -• 

• -

-• 

Norwegian 
Kroner 

I 

• 
: . 

I 

• • .. 
' 

Pounds 
SterlJ.I!g 

' 

German 
Deutscher Marks 

• 
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llr. Erikur Briein 
Director 

• 

State Electric Power works 
118 Langaveg 
Reykjavik 
Iceland 

Dear Mr. Br:i.em: 

' 

January 9, 1951 

Included in the information you have given me about the Laxa 
Project was an estimate of the currencies probab~ required for pur­
chases in »irope • At the time you made the estimate onl,y a portion 
of the total orders bad been placed for the European equipnent and 
services and, therefore, a detailed breakdown of each currency was 
not possible. 

• 

I realize that you may not yet be able to give me an entirezy 
accurate estimate of the European currencies required, but your best 
estimates, eve~ though ~hey may contain some arbi trary allocations of 
certain itms to a specific country, would be most helpful.. To asoist 
you in suppzying the information desired, I have prepared the enclosed 
table as an example. As it is only an example, pl ease change it to 
include all principal items and currenci es. 

I am writing a similar letter to Mr. Steingrimur Jonsson to 
obtain his estimates for the Sog Project. 

With best wishes for the New Year, 

Yours sincere~, 

A. D. Spottswood 

Encl. 
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Amount of European Currencies Probably Required 

• 
Description 

a) Hydraulic 
turbines 

b) Dam gates, 
lif't cranes 

o) Reinforcing 
steel and other 
steel items 

d) Cement 

e) Timber and 
poles 

f) Services of En­
gimers and 
erectors 

g ) Services of 
Contractors 

• 

. . . 

Swedish 
Kroner 

• J 

L. 

• I• -.. 

• 
Danish 
Kroner 

• 

,. 

Norwegian 
Kroner 

t . 
t 

I 

• 

--

Pounds 
sterl.1.ne 

• 
. . 

' . 

German 
Deutscher Marks 

• 

• 
•• 
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TO: 

FROM: 

r 
INTERNATl0"li\' BANK FOR RECONSTRUCTION AND OEVELOPME l ,t I, 

t !'.t....~~ 

Files 

Joseph 

OFFICE MEMORANDUM 
DATE: January 9, 1951 

SUBJEC T : Iceland -- Meeting of the Working Party on January 8, 1951. 

Present : Mr. S. R. Cope, Loan Department 
Mr . A. D. Spottswood, Loan Department 
Mr. Joseph Fajans, Loan Department 
Mr. R. W. Cavanaugh, Treasurer I s Department 
Miss V. Morsey, Legal Department 
Mr. H. W. Robinson, Economic Department 

The Working Party met to consider the draft of the Loan Direc­
tor ' s memorandum to the Staff Loan Committee . Several alterations, 
relative to the section on the economic position of Iceland, were sug­
gested by Mr. Robinson. A revision of some paragraphs in the descrip­
tion of the projects was agreed upon mainly in accordance with the 
comments offered by Mr. Cavanaugh. Mr . Cope declared himself ready 
to take care of the redrafts and clear them with Vessrs . Robinson end 
Spottswood respectively. 

It was further agreed that the question of t~e availability 
of 18 per cent currencies should be clarified befor e the Bank issues 
a formal invitation to the Icelandic Government to send negotiators 
to Washington. 



Mt-. H. O. A.. Woollq 

Richard H. Dmuth 

Item tor Information Bw.l.etin. 

'lhe tolloving 1e an item tor inclusion in tbe Information 
Bulletins 

RHD1bd 

"In reaponee to a reque•t fl'om the Icelandic Gowrnment, Mr. 

E. Karri•on Clark ot the EcoDOJlic Depart.aent is going to 

Iceland to atudy the developaent program in Iceland and the 

Adriaabili t.7 ot 1ett1ng up a new inveetment agency. Mr. Clark 

will leave on January )0th, together Vitb Kr. Heney Murphy of 

the International Monetary Fund, 'lltlo ie being sent to Iceland 

to etu<tr the deeirabilit7 ot new bank legi.elation in Iceland. " 

R. H. D. 



• 

Kr. Steinr.rlmur Jonsaan 
So(i8virkjunin 
P. o. S37 
eykjavik, . Iceland 

Doar Kr. Jonasom 

Dacember 29, 19S0 

?our d lottm- ol !)ilcembff 151 19$0 (yo'IU" file 
SJ/J.8/tn) ott.l.ved the dai' -y• The ~ 
and the 1'1rthar Wormatica it con ed are moat bolp.tul., 

the data m :YoQr cable ot De r 81 I had~ c 
puted that ~&Vik was connmiu 7S per cent o£ tb.l emr 
production, but X a grateful tor the ampliticat1co of J0\11" 
cable ebowinn how the loasea wro diatributed. t haw eub­
atituted 1n place ot p4QU 25 through 28 1n your nport ot 
Ootober 31, 1950, the rev:laed page• encloeed 1n your lettel'. 

Your coopera.tian 1n providing 11e 1f1 th thie suppJA­
mmtal. intormation is greatly appreciated. 

Wit h ew:17 eood 111.ab tor tho New Tear, I tema1n 

Youn ver, ~, 

A. D.Spottswoodtltb ✓ 
COi Fi.lei 

Mr. Lejeun 

.. 
A. D. Spot,tnood 

I 

• • 



SOGSVI RKJ UN IN 
THE HYDRO- ELECTRIC DEVELOPMENT OF SOG 

P O. BOX 537 TELEPHONE 1222 

TELEGRAMS: RA FMAGNSVEIT AN 

Mr, D. Spottswood , 
c/o Internation Benk for 
Reconstruction and Development, 
Washington 25 , D. c., 
U. S. A, 

Dear Sir: 

REYKJAVIK, Dec . 15, 1950. 
2 TJARNARGOTU. ICELAND 

SJ/AS/NF-

t\->" v~ 
We wish to thank you for your telegram asking for 

explanation of the difference between the sale and production 
of electrical power in Reykjavik, thus giving us an opportunity 
to correct and supplement our information. We must also 
apologize for the incorrect~esa in our earlier information given 
to you. Our first report was originally made early in 1948 and 
the production 0 f electrical energy was then divided between 
the Reykjavik Power Works and the electrical works outside of 
Reykjavik in the same proportions as the popul~tion , i . e. 85% 
inside Reykjavik and 15% outside. It was correct at that time 
and this proportion has been mai ntained in later revisions of 
the report without adaption to the changes that had been taking 
place in the last 3 years , in that the outer districts were 
using relativel y more electricity so that the percentage for 
Reykjavik was gradually decr easing from 85% to round 75% , owing 
to increased sale of electricity for heating purposes during 
off peak periods in the districts outside of Reykjavik . 

Our report sent to you as e kind of manuscript has been 
under revision here , but your telegram geve us en opportonity 
to amend the chapter of the report , which deals with the detai l 
sale of e l ectricity . You will find enclosed here a copy of this 
chapter in the revised form, which we beg you to change out with 
the former one. 

We have also enclosed a table shewing the procuctions 
and delivery of electricity in year 1949 and that will further 
explain the telegr am we sent to you the 8th of December , c~py 
of which also is enclosed . 



SO GS V I RKJUNI N - 2-
THE HY DRO- ELECTRI C OE V EL.OP M E N T OF" SOG 

If you find anythi ng else incorrect or insufficiently 
explained , we will be ver y grateful to you , if you would let us 
know. 

Our very best seasons greetings , 

Very truly :~J:~ ~ u --~-



Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 

-25-

Table 10. Power production cost for all plants in 
cooperation. 

Sog Develonment Mun . Power Works Total Generating Product-
operation capacity ion 

Lj6safoss :!!'afoss Ellidaar Reserve cost cost 
Station hydro-

mill. mill . plant mill . mill . 
kr . kr. mill.kr. kr. kr. MW kr/kw. 

2. 2 0.85 5.24 8.29 27 . 3 303 
- 0.85 6.80 9.85 - 360 
- 0 . 85 7.so 10.95 - 400 
- 13.4 0 . 40 2.40 18.40 44 417 
- - 0.5 2.92 19.02 46.4 39; 
- - 0. 65 2.99 19.14 53.2 358 - - o .6 3.43 19.63 56 .. 3 348 
- - o.65 3,68 19.93 - 353 
- - 0 .10 3 . 9s 20.23 - 358 
- - 0.75 4.38 20.73 - 368 
- - 0 . 775 4.75 21.725 - 384 

Table 10 shows the estimated mean production cost each 
year from 1950 to 1960. To thi s may be added a permissible ad­
vance of 5%. The mean cost price from 1953 to 1960 is 

19 .. 80 mill . kr. _ 370 kr/kw 5~ 
53 .8 MW - + 10 

or about kr. 390 annual kw , when the n ew development has come 
into operation . 

3. The financial status of the distribution systems, 

a) Division of energy between the distributi on systems . 

In Table 5 is shown power production and peek load in 
1950 - 1960, besed on t he increa se shown in Table 4. This 
production is di vided between the different distribution 
systems . 

The distribution systems are the Municipal Power Works 
on the one pand and on the other the State Distribution 
systems and the Hafnarfjorbur Distribution system. In the 
following the latter two will be dealt with jointlyo 

The division estimate will be based on the known figures 
for 1949. The total production was then 122.123.000 kWh , 
which is delivered as follows : 

To Reykjavi k on 6 kV system 78.264.000 
on 20 kV 4~034 .000 

To others on 20 kV system 
Transmission ~osses in transformers 
and HT line from Sog 9.2% 

82-.300.000 kWh. 
26.640.0QQ II 

8.~oo.ooo " 



Year 106 
kWh 

1949 92 
1950 101 
· 951 112 
_952 124 
1953 136 
1954 150 
1955 165 
1956 180 
1957 197 
1958 217 
1959 236 
1960 256 

- 26 

Used in power plants 4 . 170.000 
Meter deviation - difference 230 . 000 4 . 400 . 000 kWh . 

-------------~:....;;...:~~...;...;._.;;:;.;..;.;;:;:.;.._ 

Total: 122 .140.000 kWh . 

When transmission losses and own use are divided pro­
portionately between the systems the gr oss sales are as 
follows: 

Delivered from Elli~aar kWh 
Trans mission losses 
Own use 

Grand Tot a l 

Reykjavi k 

82&300 ,. 000 
6 . 600 . 000 
3.,400 . ooo 

92 .300.000 

Others 

26 . 640 .. 000 
2.200 . 000 
1.000 . 000 

29 . s40 . ooo 

Based on these f igures an estimate of the division 
estimated production i n the next decade is shown in Table 
11 . 

Table 11 . Division of energy between the systems . 

Reykjavi k Reykjav1k Others Total Pro-oorti on 

MW 

22 
---

35 , 5 
39 ,0 
43 ,0 
45 , 3 
----

Utiliz-
106 Utiliz-

106 Utiliz-
ation ation ation k Yfu MW 
hours kWh MW hours kWh MW hours % % 

4200 30 5 ,7 5260 122 27,7 4400 75,5 79, 5 
4600 32 - 5600 133 - 4800 76 ,0 -
5100 34 - 6000 146 - 5300 76 ,l -
5600 36 - 6100 160 - 5800 77,4 -
3830 40 8 , 5 4700 176 44,0 4000 77,2 80 , 6 
3830 44 9 ,4 4700 194 48 ,4 - - -
3830 48 10 ,2 4700 213 53 , 2 - - -
3970 53 11,0 4820 233 56,3 4120 - -
4340 59 - 5360 256 - 4540 - -
4770 63 - 5720 280 - 4970 - -
5200 69 - 6280 305 - 5400 - -
5620 74 - 6720 330 - 5860 - -

Table 11 shows that the utilization figure is a good 
deal hi gher for t he distribution s ystems outside Reykjavi k . 
This i s due to their havi ng a pr oportionately much higher 
heating load outside the peak load period. Reykj av{k has 
a natural hot water system which supplies heat to about 6'Y/, 
of the inhabitants , and for the present power consumption 
for hea ting outside the heating system area has not been 
encouraged. For the division i n Table 1 1 it is assumed 
that Reykj avik will take about 80% of the power and 77% of 
the ener gy production. 

I 
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b) The Municipal Power Works. 

In fable 12 an economical survey is made for the 
Municipal Power Works based on the division in Table 10 
and the accounts for 1949• The fertilizer plant is not 
included here. 

In column 2 of this Table is shown the gross invested 
capital for the distribution system with service lines. 
In 1949 the net booked property is 74% of the gross invest­
ment. Annual extensions of the distribution system are 
estimated at about 4 mill. kr . up to 1953, when the extens­
ions are estimated at 26 mill. kr ., including the main 
distribution system for which a loan of 23 mill. kr . will 
be obtained from the Sogsvirkjun, other extensions being 
3 mill . kr . that year and the following 2 years , and f rom 
then onwards 4 millions annually. 

In columns 3 and 4 the energy purchases are shown in 
MW and mill .kWh as under Table 11. 

In col. 5 is shown the annual capital cost for the 
distribut ion system, that ie depreciation and/or repayment 
of loans, interest and official dues . Also maintenance and 
alterations of the system, totalling about 13% of the total 
cost in the preceding year, and of this maintenance and 
alterations amount to 5% . For the first year in the Teble, 
1949, the account figures are entered. 

In col. 6 is shown separately capital cost , i.e. de­
preciation and interest, on 23 mill. kr . loan from Sogs­
virkjun to the distribution system, and this item not in­
cluded in the assessment of col. 5. Col. 7 shows the 
operation cost of the distribution system, administration 
and revenue collection , estimated at 66% of the capital 
cost as in col. 5 and 6. 

In col . 8 the energy purchases ere calculated in 
accordance with Teble 10, by adding 5% to the cost price 
pr. annual kW in the last column, and multiply by energy 
purchases in col . 3 of Table 12. 

Col. 9 shows total operation expenses. 

Col. 10 shows total receipts less receipts for heating 
power delivered to the Heating System. 

In October 1950 the tariff rates were raised 48%, 
partly in consequence of the devaluation of March 1950. 
It is estimated that this rise will increase the receipts 
of 1951 by 35%. The annual consumption growth is estimated 
at 9 . 45%, as under Table 4, with an increase in receipts 
of 7% annually . 

Col. 11 shows surplus income. It shows that the 
surplus in 1949 and 1950 is not sufficient to bear the 
extensions of the distribution system , but this is remedied 
by the tariff rise of Oct. 1950, so that in 1951 and 1952 



Gross 
capi-

Year tel 
in-

vest-
ed 

mill. 
kr. 

l 2 

1949 36 ,5 
1950 41,0 
lf'C::l 45 
l _ ..12 49 
1953 25 
1954 78 
1955 81 
1956 85 
1957 89 
1958 93 
1959 97 
1960 101 
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Table 12. Municipal Power Works - financial data . 

Energy Operation costs Ener gy Total Re- Income nurchased mill. kr. pur- ex- ceipts sur-

MW 

3 

22 
---

35 , 5 
39 ,0 
43,0 
45 , 3 ----

Depre- Depre- Operat- chased pe:sses plus 
ciation ciation ion ad-
inter- & inter- minietr. 

106 est & est Sag & reven-
main- loan ue coll- mill . mill . mill . mill . 

kWh tenance ection kr. kr. kr . kr. 

4 5 6 7 8 9 10 11 

92 4 ,45 2,9 5 ,34 12 , 69 15 , 24 2,55 
101 4 , 75 3 ,15 7 ,0 14,9 17 ,00 2 ,1 
112 5 , 30 3 , 5 8 , 3 17,1 24 , 6 7 , 5 
124 5 , 9 3 , 9 9 , 2 19 ,0 26 ,4 7 ,4 
136 6,4 1,84 5,2 15,5 28,94 28 ,3 +0 , 64 
150 6 ,8 1,84 5 , 4 16 ,l 30 ,14 30 ,4 +0 , 26 
165 7,3 1 ,84 5,8 16,2 31 ,14 32 , 5 1 ,36 
180 7 , 8 1,84 6 ,1 16,6 32 , 34 34 , 8 2,46 
197 8 , 3 1,84 6 ,4 16,9 33 ,44 37,3 3 ,86 
217 8 ,8 1,84 6 , 8 17 ,1 34 , 54 40 5 ,46 
236 9 , 3 1,84 7 ,1 17 , 5 35 ,74 43 7,26 
256 9 ,9 l ,84 7 , 5 18 , 3 37 , 54 46 8 ,46 

the surplus should cover all extensions. 

When the new development comes into oper ation ther e 
will be no s prplus for extensions of t he system in the first 
two years , but from then on the surplus is growing. 

In Table 13 are figures extracted f r om previous tables 
to show population in the Municipal Power Works distribut­
ion ar ea , and its power and energy purchases with total 
recei pts from consumers of electricity . In cols. 5 and 6 
the energy purchases are shown per capite in the district 
(not per consumer) and in cols . 8 and 9 the receipts are 
calculated per annual kW and ptlrchased kWh . In order to 
obtain the price per unit sol d , the figures in col . 9 have 
to be raised 20%. 

In col . 10 the per capita r eceipts are shown. 



Year 

~ 1 ~ 

1949 
1950 
1951 
1952 

353 
J.954 
1955 
1956 
1957 
1958 
1959 
1960 

Number of 
inhabi-

tants i n 
the dist . 

area 
1000 

2 

56 
57 
58 
59 
60 
61 
62 
63 
64 
65 
66 
67 
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Table 13. Ener2v distribution and uopulation. 

Power Power Total Receipts Receipts 
purchase per cauita receipts per unit per 

Load ,Energy 
from capita 

Load Energy sale Kr . pr . Aurar 
mill. of energy annual pr . 

MW kWh. watt kWh mill.kr. kw . kWh kr . 

3 4 5 6 7 8 9 10 

22 92 393 1640 15 , 24 690 16 ,6 272 - 101 385 1660 17 770 16,8 298 
- 112 380 1920 24 , 6 1110 22 ,0 423 
- 124 373 2100 26,4 1200 21,3 447 

35 , 5 136 592 2270 28 , 3 800 20,8 472 
39 , 0 150 640 2460 30 , 4 780 20 , 3 500 
43,0 165 694 2660 32 , 5 7555 19,7 524 
45,3 180 720 2860 34,8 766 19 , 3 552 
- 197 710 3080 39 , 3 820 19,0 582 
- 217 700 3330 40 880 18,5 618 - 236 688 3570 43 950 18,2 650 
- 256 662 3820 46 1010 18 ,0 685 

These figures give a picture of the energy consumpt­
ion, and may be used with advantage for comparison with 
other places. But it must be borne in mind that in some 
of the year s tabulated t he power demand cannot be met , even 
though the energy requirements may be expected to be filled . 
~lso it should be kept i n mind that the Table does not · 
show the power sales, nor the distribution of consumption 
between industrial and other trade r equirements and house­
hold use. 

c. Other distribution systems. 

Table 11 shows the division of power produced in the 
plants between Reykjavik on the one hand and on the other 
the distribution systems outside Reyk j avi k . The Table 
shows that utilization outside of Reykjavik is somewhat 
higher than in Reykjavik , in consequence of considerable 
heating consumption outside the peak load periods from 
systems outside of Reykjavik. 

No estimates are on hand for the receipts of distri­
bution systems outside of Reykjavik, in the decade , but i n 
Table 14, which is compiled as Table 13 for Reykjavik , some 
figures are given for comparison. 

The year 1949 is entered with figures from the 
accounts and 1950 with f i gures from the pertaining budgets , 
as is for 1951 from the proposed budgets. The main differ­
ence is that receipts per capita are higher , but on account 
of the hi gher utilization the unit price i n aurar/kWh is 
lower than in Reyk javik. 

l 
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Table 14 . Energy distribution outsi~e Reykjavik and 
1 t' nopu a ion. 

Populat- Power Power Total Receipts Receipts 
ion in the purchase per cauita receipts ner unit per 

Year distri- from capita 
bution Load Energy Load Energy sale Kr , pr. Aurar 
area mill. of energy annual pr . 
1000 MW kWh watt kWh mill .kr. kr . kWh kr . 

1 2 '3 4 5 6 7 8 q 10 

1949 10,3 5 ,7 30 554 2820 4,34 J60 14 a 4~0 . ' 1950 11 - 32 520 2900 5 , 4 950 16 , 8 490 
1951 12 - 34 475 2830 6 ,6 1160 19,4 550 
1952 13 - 36 440 2770 
· 953 14 8 , 5 40 608 2850 
..,954 15 9,4 44 630 2930 
1955 16 10,2 48 640 3000 
1956 17 11,0 53 648 3120 
1957 18 - 59 610 3280 
1958 19 - 63 578 3300 
1959 20 - 69 550 3450 
1960 21 - 74 522 3530 



Production and deli very ot: electricity 
1949 , kWh. 

Reykjavik Outside 
of Revkiavfk 

Delivered f r om Ellidaar on 6 kV 7a. 270.ooo 
- - - - 20 kV 4 . 030 . 000 26.640.000 

Sum 82.300 . 000 26 . 640.000 -
Transmission losses 6.600.000 2. 200.000 
Power stations own use 3 . 400.000 1.000. 000 

Brutto delivery = total nroductj on 92 . 300 . 000 29.s40.ooo 

Sale through kWh-meters 
Bulk sale, max.demand to :x) 

68.300 . 000 

Mwiicipal heating system 3 . 500.000 -
Street & harbour lighting 1 . 500.000 
Special household 3 . 000.000 

- lighting 100 . 000 

Total sal e 76 -400 . 000 

Distribution losses 5.900 . 000 -
Received from Ellidaa 82 . 300 . 000 

Total 

7s.270. ooo 
30.670. 000 

1os . 940.ooo 

8 . 800.000 
4 . 400 . 000 

122.140 . 000 

x) The estimation of kWh delivered for bulk sale is fairly accurate for 
the heating system and street lighting but for the s pecial use accord­
ing to the tariff ratings A2 ahd B3, the estimat es are somewhat un­
cer tain. If the kWh consumption is estimated here too high , then it 
will mean that the distribution losses are estimated the same amowit 
too low. 



FORM NO. 26 
(I. 50) 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

INCOMING WIRE 

DATE OF WIRE: DKCBMBBR 8, 1950 ROUTING 

TO: 

FROM: 

TEXT: 

SPOTTSWOOD ACTION COPY TO MR . SPOTTSWOOD 
Ill'l'BRKATIOBAL BAU FO~ 
R:ICONSTRUCTIOB AND DJ:VILOPMIB'l' INFORMATION COPY TO 

UYlCJAVIK Decode d By 

SALES THROUOll lOOI MITERS 1949 WR:I 68.3 MILLI01' UBITS 

BXCLUDIKO BULK SALZS ESTIMATED IK lCWll TO MUlfICIPAL llBATI1'0 

SYSTEM 3.5 MILLI01' STmT LIOHTIWO 1.5 MILLI01' SPECIAL 

HOUSBllOLD 3 MILLIOI LIGHTIIO O.l NILLIOR SUM 8.1 MILLI01' 

TOTAL SALES 76.4 MILLI01' UlfITS DISTRIBU'rIOW LOSSBS 5.9 

MILLIOK MAIK TRAWSMISSIOW L08fm8 6.6 MILLIOW POWJ:R PLAHS 

OWK US:I 3.4 MILLIOW GROSS PURCllAS:18 RJ:YKJAVIK 92.3 MILLI01' 

l'fOT 103. OTHIR DIS'l'RIBUTION SYSTEMS PURCHASE GROSS 29.8 

MILLIOI KOT 19 TOTAL PRODUCTIO. 122.l MILLIOW LKTDR FOLLOWS . 

STKI•GRIMUR JOKSSOff 

DUPLICATE 
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Simskeyti 
Nr. 

SPOTTSWOOD 
I NTB.AFRAD 
WASHI NGTON 

Atllugasemdir slma)>j6na 

orts; }>ann 8/.12 19 50 kl. 

SALES THROUGH KWH METERS 1949 WERE 68,3 MILLI ON UNITS 
EXCLUDING BULK SALES ESTIMATED IN KWH TO MUNICIPAL HEATI NG 
SYSTEM 3 , 5 MILLION STREET LIGHTING 1, 5 MILLION ~lPECI.AL -HOUSEHOLD 3 f!ILLION LIGHTING 0 ,1 MILLION SUM 8,1 MILLION 
TOTAL SALES 76 ,4 MILLI ON 'UNITS DISTRIBUTION LOSSES 5 , 9 
MILLION MAIN TRANSMISSION LOSSES 6,6 MILLION POWER PL.ANTS 
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FORM No. 57 
( s. 48) 

TO: 

FROM: 

SUBJECT: 

INTERNATIONAi. BANK FOR RECONSTRUCTION AND DEVELOPMENT~d..i,-, I /J 
OFFICE MEMORANDUM 
, 

Mr. W. A. )' Iliff DATE: December 4, 1950 

.Ao s. Go Hoar 

,Iceland - Working Party Meeting on November 29, 1950 

\\C.-'- ' 
✓ ~ 

:1. I attach a note by Mr. Cope, from which you will observe 
·that the balance of opinion in the Working Party meeing on November 
29, was in favor of negotiating a loan for the hydro-electric projects 
•without sending a mission to Iceland. 

:2. I have since discussed the matter thoroughly with Mr. Cope 
1and there seems to have been a genuine shift in opinion in the 
j~conomic Department and elsewhere with regard to the undisputed 
:priority of these projects. The Economic Department now feels that 
they will come in the front rank of any investment program for Iceland, 
1and Mro Spottawood is confident that he has all the necessary material 
"to judge the soundness of the projects both from a technical and 
:financial point of view. 

J. I therefore recommend that we should decide in favor of 
:informing the Icelanders that we shall ,be prepared to receive their 
:representatives to negotiate a loan for the two hydro-electric plants 
:in question. 

CC : Mr. s. R. Cope 
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INTERNATl0N.A1 BANK FOR RECONSTRUCTION AND DEVELOPMENT J'v,..,t...L,~ µ'r 
OFFICE MEMORA\NDUM 

TO: Fil es DATE: December 4, 1950 

F ROM: 

S U BJECT: 

S. R. Cope 

Iceland - Working Party Meeting on November 29, 1950. 

Present: Mr. s . R. Cope, Loan Departm.ent 
Mr. A. D. Spottswood, Loan Department 
Mr. Joseph Fajans, Loan Department 
Mr. M. M. Rosen, Economic Department 
Dr. H. w. Robinson, Economic Department 
Miss V. Morsey, Legal Department 
Mr. R. W. Cavanaugh., Treasurer I s Department 
Mr. B. P. Spiro., Treasurer's Department 

1. The Working Party met to review the status of the application 
!or the $2. 08 million loan for the two hydro- electric plants. 

2. Mr. Spottswood described the projects as well conceived and 
sound., mentioned the prospect of their saving foreign exchange on 
imports of fuel and the basic importance or availability of electric power 
for any development program. He expressed the opinion that the Bank 
would be justified in assisting in the financing of the pl ants . 

J. The Economic Department consider ed that the creditworthiness 
of Iceland was good., provided that the country would be willing to 
reduce and redirect investment and thus eliminate the current foreign 
payments deficit. Even after taking into account external borrO\ving, 
required in connection with the projects ., the annual debt service 
would still be only oome $700.,000 as compared with exports and in­
visible earnings equivalent to some $50, 000, 000. It was., of course, 
important to distinguish between repayment possi bilities in dol lars 
and in other currencies : there was a distinct limit to "dollar credit­
worthiness", and l ending of dollars for purchases outside the dollar 
area would not be advisabl e . 

4. The Treasurer's Department stressed the necessity for discussing 
the possibility of securing rel ease of 18 per cent sterling for pur­
chases in Sweden and the United Kingdom, w·hich purchases may exceed in 
amount 50 per cent of the total loan. 

5. It was the concensus of those present, that the Bank woul d at oome 
stage want to r eview the Icelandic investllllent program and arrive at a 
kind of working relationship with the Icelandic Government by which 
excessive rate and misdirection of investrn~nt could be avoided in future. 
In view of the proposed dispatch in January 1951 of atechnical Fund­
Bank mission to advise Iceland on the reorganizat ion of the banking 
system and the establishment of an insti tu.tion to examine investment 
projects and channel funds into investment,., the appropriate timing 
of the on-the-spot survey of the Icelandic: investment program has 
become important. Agreement prevailed on the advisability of defer-



2 

ring the survey until the technical mission will have presented its 
report. 

6. After sunnnarizing the arguments,which had been submitted in favour 
of proc~eding immediately to negotiate a loan without sending a mission, 
Mr. Cope made the case for having a small operational mission to make 
a quick survey and get the 'feel' of the situation. 

7. It was the general view that a mission was not needed at the pre­
sent stage and Mr. Cope undertook to obtain a decision from the Loan 
Director. 

JF/SRC/m 

cc: Messrs. A.~ . G.Hoar 
Spottswood 
Rosen 
Robinson 
Cavanaugh 

Miss Morsey 
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' •Oen. R. A~ Wheeler 
,. 

t A. D. Spot tswood 

-

Working Party Meeting on Iceland 
7,J • -- -· 

.. ' 

November 29, 1950 

,The l{ork~ party cm !celaiid heid a meeting thi1:1 J11orn:i.nz primnri~-to di8-
cusa the overnli question of a loan and the question of sending a mission to 
Iceland. This was the first Working Party meeting held on Iceland that I ha,ve 
attended. (I understand, tl111re was one held prior to the time :::: roturned from 
Iceland) . ., · ., -

on tlie question of a ioan to Iceland, it ,,as the -consensus of the Worti"lg 
Party that a 1o~ of approximately the equivalent or t2,ooo,ooo in European cur­
rencies was wel:l within Iceland' s abilit~ to service and her creditworthiness 
would permit of loans considerably Jabove"this figure. ~rt 

-'". . 
Iceland, ha$ requested the Bank am (1:,Jle Fund to send a special mission to 

the oountey as soon as possibl e to examine its financial and budgetary establis -
ments and to m1ggest revisions of its laws in order to provide for an instit tion 
-to handle long term commercial credits . There was considerable discussion as t"O 
whether or not considerat ion of the loan requested should be postponed until the 
s ecial mission had made its report . The decision to this question was not to 
make such a postponament. -~ 

• 
Jfr. Cope stated that it was the Loan DEfpamment I s feeling that the loan ' ~- -to Iceland should be treated in a routine manner and-.,that tJ'le usual mission 

shoultl pro~eed to the country for an•oTeral l inveetig~tion prior to WV negotia­
tions. !twas the consensus or t,he l/or~:ng Party, however, that a miQ.sion to 
Icelani for the sole purpose of obtai.ri:i.ng furthor· infonnation regarding the 
$2,000, 000 loan for cydroeleotric projects would not be necessary ae the Working 
Party was convin~ed of Iceland•s creditworthiness and that satisfact ory econanio 
f!Ild technical information was available for deci~ion on a loan of this magnitude . 

J!r . Cope stated t liat it Yrl!S the Loan Director 1s 1 thought that a anall mis­
sion snould be sent, but t hat ffe would report back the views of tho Working 
Party . • 
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STA:£~ LO(U ~ UHITT F. 

L{.J }} DlRfC'i' . ' l :.it.UU .A NflU 

ICEtKtffi 

l. 

could b"rrow lr.oii tbe Dank tho ,~q11t-.11leni ot about $2 :n'lli.on in ~~pedll 

cux-ronc:ige for two bydroolectric filanta on tho Sog Wld laxa tv•r-s. ,i hoy 

al.Do indicatoct' thc.t. tl-.o,· ::a\t;h! ffllllt ~o bor,:ow for two !'u-ther proJoctu, • 
,. 

ter-tili~• r factory <Ind a oot:lClnt plani~ 
' ~ 

2. In the tollOlfin~ montl1 '-1lr . Spottawood ot' tho Lo-an ?:4paru:ont. 11tsited ... 
"' ... Icelnnd, d1Gal.Jbe.,d t.."iit l_l.ydr00le0trlc ,,projocto ariQ obtQ.1.ne<l rurt.her dat.a on 

iil4ua. rlhc ~ roeleot.ric r.rujecttt, wb.iah ap,,aar to be technically sound, would 
• • , • I • 

exploit one or lool nd •s !tlW ruitUTill}X:-eourcen and Yrou!,~ !)t .. the ·noed tor 

(ldd1t1 ona1 elaotrio1~ tor ho .. oahold .&n4 induotrial w,e. . C. A. bu alroadj­

a •roo{! to cake av&d.!lable ebout $· w:ll.1on to cover the cost ot equ1Jm16nt to 

bo purc hnscd in the U-.S. J; . 

3. Tho .t'•rt111~or ond coi::icnt plants, ~hieb have not beon, aubmttod 

ror lly t.u t ho I:lank- have 1111er1t but. require· f urther 1nveat1 :'l'a.tion. . . ' 

li. Th~ !colendto {lavorn:aont have e:1boaquontl7 roquaet.od teohniw . . 
,wai•un<:o. In ?itQVflQbc,r \tie;; a&l-'.ed• tho I rr to sond a mirn~_ion ito drfllf '-P nm, 

loglalation ovom!~ c;.ontr(!l., bank • nd com::oroial hanl: <>l)(lrat.Lons; and tho 

IB D to eood a d.aaion •t o dram up tho ct.at~toa ot a devol,opoont bank or 'board. 

Thoao 01.oaiona, ~ich ,aro ·be,S.1 pl&~d !.Qr J,m,Jer, l~, nhuijld even~ually 

result. in cona1der&&ble oh~oo i n t.ha aitruoture and scope or !oelan.1io !il'lo.n• 

cial 1nat1tu\iorus . 



s. A proliminAr'✓ OUM'01 or Iceland •o OCOOOQ.7 •n~ that: 

(o) Iceland to prc.uently l"Ul'a."11113 oi..'bot.Ant.ial de!'icit:: t n t»r 

b-lWlnce ¢! payments, the detioi t on currant account in 

19,0/Sl being uotil:mtAtd at tno •<r-rl.valent or over '6 1111.lltooJ 

(b) Tb cause o! tnoce doticita, and ot & a ,·1oua"11 iotlat1onary 

tntornal. lituation, 1c, two-!'olda (1) thoN h&o been a d9tor-

1¢ra.t.ion 1n Iceland ' • export trade due to poor herrin , cat4hea 

and llrt!'avorabl• world tiab markets, (ii) t.Mre hAG been b<1th a 

ver, bein,y rat& or tnftot:Mnt and an et.tort to r.ia1nt41n the 

htgh •tandard ot 1111.ng i.eneraud b7 --~•pttcm&l war ,md. 

~diate post....,or roctons 

(o) PrOT'lded th""t tot.Al 1nvo,tmnt ia rod_, cad end that consu~pti.on 

1.e aot allaemd to rise utftrlftll; above proosnt r«•tr ioted 

lovol•, 1'o.elend ehould hove no dl£tio1Jl tq 1n balrulc1nz her pay­

aento. E;(poru are \ho equivalent or over · 40 million par annum 

wb1le t.ot.wl. do"bt •o"vtce ro~.lrea a tsa:lt!:lll.'m or onl1 !.iL0, 000 per 

cml.UC. Iceland seems croditworth,y, t.heretoro, tor a oi,oable 

odd1t1on ~ her pn ... ent f oreign debt, •bioh ie the equivalent 

ot t6 .4 million. Har capao1t, to incur addi t ional dol lill" debt 

1.a., b.owoYer. otrictly lbd.tedJ 

(d) ltuch post-war 1nv.-.atmont hu proY4td \UlOetonomio . ?be.re b no 

evidence that a "nll t nou;tht. out overall pro~r n'.!\ or investment 

baaed on Iceland's eoono:d.c capao1t:r and l.ong range proapocts 

onet e O'r tbat tho sovlJJ"N:ltnt ta punui.ns financial .. ,ollo1•a 

\1\'llah would u 011n, oxoc\ltton ot ouoh a pro,;raa. 



... 

6. In view or the abov u. aoo=s c~ar t t , tr tbe anr: b to 

conaidor lendin.?: ror 11 • rl.ea ot projects it .:nt tint bo antlsCied on 

the ocnle r.nd chttt-a.ctor or tl~ o\tor ll i nvcnt me t proiro or '11h1oh tho 

project.a !'or.m a ~rt nd ~ th!t aw ropr etoneso ot internal in.nnc!.al 

~ poetpon d unt.U. tho r ":S •~ to or tho teohnic l 1sa10111 are ava1lablo And 

the trnmework wt.th.1.n fhtch the 0llnk uould bQ cipor ti~ ta .nade cloar. 

7. ai.nco tbe Bank cannot, tbere!oN, dcc:1de ·on ton quo.otion ot 

part1o1pntin en Q pro.rm baaio U!'ltii •ll into 19!,l, the q\losit on nriae, 

whot~cr the ~ank sho~ld i:aruce a loan to lcelcnd for the two hydro.lactrio 

proJoot.4 ~.1 a JiUJ"OJ.:/ project bnoio w1 t.hout· &Nat t.1.ng tho rea\:lt.a o! mre 

det iled atut!.Y'• 

B. The ar ~nts !or M.k1n..: ouch • l onn 1=odtatol:, •ro thllt Iceland 
# 

c 'd erusi ;ly bear the adclltional debt ,'burdon (aome 270;000 por annw:i it " 

include tho r J!trl.n..tns :c..c.,&.. t1nd ·tho :,ro1')~snd nmu }.oans), that the proJsci. 

bn ~e n adJ1tdced tool'.nioal47 aound 1by the l3ank'o onzinoeri.nn •ta!!, that 

they are cloni-1.y 6ppropriate' ror :Ioeland ' a pr aent econo:nc pos1.t1on e1nc• they 

hrin 1 into cporat1on Dlltur l ro~oa.rcei: pros ntly un1t1.U~ , and that tbe;r are 

t1r t ontly needed ~o ot. A • rt \UI pmnfr abort.nee. -The cr-.ilu nt agaln•t. pr<>­

ceedtn imoodi t:aly 1o t:i,at the two proJ cu, ne-.d not. be d~llly d it t.ho Bank 

po:,tponea aoticn atncn Icelbnd alrea1, bu tho dollor t tn-.ncin tr0t:1 ~CA &nd 

can drn up to tuo qui val.ont, or 6-t. o1.ll!1.6n in .rant term and 3 :uill'1.on 1n 

:loan tona in. Europocn curroncloo undor E.'?.11. (~llo~b 1~ r:u.llioo or F. . P. tJ . ,. 
rouourcos hav alraad7 boen drliJffl down) . en tho ot.bcr hand~ a1nce bGr roroicn 

cxchAn,co reaerv • ar C'11'ND~ onl.,y the eciui•al.ent. ot about 8 =tllion ~ 

- -
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,. 't ij .. 

her o.xporte a..rc, 10 dependont. upon t.ho va.., r1•a ot the fi•h oat.eh a nu orld 

tbh • U, wo,ild t : pr ! risbl to uae Y.. P. U. :tec1l1Uaa to bulld • p 

ro U'VO t.o 'ler1 nc u1ra.nteo that E. P. t, . 
' 

to l1t1e■ cbt not so • mport.s or cons r aood:, botore the 

- nk htatl t1 to inteh !ta x~ ti: n. of I c 1amd1e eoonomio ae'itton iuid 

overall inv I nt pro r • 

belanr.o, r eltc~ . k would 

involved 1n uk1 · a loan on proj at aaie ! dt l)'. I accord1n;l;y 

-r C nd: 
I ' 

(a) thnt noi;ottattcma n1th tb Icel "le (lovern110nt. Nt,ardt 
l 
a 

l n•ot 2 llton in .~r opoan ournncieD r~r t two hy ro-

(b) t.hat tlMhison ina ct a B."li: aa1<m to ua.-ntn,, . 
·cono c po3iti on or lcolund tno .xtont cind n tun ot 

poe ;l?lo 'lD'lD partiolpat.toi, '1:n I eeland • 1nv et::mnt pro · 

w&1. t tbe r u.., ta of. t.ho I W -end · I ,v tochnioal iaaion· in 

951 • 

· 1 1Jna 2.l.24 
tlove ber 2 , l9SO 



cef~:f:nafio~~~t:.,~~%u~~~2r~ ¥g~agton u1 th J 
~~vi 

In view of the tact that the counterpart progra:n ~4he -4-J,~./ 
Icelandic Government for 1951 is expected to propose some release 

or com1terpart for the purpose of making part of the counterpart 

deoosits against ECA-financed imports for the Sog, Laxh and 

fertilizer projects, the following points should be noted and 

ndditional information f"Urnished by the Government: 

1. A full description of the legal status or the corpora­
tions ~111ch will operate these three projects should 
be furnished. Among other points, it should be brought 
out whether they are separate and dist inct legal 
entities, ~nether their budget and financial operations 
are completely separate from those of the central 
Government and whether there will be non-central 
government equity interestes in those corporations. 

2. Attached are the tour methods approved by l?CA for 
making loans available from counterpart to persons 
or corporations for the purpose or making local 
currency payments on EC.A-financed imports . Release 
for that purpose must t1t one of those four methods 
in order to be considered for approval by ECA. 

3. It is to be noted that these methods are not approved 
in cases or proposed loans to central government 
agencies or corporo.t:lons . Loons from counterpart to 
such agencies or corporations for the purpose of 
moking counterpart deposits cannot legally be 
approved by EC.A. 

Uhere the purpose of the counterpart release is to enable 

a private recipient to purchase ECA-finoneed imports, ~nd thus 

in effect to deposit counterpart, we have always taken the posi­

tion that, because this type of release might otherwise be viewed 

as a wash transaction, our statutory obligations might not be ful.­

filled unless one or the following additional factors is also 

present: 



4. 

- 2 -

The funds released could be used to constitute a nermancnt 
addition to the capital of some lending institution. Under 
these circumstances, although the first uso of tho counter­
part may be ~or the purpose of enabling an importer to 
deposit counterpart, the long-run purpose o~ the release 
\:1111 be for lending purposes. Under this type of agreement, 
ECA~a interest in the amounts repaid woul.d be to see tnat 
they were in fact returned to the lending institution and 
were used pursuant to the authority of that lending insti­
tution. 

The release agreement could provide that the repayments 
are to be returned to the counterpart account . Undor 
such an agreement, we would havo the same responsibilities 
w1.th relation to repayments as we have with relation to 
original counterpart deposits . This type of arrangement, 
however, would only be feasible for repayments made during 
the remaining life of ECA. 

The release agreement could provide that the repayments 
not be returned to the counterpart account, but dedicated 
as received to certain purposes consistent with Secti on 
115 (b) (6) or the ECA statute specified in the agreement. 
Tha obl1gat on of ECA, or its successor, under this type 
of rcreement would be to assure thnt the i,epayments are 
used pursuant to the release agreement. 

The release agreement could provide that the repayments 
be placed in a separate account other than the counterpart 
account the use or which would be subject to f"uture agree­
ment between the country and ECA. This kind of an arrange­
ment would be feasible if it were not possible to plan now 
for the bost use of the rapayments . I think th&t our 
obl1eat·on to CongresB would be satisfied under this type 
of arrangement if we at some time before termination of 
ECA, agreed with the country as to broad categories of 
uses t>r these tunes w1 thin the general purposes set forth 
in Section 115(u)(6) of our statute. I should not think 
that as to this separate account, we would have tha same 
respons1b111t1es for detailed audit and control that we 
have with respect to counterpart. 

ECA counterpart Release Procedure 

There are three recognized steps in eountorpart release pro­

cedure. 

Step 1 - Overall determ1notion (no?'!nnlly annually) ~f 

ap~ropriate level of counterpart release in terms of its impact 

on internal financial stability (i . e ., deter'llinat1on or proportion 

of counterpart to be allocated for investment purooses and proportion 



• 

to be thheld or used for debt retirement es ant1- 1nf'l t1onary 

m:;,asure) . 

Step 2 .... Dec1s1on (no~~ly annually or semi- ennunl.ly) on 

the, allocation or counterpart to pert1cular investmcmt progr s . 

normally rests n a rev1ou ~ th internal 00:nposition ot the 

entir inve~ cnt proer "'::. (not countorpart investment alone) 

to d tend.no w ther the breal·doun of total investment among 

the various cectors or the onomy 1s the one uhich will con­

tribute most rapidly and ef'fectively to the ttehieve:nent or t.ho 

objectives of ERP. These objectives ares (a) to raise Europ an 

productivity 1n order to achl.evc egullibr:l.µm iQ Jtho &rnloru;e Pt 
p9ymQUta. especially with the dollar area, at a high level of' 

interru:itional. trade end \-11th a high and rising stands~ or l1v1ne: 

(b) to complement efforts on othel" front~,- to develop a ~u:ropeun 

eco110::nic structure which take advantage of th~ no s1b1J1ties 

or 1otornaUgneJ sps;siaJizottgn and ,Jhich operates 1n conditions 

of liberalized trade; mld (c) to provide the rreedom end ob111t-y 

or lebor necessary ~or the .full and etrect1ve utilization or 
uropeen ree_,,_._,."'.,,s and the achieYem nt of th social stab111 ty 

esrcntiel for sustain expansion in the political and econo:dc 

t1olds. 

Step 3 - Periodic revie- (normally quarterly) or level 

of rel ease requ1r for ensuing ?er1od to finance ezpendituros 

on total ap~roved projects. Revie,1 takos into account current 

financial and monetary 1tnat1on. 

For each step, the M1sf'ion nkes 1 ts reco:D.!llendations 

sim11 t&a"lC usly to FCA/ and to OSRt OIJR to ECA/l·1t ep tJ rovel is 

trm1smi tt by Woshington to ,.;R, anti by SR to tho Missi~n. 

For step 1 np,rovnl, CA/vi consults formally uith NlC before 



np )roving. ECAI\J may also consult 1nf<:trJ1ally on soma Stop 

3 approvcls. 

OSR' s transmis;-ion to the 41ss1on is the Mission's author1-

zation to agroe ~'1th the Govern:nent on th e1ven otep under 

coru:,1dcrat1on. 

. 

Af'ter this egr omcnt on Step 3 release, the counterp~rt, 

wiclm up to this tima has rested 1n a Special Account of the 

Government, is transferre to a reeuiar Gover nt ~ccount. 

From thera it ,,111 be tranferrod to the Ministry vh1eh is to 

spend th money, the bnnk or other institution which 1s to e 

the money for lonns to private bori--ou rs, etc. 

TOOA/R aegir a5 venjan s6 air, heimild pj65p1ne;a tyr1r 

notkun mdtvtr51soj65s 6 eft1r "Step 2" en~ undan "Step 3"• 
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Mr. A. S.G . 
Assistant 
Internatio 
and Develo 
WASHINGTON 

Dear Mr . 

AIR MAIL 

Reykjavik, November 2?nd , 1950. 

Roar, 
an Di rector 
1 Bank for Reconstruction 
ent, 
c . 

✓ 
I thank you for your letter of 24th ultimo, concerning 

our application for a loan of approximately$ . 2 , 08 mill . from 
the Bank, to cover expenditure in European currencies on two 
hydroelectric projects in Ice land . It was a most welcome news 
that Mr. A. D. Spottswood had already, much sooner than could 
be reasonably expected, submitted his preliminary report, and 
that he had referred to the Bank ' s Economic Department the data 
he collected during his stay here . 

This for us so important matter is thus in course 
of act ive preparation for the decision to be taken by the 
President and the Executive Directors, and I earnestly hope 
that a positive solution will be the result before long . 

Iceland ' s Governor for the Bank . 
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Jmember 17, 1950 

A. s. o. Hoar 

Iceland 

• • 3 

1. The conom1c De~rtment pr,odueid on .. Movember ,2, 1950, a report on 
..... ~- • .... -- -. Ir' - ~ .. "' .. ► • .. Iceland• a conoin.1.o Post t1on ti.lld'' Cr edi tworthinass and , a. J!lemora.ndwu on pro-

poa~,f J?r9C•'lura ,£~ tur'ther• oconomfo 1nveat~ .. ut1on ot :Iceikm~ -
~ 

2. . Tlie re ort drev...._attont · 1ous unfuvourable f ctOl"tJ • in the 
eco teriorutio:n 1n • al bul.Mce 0£ p&Y1!)9nta posi t1on,, 
mi ~investmvintiund CJ'OW ngl inflati<m. .. /~ 

.). .t oa;ya in r,ar:t s • '-. -
" 10. ~~ce. th~. ond or !9 ...,- · p~cial.ly ~n 1959~_,Ictland•s. position, 

h ·tatidlg wrso. ... ov~nt 1n the foodr position h&a led 
t c fall1n~(oft4j eJMnd for fi~~ in o•tern Europe~ 
C • • .• • • • • 

a ,.15. In tJie" light . or eventri·,1 t ·1 i e'hmtortwui.te that. l!lleh o...r the produ~t1v• 
i'i1voetmnt~o been concentruted on the fishing 
and~ f'iih pr • • • • • f , 

F'Ur~C!l'!10l'e w-•en fnterrialn:uia ,-,x~erno.1 m-1~ea· and 
the •.complex~ ~ sub31d1oa 1haa°'sintortered with econom;c 
••~ec~i'on o_r ~v;qa ► n ~pr--'--o ec a •••• ••• 

. ,. 'l • 

• ' lf>.• T " · ,mt J?I'Ogl'al'/1 • d •·the· urg$ to ~in~in :t!J.• st~lird 
or · 1 ,ers ~ optnents he.ve reS\~ted in con-

.- • , T _-1 f "1' 

~1~ su on, h.uti turne(l . t.nto open inflation. • • 1 . ~ 
n 18. .. vestment, ahdf a1mul.Weoua llnldng or w,sgea to the ~ost 

of'\l . rices ~o i~~stii~ wuges can only"rosult in imclonsed 
hfi . ~ 

4. 

" 23 (c} •• •• Be~JmJicelurid has so~r,v nat.qrul resouroaD, 1noreased utili zat i on 
ot electr ic J>:.OY9r pot nti'Q.l • • ~ •• ;aeor-..a obrloualy deoirabl••• •••" 

' 
the rl)port ·.o~tJnues: 

" 24 •••• Because ot the Vi to.l 11ap0r~ce .. or- developing lifl . ov:•rAll invest ment 
program,cin so~ llnss, it is i mperative that, before, the P..ank• sc-iously 
consichtr! the . f1n1Ulc'1ng ~q'~ p...rticular tpTe!tmen!,; t :!, shoild- &.PJ?l'.a1'8e 

1the whole .!devalopmant policy, &a.nJ .proCJ"Wll. ot tho I calnnd1c Government." 

.a. .... 



5. The report conoludea, 

• 26. Icel.&ad•• existing foreign debt ta uall and aeema well vitbin 
her capacl t7 to r&J>IIT. There 1• a ,R.rlM tacie oa• tor ualng toreip 
borrovillg, preterabl7 in non-dollar aurrenoiea, ror productive inveat­
ment deaiped to improve her econoalo poa1t1on. Prorided, theretore, 
that the Bank 1e eat1■t1ed rogarding the ,ovornment•• economic polic7, 
it would eeem reaaonabl• to regard Iceland aa poaeible field tor 
IBRD financing on a emallaoale. HoweYer, 1nformt1on aftilable to 
tbe Bau at present ia inadequate to Judge the appl"Opriateneae or 
tile ex1.at1ng 1.nvaataent pl'O(P"lla tor ameliorating Iceland'• economic 
problems. Fimncing bT the IBRD, ~eretore, could only be made 
after a atud7 ot the opportun1t1ea tor dnelopment in tJle vulowa 
aectore ot the Icelandio econom;r, the ah• and oompoaltion of an 
optiaulll iD't'eatment prograa, and hov eucb a program ehould be • 
f'1nanced ar.id curled out with available internal and external e&pltal 
reaourc•••• 

6. The taotora indicated above, especial.l7 the conclualona troa 
Paragraph• 24 and 26 of the report, were reneoted 1n the re001aBndat1ou 
to the Staff 14an Co.mlttee whioh were dratted 1n tb1• Department. 

7. The Eoonoaio Departaent baa nov come back with a redraft of the 
memorandum tor the Starr Loan Comittee vhicb, attar brietl.7 draviJlg 
attention to the .... wealmesaea \lhich are ehovn in the report, coma 
to the oonclueion t.hat the inveatment progrua need not be imeetigated 
before the Bank could make a loan tor the two bydro-electrio projeota. 
Despite the very torthriabt atateant• in Pa~grapbe 24 and 26 ot the 
report, it blandl.7 adYocatea llcediate neaot1at1on or a loan tor the 
hydro-electric project "on a purel.7 proJeot ba•1• wit.bout awaiting the 
rellult or a more detailed atuqt'. Thia all eeema to • rather oM. 

<l 



Ur. S. R. Cope 

.M. it. Rosen 

Iceland 

November 16, 1950 

Attached is a draft of a paper which might be submitted to 
the Staff Loan Coani.ttee outlinini the procedure for handling the 
Iceland matter. I think it would ba useful if you, ltr . Robinson, and 
I could meet on this as soon as possible to discuss, in particular, 
tho conclusions contained in paragraph 9. The real iasue seems to 
me to be whether or not we already have enough information both on 
tho creditworthiness of Iceland and on the hydroelectric projects so 
that it is not necessary to send a loan mission to Iceland for this 
matter . llr . Robinson feels strongly ~hat we do have enough informa­
tion on the creditworthiness and I believe Spottswood feels that we 
have all that is needed on the projects. However, before sending a 
recommendation even to the Working Party that we dispense with the 
mission, I think it would be useful for the three of us to talk 
together about it. 

Attachment 

cc: Mr. Rist (2) 

MMRosen:amg 



AIR HlIL 

llr. Steingr Jcmucn 
So~ 
P.O. Box S37 
Reykjmlc 
2 Tjamarac,t\l 
ICGLAID 

l'Jear lb-. JGusacn1 

Hovembor 151 USO 

Jlao., thankl for Hild.inc me the &8Qn'al 8U1'9113 
report GD the pl'Oduotion, diltribuUCICl ad 00DNIIPtiCG of 
tnere, 1ra t.ba am Nl'ftd by the S~kjunin aftd t.be 
lfan1c1pa11v c-t_ RaJkJavik. 

~ I haft not atud!Atd tM npo.rt in dltall, 
a quick ~umtn!ltton ot 1t indicatu t.hat. it, wUl be -w,,ry 
valuable Sn our apprat■Al ot the Soa Project. Wit.h th1I 
l'ilpCM"b on band, I doubt it I Oha.U NqU1re CV' 1'urtiber 
data tNII JOU about-~ pr'Ojeot. 

Ampottnoodrltb 

CCI J'1lel / 
Mr. Fostei-

YO\Jt'S wry ainoere~, 

A. D. Spottnc,_od 

. ' 
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l . What arc the toll01Jing :ma.cni t~des '1 

lnvesttlOnt Cone tcption Total 

IJo:l'.18:sti.c Resources available 
11 " expo~d 

Inported " 

Net rooources ut ilised 

2. 1fh11t amount. o! 1nveet'lllent is. requi red morely- to maintain present clip1tal? 

J . 1fhat i s rolt1tion betwodmot investment. nd "the ; rowth of national 1nco-~"le? 
-4. What. 1.a the proportion of imp<>rted invcnt~1rit gooda in any reduction o" 

_grgs.i investI:Jent? ' .. 

5. lb.at proportion ••,-,t dcmst1.c re;ourccs prese1ntly devoted to i.nvoutoont 
fooda prodttcti cn C'ln bo utiltsod fc;,r do ost:lc consumer goods prodt1cti<m 
si von full availability or oompl~HDOnttl cy i1aports)? 

~ .. 
. ,. 

6. ,tflhat io tho rol.1tion bet.ween 1t hodo:r.ootic re1sour ces divert.d .fron investment 
~ -

required to match to•cona..®ption purpoaoa and the 1m >orte whi◄llh w,·uld be 
such reoo1.troes in producinc consumer good$? 

,;n~I~ ' . B"11 :ct :#2221 ~ 
Novomber 7, 1950 
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SOGSVI RKJ UN IN 
THE HYD RO-ELECTRIC DEVELOPMENT OF SOG 

P. O. BOX 537 fELEPHONE 1222 

TELEGRA M S· RA FMAGNSV EI TAN 

REYKJAVIK. Nov. 9th 1950 . 
2 TJ ARNAR GOTU. ICELAND 

Mr . D. Spottswood, 
c/o International Bank for Reconst~. and Development , 
Washington 25 , D. C., 
U . S . A . 

Dear Mr . Spottswood : 

In completion of our rcnorts on the Soe Develonment 
we are sending you herewith a genera l survey of the power pro­
~uction and distribution as regards the Sag Yla~ts 8nd the 
Municipali ty of Reykjavi k . 

This is somewhat in the nature of a manuscript 
and as we are tryine to catch to- m~rrow ' s airmail to the States 
we have not had time to rewrite it wit~ corrections and amend­
ments. It may s~ffer in appearance , but we trust you will find 
all the necessary information . 

Should you require anything further from us , we 
shall be glad to hear from you, and do our best to answer all 
questions . 
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I . The development of power consumption 1n the Sog Power Plant distri­
bution area. 

1 
1 . Preface. D '\ 

The Sog Power Plsnt distribution area is at present 
defined as the south- western part of Iceland with the cities 
Reykjav! k, Hafnarfjorbur and Kefl av!k and the counties Gullbringu­
og Kj6sarsysla, Arnessysle and Rang~rvsl lasysla . The population 
of this area was at the end of 1949 upwards of 76iooo , or 54~ 
of the total population of Iceland . Power distribution in the 
area rapidly increasing, end it is to be expected that the area 
will before long be extended. The power distribution has grown 
around the Reykjav!k Municipal Power Works, and its development 
history would not be complete without a chapter on the cooperat­
ion with the Reykjavik Power Works . 

In the followi.Dg a description will be given of the 
undertakings that produce power in the area, with the major points 
of history , to show the trend of development . 

2 . The undertakings . 

a) Reykjav!k unioipal Power Works 1921-1944• 

The Re~kjav!k Power Works is owned by the Municipality 
of Reykjavik and is operated as a financially separate con­
cern, in accordance with regulations of Jan. 10th 1939 . 

The Power Works began operation in 1921 . In the years 
1920 and 1921 a hydro-electric power plant was erected on 
the Ellida river , which was owned by the Municipality and is 
situated 6 km. from the centre of the city . The initial 
capacity of this hydro-power plant wee 1032 kw from two 
machine aggregate•• Simultaneously the first distribution 
system was built in the city proper; and a transmission 
line of 5 km. for 6 kV tension from the power plant to the 
distribution system. 

In 1923 a third aggregate of 688 kw was installed in 
the hydro-power plant , bringing the total generating capa­
city up to 1720 kw. 

In 1924-1927 a storage dam was built in the Ellida river 
and in 1927 the plants intake dam was raised and extended . 
These measures were taken in order to secure the water 
flow against frost and water shortage, and were , on the whole 
successful . 

J 
In 1933-1934 an additioill.aggregate of 1440 kw was in-

stalled in the hydro-plant,brin~i.ng the total generating 
capacity up to 3160 kw . 

Along with these extensions of the hydro-power plant, 
the city distribution system was annually extended , first 
to the suburbs and then throughout the city ' s dist ribution 
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area as it became increasingly populated, covering the 
area of the jurisdiction of Reykjavik and its environs . 
Investment cost was st first paid by loans obtained from 
danish and ioelendic banks, but in later years the extem­
ions were borne by operation surplus . 

b) The Sog Development 1933-1944 . 

By Act of Parliament of 1933 the llunicipali ty of Reykja­
v1k was granted a franohiee to build a hydro-power plant on 
the river Sog , situated abt . 50 km. from Reykjav!k, measured 
along the transmisaion line . The Sog Developme~t comprises , 
1n accordance with the Act of Parliament, the hydro-power 
plant, transmission ltne to Reykjavik and the main transform­
er station there, and is, also in accordance with the Act , 
pwned by the Municipality of Reykjav!k and operated as an 
independent concern with separate accounts . 

Before the unic1pality obtained this franchise, certain 
preparations had been made, at the in"Wetigation of the Mun. 
Power Works, for a development on the Sog, and these prepar ­
ations were so far advanced that construction specifications 
were submitted for tendering in the winter 1929-1930, for 
a development on the Upper Sog between Mngvalla-lake and 
\1lflj6ts-lake. 

The project had to be abandoned as a State guarantee 
tor the proposed development loans ~as not eveilable. 

Development facilities . 

The Sog River flows from the ~1.ngvalla-lake, the largest 
lake in Iceland, with an area of 87 sq. km. and situated 
103 metres above sea level . The highest part of the river , 
called the Upper Sog, runs a short semicircular course into 
another lake, ~lflj6ts-lake, which has an area of 2,7 sq.km. 
and is situated 81 metres above see level, a little way 
south of Pingvalla-lake . 

On account of the large size of ~ingvella-lake, and the 
~act that water flow into the lake 1s mostly underground , 
through the surrounding lava, the water flow in the river 
is uncommonly even. The average flow is assessed at 116 
oub .metr./sec . , and utilizable minimum flow 93 cub . metr. 
per second . By flow regulation, which can be established 
by a dam in Pingvalla-lake, it is assumed that the Gpper Sog 
may be developed with a head of 22 metres for 28 MW. 

From the ~lflj6ts-lake the Sog flows down 3 falls, the 
Sog falls: Lj6safoss, Irafoas and Kiatufoss, intersected 
by rapids, until it reaches o level of less than 26 metres 
above sea level, and thence it flows smoothly south, through 
ilfta- lake into Hv!ts (White RiveT)• 

Estimates have shown that the moataivantageous procedure 
is to develop the falls in two stages, first Lj6safoas wit h 



a dam on top of the f all , raising Ulflj6ts-lake 0,8 m. up 
to the above mentioned level of 81 m. above sea level . The 
Net head of this development is 17. 6 m. and the capacity 
fully developed 21 YW , utilizing f low regulation in both 
lakes above . 

The third development 1s then a joint utilization of 
the two lower SoR falls in one plant with a Net bead of 
37. 6 m. and a capacity of 46 ,5 MW full development . 

I 
The totsl capacity of the Sog river is then 95,5 MW , 

fully developed in three plants. 

Lj6safosa development . 

By the above menti oned Act of law on the development 
of ~he Sog , provision is made for s t ate guarantee of deve lop­
ment loans. In the year of passi?:\g the Act , two norwegian 
engineers were engaeed as consultants to the Municipality 
of Reykjav!k on the question of choice of development proce­
dure . They submitted a finding early in 1934 and recommended 
the development of the uppermost fall in Sog , Lj6safoss . In 
the autumn tenders wfre solicited in Sosndinavie and Denmark 
for the construction of buildings and dam and machinery and 
equipment , and, also in the autumn, e development loan was 
obtained from a swedish- eanish bank combine, a contract was 
concluded with a danish firm· or contractors for the building 
construction, based on lowest bid received, and with swedish 
manufacturers tor turbines, generators, switchgear and other 
equipment . The construction took place in 1935 to 1937 , and 
the power pl ant was taken into operation in Oct. 1937 . Two 
machine aggregates ~ere installed, of a total genera ting 
capacity of 8 . 8 JO kw . From the power plant the energy ie 
transmitted through a 60 kV hightension transmission line to 
a main transformerstation on the outskirts of Reykjavik, and 
there transformed to 20 and 6 kV. From there it ia delivered 
through a hightension distribution system to Reykjav! k and 

• the environs . 

Machine extensions. 

In 1939 preporations were made for increasing the gener­
ating power by a new machine aggregate, but contracts were 
not concluded until 1942, with american manufacturers , and 
the aggregate was put into operation in August 1944, with 
a rated generating capacity ot 5 . 500 kw . The total generat­
ing capacity of tho installed machinery is thus 14 . 300 kwr 
but with a raised water level and a high power factor, the 
plant has been able to take a load of 16. 500 kw . during 
winter . A loan for this extension was obtai.ned from the 
Landebanki Islands, and in 1945 the swedish loan from 1935 
was converted into a ~omeatic loan. 

Further extensions. 

The demand increase continued and it became necessary 



to provide additional generating machinery . 

The Reykjav!k City Council instructed the Municipal 
Power Works to submit proposals on means of meeting the in­
creased demand . The Municipal Power Works submitted a 
f inding in the spring 1944 on the extension of generating 
facilities for this purpose . It wee recommended that ere­
serve station be built on the Elli~s- river fore steam tur­
bine for cooperation with the hydro-power stations, and 
further that a new development be undertaken on the Sog-ri ver 
as soon es possible . 

o) The Reserve Station. 

In the winter 1944-45 tenders for machinery and equip­
ment for the reserve station were solicited, based on speoi­
ficetions compiled by icelandio engineers, and in the summer 
1945 contracts were concluded with american manufacturers 
for a boiler and a steam t urbine for the station. Dete11 
drawings and specifications were made with the aasistenoe of 
amerioan engineers, as consultants, and the complete machin­
ery and auxiliary equipment purchased in the autumn 1945 and 
the beginning of 1946 . 

The plant wee constructed in 1946 and 1947 and wee put 
into operation in April 1948. It is situated on the Ellida­
river,_ close to the hydro-power plant and the main feed 
water pipe to the Reykjav!k Heating System. It is owned abd 
operated by the Municipal Power Works. 

The plant ia furnished with one main boiler f r om Combue~­
ion Engineering Co . in New York, f or 40 . 4 tons steam per 
hour with a pressure of 35 kg/om2, and superheated up to 
43006 . Steam turbine with generator is from Int. General 
Electric Co . , New York , end the capacity is 7500 kw at a 
power factor of 0,8 (9375 kVA) . The capacity is rel ati ve t o 
the boiler size . 

The boiler may, in eddition to producing steam for t he 
t urbine, for the purpose of generating power , also be em­
ployed as a peak load plant to heat water for the Reykjev!k 
Heating System. The water from the main feed pipes is con­
ducted into the station, end in e separate heater i t s heat 
can be raised up to 160 from ao0 to 96° 0 , for 1000 tons an 
hour . It is also poaeible to take cold water from the Ellida­
river abt . 200 tons an hour, heat it and add to the hot 
water in the city system. 

Further , the reserve station is equipped with an electr­
ode boiler of 9000 kw, with heat ing equipment, intended to 
r a i s e the · temperature in the Heating System, by utilizing 
eurplus power from the hydro-powor plants along with the 
boiler . 

For the time being the plant is operated as a peak load 
s t ation for the power system, as well ae a peak load station 



for the Heating Syst e m durine cold spells . Leter on it 
is supposed to be kept as a stand-by station for the powe r 
system. It i s also expacted to operate in aid to the hydro­
power plants in case of uncommon water shortage , and would 
then operate ae a base load plant . 

d) The wunicipol PO\ior · ·ork:.. after 1944 . 

The Power Norka cooperated with the Sog Development 
by continued coordinated operation of the power plants in 
the man.~er adopted when the Lj6aafoss plant was put into 
operation, the Lj6safoaa plant being used as a base gener-
ating plant, and the Ellida-river plant being coupled in 
during the peak load periods . This method of operation was 
continued after the reserve Rtation was taken into operation 
in the autumn 1948, the reserve etRtion being coupled in 
last, whenever the load aurpaaaed the capacity of the othgr 
plants, and disconnected first, when the load declined. As 
regards the power production the year 1944 does not signify 
a turning point . It ia in the distribution system that a 
change be~omes apparent . The population in the ~ower works 
distribution area grows increasingly fast, end employment 
ie increased by the aotivitiee of military forces of ocoupet­
ion, whioh also uoed some electric energy for a time. At 
this time the expansion of the distribution system was con­
siderable, and coinoided withe marked rise of costs, with 
the result that investment cost WflS multiplied. It was not 
possible to increase tariff rates to keep pace with the oost 
increase, and it became neceoaary to take loans to meet the 
extenaion ooets. fh1s was done in 1944, and again in 1946, 
but to date the financia l stability of prewar years hse not 
been regained . It has been impossible to keep the rates on 
level with the increasing costs . It 1a, ho~ever, hoped that 
uoon completion of the extensions of the main distribution 
system, in connection with the new development Project, a 
greater stability will be etteined . It will also be neoeas­
ary to coordinate the ta1•iff rates for electric energy with 
rising cost index better thon hitherto. 

e) The Sog Development aftor 1944 . 
A new board of directors . 

The Municipal Council passed the proposal submitted by 
the Power . orks in 1944, on the commencement of a new develop­
ment on the Sog, and applied to the Government for licence 
to extend the Sog Development in accordance with Act of 1933 . 
The Government ruled that provision for such a licence was 
not gi ,,en by the Act, and therefot'e there were no authority 
for the granting of the licence . The Act was then taken up 
for reviaion and a new Act passed in 1946 by which the Muni­
cipality of Reykjavik was granted a franchise for the 
further development on Sog. (The Act is attached). 

By the Act it was decided that the Government could be­
come joint owner of the Sog Development and in 1947 the 



Government decided to avail itself of this provision. An 
akreement was negotiated between the Municipality of Reykja­
v!k and the Government about joint ownership of the Sog 
Development under the Aot . The agreement was signed in 
July 1949, and in accordance with that, a board of directors 
was appointed and assumed office on the 1st Aug . 1949 . 
(Copy of the agreement is attached) . 

Wi th the establishment of e new board of directors for 
the Sog Development two separate concerns are producing 
electric power, which have to be in close cooperation. On 
the one hand is the Municipal Power Works owned by the Muni­
cipality of Reykjav{k with two power plants , the hydro-power 
plant and the reserve plant on the Ellide-river, and on the 
other hand the Sog Development, jointly owned by the Govern­
ment and the Municipality of Reykjav!k, with a separate board 
of directors, withe hydro-power plant on the Sog end a 
project fore new development there . 

The Mayor of Reykjav!k is chairman of the governing 
bodies of both concerns, and both have the same iiansging 
Director . 

The power plants produoe the energy for interconnected 
distribution systems . The production is arranged with a view 
to the moat economical and safe operation of the systems . 

The electric energy is sold, wholesale from the power 
plants to the distribution systems at cost price with a per­
missible advance of 5~ . The Municipal Power forks purchases 
its energy wholesale at the same price relatively to the 
same point of delivery as other municipalities or distribut­
ion systems in the distribution area . The Sog Development 
sells electric energy wholesale only. 

Preparation of development projects. 

Investigation ot the possibilities of development extens­
ions on the Sog showed that it would be moat advantageous 
to begin with a development of the two Lower Sog falls, to­
gether in one plant, as mentioned before . In 1944 and 1945 
the necessary surveying was done, and preliminary estimates 
made, providing for a dam on the top of lrafose, and intake 
canal on the western bank of the river down to a intake dam 
and a pressure pipe from there to the station, which was to 
be placed below the Kiatufoaa, and en open tailrace canal 
from the station to the river . 

This estimate was submitted tor investigation to the 
firm of swedish experts, the VattenbyggnadebyrAn in Stock­
holm, in the autumn 1945, and the firm ~dvised against de­
viding on this method ot development until investigation had 
been made into the conditions for an underground plant by 
!rafose with a subterranean tailrece . 

A geological survey by icelandic geologs and test drill­
ing in the rock conducted by the State el ectricity authority 
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took place in 1946, and the results submitted for advise 
to A. B. Berdal, consulting engineer of Oslo, who had been 
consultant engineer on the Lj6aafoss development. He found 
it necessary to have test excavations made on the tailrace 
tunnel before deciding on the underground plant. These 
excavations took place in the latter part of 1947, and at 
that time Mr. Berdal was engaged as consultant to the Sog 
Development on the new project, as he had been on the Lj6sa-
f oss development. -

The result of the test excavations was satisfactory and 
~ were continued in 1948 . Simultaneously work on the 
fina l development project was continued, with cost estimates 
followed by specifications . J4r. Berdal conducted work on 
the building construction plane, but work on planning mach­
inery and switchgear was conducted by Sogsvirkjun, with the 
assistance of the engineers Jakob Gubjohnsen and Eir!kur 
Briem. 

It was decided to construct an underground plant. A 
dam was planned on the top of trsfoes, similar to that which 
was planned before, but now the intake was placed on the 
eastern bank of the river end from there a fairway for the 
pressure pipes is to be blasted in . the rook down to the 
plant. From the plant a concrete-lined tunnel with a free 
water level is to be built under the river down below Kietu­
foas, a length of abt. 700 metres and 50 sq.metres diameter . 

Specifications end financing 1949-50 . 

In the summer 1949 specifications were completed and 
were released for general tendering of machinery and switch­
gear and e limited tendering for oonetruotion work . 

Tenders were solicited from local contractors for the 
construction work and from 3 firms in each of the Scandin­
avian countries. Denmark , Norway and Sweden. These firms 
had previously been in contact with the Sog Development, and 
declared themselves willing to tender . 

The result waa that a combine of swedish and danish 
firms, which later adopted the name of Posskr~ft Ltd., sub­
mitted the lowest offer for the construction work, but 3 
other tenders received were either much higher or did not 
give a firm contract price. 

A number of tenders for generators and switchgear were 
received, both from Europe and America . The American tend­
ers were moat favourable, as delivery time given in the 
European tenders was too long to be considered for this pro­
ject, and also the American firms offered e firm price. which 
the European did not . 

The lowest price offer for the turbines came from Sweden , 
and as the delivery could be coordinated with the construct­
ion schedule this offer was accepted. 
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Meanwhile work on the financing of the project was in 
progress and the aid of the Government obtained with this. 
When tenders were received late in 1949, the cost estimates 
were revi~ed and upon devaluation pf the currency recalcul­
ated with the new rates. 

Doll~a,,~~6
1
;i~1:h:r~)v~~~ei~e

0~~~!~:~c8 C~~;~ra~fg~¼h4~ 
Raahington (ECA) of which 27.18 mill. kr. reloaned to the 
Sog Development, to cover purchase of machinery and equipment 
in the United States . Then funds were used for initial pay­
ments under contracts concluded in July 1950 for purchases 
from the firms Westinghouse Int . Electric Co . , and Int . 
General Electric Co., in New York. 

In May the Alping authorized the Government to contract 
for s limited loan on account of the development, and to 
guarantee loans for it . 

In July 1950 a contract waa signed for the construction 
work with the swedish-danish firm Fosakraft Ltd . , under which 
the stetionhouee is to be ready for machine installation on 
May 1st 1952 and the job oompleted Dec . let 1952. 

The Government obtained, through the mediation of Lands­
banki Iolande, a temporary loan of l mill. swedish kr. and 
l mill . danish kr. to cover purchase of construction materi­
als from Denmark and Sweden . Parts of these loans, abt . 1/4 , 
were to be used for the Laxa project in Northern Iceland . 

When the swedish funds were made available, contract was 
concluded with the ewedish turbine manufacturer KIIW for 
delivery df the turbines . 

The Government also secured from the Landsbenki Islands 
a temporary loan of 2. 5 mill . kr. to oover domestic expendi­
ture on the project . 

In the spring 1950 specifications were also released for 
construction of dwelling houses at Irafoss, and in July con­
tract was concluded with the firm of Iri Ltd., Reykjavik . 
The houses are to be completed by spring 1951, and are in­
tended for apartments for plant operators and a canteen. 

The Government department for roads and highways under­
took the construction of roads and bridges for the develop­
ment. The job was to be done in July - Nov. 1950. 

With the contracts made end the temporary loans obtained 
the project progress is ensured for the year 1950 . In the 
meantime the work towards a permanent solution of the financ­
ing problem continues, and with the ground work already done , 
it is hoped that negotiations will be completed before the 
end of this year, and continued progress on the project en­
sured . These negotiations ere carri~d on by the Government 
and will not be dealt. with here. 



-9-

3. Number of consumers and energy consumption. 

a) PopulRtion in the distribution area . 

In the following t able l, is shown how the population 
has grown in the Municipal Power Works distribution area , 
which is also the distribution area of the Sog Development , 
in the years 1938 to 1949 . 

j 

Reykjav:!k Hafnarf j ljr bur Total in the 
Year and Reykjsnes and Sog Development 

environs the Southern distribution area 

1000 inhabit . 
country 

1000 inhabit . 1000 inhabit . 

1938 37. 6 3.a 41.4 
1939 38. 5 3.a 42. 3 
1940 39 . 0 3 . 9 42 . 9 
1941 40 . 2 3 .9 44 . 1 
1942 41 . 2 3. 9 45 . 1 
1943 43 . 6 4 . 0 47. 6 
1944 45 . 0 4 . 0 49 . 0 
1945 I 47 . 5 4 . 2 51 . 7 
1946 50. 0 6 , 5 56. 5 
1947 52. 8 9 . 0 61 . 8 
1948 54 . 6 9 . 6 64 . 2 
1949 56.0 10. 3 66 . 3 

' 

The population of Reykjav!k has grown steadily for a 
long time, but particularly since 1918, when the number of 
inhabitants was 15 .000. 

The construction of the first harbour in Reykjev!k was 
completed that year, and for that and other reasons the 
increasw rose to upwards of 1000 inhabitants annually end 
continues at that figure until the end of 1942, when the 
number of inhabitants is 41 . 000 . During this 24 years period 
the increase is 26 . 000 inhabitants or a mean of 1080 per 
annum. This is equal to a steady increase of 4 . 275% during 
that period, but not proportionally from year to year . The 
constant figure of 1080 annually is more acourate . 

After 1942 the growth beoomes faster, so that the 
population of Reykjav!k is 55 . 000 at the close of 1949, and 
the increase in the last 7 years has been 2000 inhabitants 
annually, which equals an increase of 4 . 265~ per annum. 

Proportionately, therefore, the growth in the last 7 
years is practically the same es in the preceding 24 years . 
The growth in 1942 to 1947 is due to s pecial ciroumetanoee 
in conneotjon with the World War, and it ia therefore not 
considered a ppropriate to estimate the growth in the next 
years on a higher figure than that of the pre-1942 years, 
viz. 1080 inhabitants annually in Reykjav!k. 
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Apart from Reykjavik the Soe distribution area covers 
a large part of south-western Iceland . HafnarfjorOur was 
connec ted in the summer 1938 with nearly 4000 inhabitants . 
In 1946 and 1947 Keflavik and Su~urnee are connected with 
ebt. 3000 inhabitants and 1947 end 1948, Arneseyala and 
Rangarvallasyela with upwards of 2000 inhabitants, and the 
total population outside Reykjav!k and its environs reachee 
10. 300 at the end of the year . The total population in the 
Sog distribution area is 66.3 thousand at the close of 1949 . 
The i ncrease has been oonaidereble in Ketlav!k, Seltoae and 
also some increase in Hsfnarfjorbur, but elsewhere in the 
rural districts it has been small . However, these places 
have about 70~ of the popul ation outside Reykjav!k. 

In addition to thie there may be connected within the 
next 10 years part or Western Skaftatellaaysla and Veetman 
Islands with about 5000 inhabitants, and possibly the distri­
bution area ot the Andaldls river development may be connect­
ed . As districtLsystem is already in operation there, and 
this connection would therefore probabl y not mean a proport­
ionate increase in population within the next 10 years. 

Assuming that the growth in the Sog distribution area 
outside of Reykjev!k will continue as it baa been since 1918 , 
or an annual increase of 4,3%, the population will number 
15 . 6 thousand in the area in 1960. 

Baaed on these figures the proportion ot population in 
and outside of Reykjav!k is 85~ in Reykjev!k and 15~ outside . 
According to the e stimated increase the proportion in 1960 
will be 8~ in Reykjavik snd 18'.% outside . 

b) The Power Production. 

Considering the produotion of electric energy for this 
population it will be noted that it has not grown leas, ae 
is shown on Table 2, tabulating the annual power production 
in 1938 to 1949 for each power plant . 
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Tabl e 2 . Power Plants: Cooperation and power production. 

-t s,,.,virf:!un ,~,.,. I :"r,'2. v,tG i'i5,... ,,, Vt-,'/: /'1 1,5 
tj6safoss Ell;~:tfo~dro Reserve Station Total 

0
~;se 

f.,__ _________ ....;;:..;=..;;=-,=---+---------~--------, 
I I , ,t:;';,,eMti i;,11L 1~, j "' ·t , over 

Year Installed Power Installed --;1ewer Installed ~ Installed ~ pre-
1 generat- pro- , generat- pro- generat- pro- generst- pro- ceding 

l ing caps- , duct- 1~ oapa- duct - ing cape- du ct- ing capa- duct- I year 
city ion city ion city I ion city ion I 

/oro fl ~.,,. -MWh I /~t.("'fff Kw -d&h I JR .itrJ ...Wh /C • Kw. I -MWh 

8 . 8 

-

/(,IV'/vJ 

16 . 205 
23 . 874 , 

33 . 633 
41 . 117 
51 . 975 I 

' 60 . 657 I 
63 . 110 · 
70. 922 
81 . 311 

-

-
i 
I 

/r;) :Ll f 
884 I 
527 

937 I 

2 . 607 I 

3 . 442 
7. 298 
5e758 I 

2. 113 
3 . 116 
5 . 765 I 

12 

-

11. 08s 

24 . 401 I 
34 . s10 I 

1
43 . 724 
ss . 411 I 
I 67 -906 I 
, 68 . 878 I 

I 1-, . 035 I 

66 
42. 7 / 
41 . 6 
26 .4 
25. 7 
22 . 6 

1 . 4 
6 . 0 

15. 5 
16.0 

Peak 
Load 

5.9 
8 . 4 

11.0 
12 . 0 

I I -
I/ -

18 . 8 

19 .7 ,, 
-
-

1938 
1939 
1940 
1941 
1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 

1
96 .089 

1
98 . 246 I 

98 -990 

I 

7. 270 
0 . 009 

5 -426 
3. 124 

84 . 427 
97. 853 

i10. 922 
l22. 12; 

13. 4 j 21-'3 
10 .1 .). !!.-

1) The generators rated capacity is 14 . 5 but they can take an overload of 2 KW. 

Load 
factor 

:lo 

2900 >SJ I 

2900 3 I 
3150 .. t o 

3650 ,, t 
4620 .. r~ ' . ,,,., 
5650 ,f ~ 

3650 I ' 
3700 
4300 " 0 

4970 ... <1. 7 
4050 I'= -,_ 
4470 SI 0 

2) 0 . 7 Mt are deduc ted from capacity of the ElliOaer hydro-plant for use as motive power 
the Reserve Station auxiliary equipment . 
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From 1938 to 1949 the production has grown from 17. 1 
mill. kwh. to 122 . l mill. kwh . The :i.ncreaae in 11 years is 
more than sevenfold, and equals an annual mean rise of 19 . 55%. 
The figure includes the effeot of the growth of population 
which was shown before to be upwerde or 4~ annual increase . 
It is apparent therefore that the per capita consumption has 
increeoed considerably, as also is shown in table 3, which 
is based on. tables land 2 above. 

Table 3. Demand per capita. 

I 
Energy Number ot Energy Increase 

Year produotion inhabitants production above 
per capita preceding 

Mill . KWh . 1000 KWh. vear 

1938 17 . 1 41 . 4 414 48 , U 
1939 24 . 4 42 . 3 576 39 1 1.,,_ 

1940 34 . 6 42. 9 806 40, 0 
1941 43 . 1 44 . l 990 23 , V 

1942 55 .4 45 . 1 1230 24 , ' 
1943 67 . 9 47. 6 1420 15. 5 
1944 68 . 9 49 . 0 1400 -, 1 . 4 
1945 73 . 0 51 . 7 1410 0.7 
1946 84 . 4 56 . 6 1500 6 . 4 
1947 92 . 9 61 . 8 1590 6 . 0 
1948 110. 9 64 . 2 1730 a.a 
1949 122 .1 I 66 . 3 1840 6 . 4 

When the Sog Development began operation in 1937, the 
demand per capita was 280 kwh. in that year . The following 
year, 1938, it was 414 kwh. per oapita and in 1949, 1840 
kwh . , or 4 . 5 times that of 1938. The 11 years increase 
1938 to 1949 equals therafore 14 . 5~ per annum. 

This increase is, however, not constant . It is fas t 
in the first years, until 1944, when it wee very little , 
so that as compared to the population it was leas than 1n 
the preceding year . This was due to the fact that the 
Reykjav!k Heating System was that year connected to 2/3 
of the buildings in Reykjav!k, and released a considerable 
amount of mating power in homes that previ ous ly had been 
supplied by the Power Works, enough to counterbalance t he 
increase, from elsewhere, and this was partly extended into 
next year as the Hea-ting System connec t ions were not com­
pleted until then. After 1945, the rise in energy consumpt­
ion continues but proportionately a little slower than be­
fore . The average mean increase after 1945 is 6 -74% per 
annum. 

o) Power Requirements . 

In order to produce this energy a stated generating 
o~pacity has to be on hand in the power plants . Experience 
in the last 11 years has shown that the power requirements 
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should have grown evenly from 8400 kw in 1939 to 34000 kw 
in 1949, if sufficient generating capacity had always been 
available. This equals an annual increase of 15~ , as 
against 19 . 5~ annual production increase . Thia again indi­
cates that annual loaa · factor should have grown 30~ from 
2900 hours in 1939 t o 3770 hours in 1949. 

Now, generating capacity has not always been available . 
At times it has been neoeeeary to reduce the peak load con­
siderably . This has been done b~~ tage reduction, es the 
majority of the consumption is onLresistance appliances, with 
hardly more than one third for motors du.ring the peak load 
periods . This voltage reduction only constitutes a small 
decrease of the total production as the reduction is only 
effective fore short period daily in winter . 

Because of this lack of generating capacity the actual 
load ' facton has been very variable, as will be seen from 
Table 2 . A load factor of 4000 hours may be taken to indi­
cate power shortage . 

d) Projected extensions. 

According to the foregoing the increases in 1938 to 
1949 have been: 

"' In population 4 -3" . 4/(. rf/ o 
In load 15%. \~•l, i) 0 
In total power production 19 . 5%. 11,b cJ 
In per capita demand lOCJ' . 81 ~t 

1. In production per capita 14 . 5~. 1\,\ 7o 
These figures must, however, be considered too high 

for the next years, as the production increase after 1945, 
is only 6 . 74~ end it is to be expected that increase of 
population in Reykjev!k will be proportionately l eas than 
in 1942 to 1949. In the foregoing it was estimated to be 
near that of before 1942 or numbering 1080 inhabitants per 
annum. That equals 1 . 7% annual increase until 1960. It 
the figure 4.3% annual increase in population in the distri­
bution area outside ot Reykjavik , ie used as an estimate , 
the total increase is 2. 34% per annum. 

The increase would then be as shown in the following 
Table 4. 
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Table 4 . Increase until 1960 . 

l ! I: Number of in- I Energy demand ~otal :Peak Load 

Year I habi tante in the per capita 1bwt!lr'/ load :factor 
distribution kwh-~ production -8~ 

area 9.45% j 1 , ~,1e, 
- inorea-ae --2.3~ '1.tv 

1000 kWh mill . k:wh. I iff .-b-otilre I 

341 ) 
'v 

1949 66 . 5 1840 122. 1 3600 
',.. 

I •'-' 

1950 68. 0 f I 1960 133 I 36 3700 ~.z 
1951 -7-0- 2100 146 ✓ I 38. 4 3800 

, , , 

I ,._.., ~. 
1952 12 - ,, 

2230 -160 /S-% -41 4o. 'l 3900 1 ~ . ' ... 
1953 74 J - • r 2380 176 1~.!f I ~44- ' ·, D 4000 !:',t, 
1954 -76 -1.1" 2550 -194 , /a +9-,-,;-t' ... .. - ' 
1955 78 • ? 2730 ~l ~ :--f)1 53 . . 

() -
1956 80 7f, o 2920 23~·7.?J! 5'8 . 5-°'.., 0 -
1957 82 7e1, 9 3120 i56 ,,_,~., -64 ,z._ 0 -
1958 

I 
84 t/,7 3330 ..aao; -,z. 70 ~, 0 -

1959 86 s,· 3550 -305 ; '97_ 76 . 4~'1 D '-'J '.? -
1960 88 :, n 3800 ~o :,·, 82-. 5 ' S' -

l) The actual load was only 27 , 3 MW (eee Table 2) but is here amended 
to full voltage load . / 

1 O(T A, 1 '\.l ~ c>Y -'Cl , • , • !ft, "' 'fr ~ ~ · 
2) The/\Lutilization")i!! eet4.-mate-d- to grow from ~600 hours) 1949 to (4-000 

-hours) and rempin ~ ixe-d f9r s : i,ne , 1 J !.J .,, · i /:' . ) / o. , • 
, flu... ct£\)<-t ,t ._ . , r 'I, Q. ~ii.. / (!/I' t c-1 ... l-11. '{ 
. l I...\ /,. I lA. l 'l ~ l ' ,. ~ , 

With this increase in population and demand, shown in 
Table 4, the actual load and loaa factor , assessed from the 
generating capacity which is expected to be available, will 
be aa shown in Table 5, in which is tabulated the cooperation 
of the plants based on constant increase . 
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Table 5. Power Plants: Cooperation 1950-1960. 

II ! 
11--_____ S_o_a_s_v_ir_k~j~un=------+----Ku.=n_i~c_in~a_l~P~o~w_e_r_;,;,W~o_rk~s;.... __ ~· --_T_o_t_a~l;;-_~Peak Ut111-

Year i Lj6eafoss i !rafoas Elli~~!~thydro !Reserve Station Installed 

1950 
1951 
1952 
1953 
1954 
1955 

i----,-----+-------+--...,;;=~-----+----------4 generat-
Inetalled Power

1

Instslled JPower Installed jPower , Installed ,
1
Power ing capa-

generat- pro- generat- pro- generat- pro- generat- pro- city 
1 ing cape- duct- ,ing caps- duct- ing cape- duct- 1ing oapa- duct-
J city ion city ion city ion l city . ion 

I mill . mill . mill . , f mill • 
. n ~ 1 D ~ ~ ~ 1 n , ~ 

16.5 103 
104 
118 

56 
60 
67 
72 
78 
86 

31 f 120 
; 130 

141 I 
I 

152 
167 
182 

I 9 
110 
10 

0 ll - 0 

I 1 .6 - 2. 4 
1 .8 - 3. 2 

I s.1 
, 7 

8 

1B 

Power Load zstion 
pro-

duct-
ion 

mill . 

133 
146 
160 
176 
194 
213 
233 
256 
280 

MW hours 

27. 3 4870 
- 5350 
- 5880 

44 4000 
48 . 4 I -
53 . 2 -
56. Jl 4120 

- 4520 
- 4950 

' I 
I 1959 J 93 

100 
196 11 

13 
305 
330 

5400 1 I - I 5s20 I 1960 j 
I 210 : 

1) In 1956 extended generating power will be required. If a third aggregate is installed in 
lrafosa-plant , of 15.5 MW , only 10 t.tW of its generating capacity could be utilized until the 
Upper Sog is developed, and until then the available generating power would be 66 . 3 Md , which 
would suffice for the f ollowing two years, with the same demand increase . At that time it 
would therefore be necessary to provide for the third development on the Upper Sog. There is 
also a possibility of extending the generating power of the Reserve Station, sufficiently to 
meet the demand . 
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e) Fertilizer Plant . 

In the foregoing the general public energy demand is 
estimated to increase by 9 ,45% annually in t he coming years. 
This i s a considerable increase, even though it has been 
faster in many of the previous year s . With an annua l in­
crease of 9-45% t he demand is doubl ed in about 8 year s , and 
it is evident tha t the projected ext ension must be followed 
by another extension bef ore long (see diagram) . 

I n addition to this the possibility of the Sog Develop­
ment supplying further demand has been di s cussed , and in 
particular the Supply required for the projected fertilizer 
plant, which is estimated at 135 mill. kwh , annually . Of 
this onl y 49 mill , kwh. are required as pr imary power, with 
a load of 6 . 8 MW (7200 hours annually), and the remainder, 
84 mill . kwh, as surplus power , outside the peak load period 
and mainl y ni ght supply. 

The possibility of supplying the fertilizer pl ant may 
be judged f rom the following dat a . 

The minimum water flow in the Sog is assessed at 
93 m3/sec . , and estimated as utilizable 100% annuall y , or 
tha t avail able water annually will be 93 . 31 , 5 . 10° 
= 2930. 106, For comparison it may be mentioned that a 
nine years average water flow is 116 m'/sec. The a ssessed 
minimum flow is 80% of that . This high figure is due to 
the fact t hat the flow in the Sog is exceptionally con~tant. 

With this minimum flow power may be produced from the 
Sog as follows: 

In Lj6safoss with 17.6 m net head 2930 . 106 
= 108 • 106 

27 kwh annually . 

In 1rafoss with 37,6 m net head 2930 . 106 233 • 106 = 
12. 6 kwh annually . 

In Upper Sog with 22 m net head 2920 . 106 
= 134 • 106 

21 . 6 
6 

kwh annually . 
Total from Sog 77. 2 m net head 2930 . 10 = 475 . 106 

6 •16 kwh annually, 

In the foregoing Table 5. the general public demand in 
1954 is estimated at 194 mill. kwh , Should the ferti l i zer 
plant have come into operation then , the tota l demand would 
be divided as f ollows: 

Public demand 194.106
6 

kwh with 48, 4 MW f or 4000 hrs , 
Fertilizer primary power 49 .10

6 
" '' 6.8 " " 7200 " 

- 11 - surplus pow.;::;..e:.r--=.8.:.6.;:.•.::;.l.;;.O __ " _____________ _ 

Total 329.106 kwh with 55 . 2 MW for 5900 hrs , 
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The production would be divided between the power 
· plant s in the following manner: 

Power 'RYlt:> ,...cr~r Load 
Mill. factor 

MW % % kWh. Hours 

Lj6safoss 14.5 ~ 82 . 5 95 312.5 6870 
Irafoss 31 .0 
ElliOaar-hydro 2 . 5 4.5 l 3.3 1320 
Reserve Station 7.2 13 . 5 4 13.2 1830 

Total 55 . 2 100 100 329 . 0 5980 

312.5 million kwh from Ljoaafoas and !rafoss equal 
a utilized water flow of 85 . 2 m3/sec. or utilization of 
88% of the minimum flow. 

A simil ar break- down for 1960 would be as follows: 

Public demand 330 .106
6 

kwh with 82. 5 MW for 4000 hrs. 
Fertilizer primary power 49 .10

6 
n " 6.8 " " 7200 " 

-" - surplus pow_e __ r ___ 8 __ 6 __ • __ 1 __ 0 __ 11 _____________ _ 

Total 465 .106 kwh with s9 . 3 MW for 5200 hrs . 

To meet the load demand additional generating capacity 
of 33 MIi is required for the existing plant s , and this addit­
ional machinery has to produce about 100 mill. kwh . annually 
to meet the energy requirements. 

The safewt method of extens ion is to develop the Upper 
Sog for 28 MW , which would do more than meet the energy 
requirements , but would be 5 MW short of the l oad . There 
are several possibilities for the procurement of these 5 J.ff, 

A 3rd aggregate in !rafoss plant (15 . 5 MW), a new 
aggre~ate in the Reserve Station (12 . 5 MW) , a therma l pl ant 
in Kryeuv!k (5 MW) or a 4th aggregate in Lj6safoss plant 
( 7 MW) . 

All these developments have to be undert aken successive­
ly anyway, in order to meet the increase of public consumpt­
ion . The only difference caused by including the fertili zer 
pl ant is that these extensions have to be undertaken earlier. 
The consumption of the fertilizer plant is in 1954 41% of 
the total consumption and in 1960 29 . 2% , and its proportion­
a t e load will decreasing onward . 

This shows t hat the fertilizer plant load can be t aken 
on t he system , if the projected extension in the next de­
cade are expedited sufficientl y . 
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II. Cost e stimate and financial data. 

1. Cost estimate. 

When tenders were on han d for the mai n machinery and 
switchgear for the development , and f or the construction work , 
late- in 1949, the first cost estimates were revised and again 
upon the devaluation of the 'ioelandio kr6na in March 1950 . 

Since then cost prices on various items have increased 
and a new revision has t herefore been made i n October 1950, and 
this r evised oos t estimate i s shown in the following Tables 6 , 
and 7, and the total s here below. 

1000 kr. 

The t otals show the 1rafos s development itself 
estimated at kr. 103 . 440 
High Tension Tr ansmiss ion line , 
132 kV, 50 km. 13.407 
Main transformer station Ellidaar 18 . 264 

Total for the Sog development 135.111 

Main distribution s ystem of Municipal 
Power Works 22. 889 

Grand Tota l 158.000 

Of this total domestic cost is 62 . 550. 000.- or 43%, 
an d foreign currency expenditure 90.450. 000.- or 57%. 
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Sogavirkjun. 

Table 6. Revised Coat Est imate - Oct. 30th 1950 . 

total Local Cost Forei gn Cur r . 
expenditure 

1000 I.kr. 1000 I.kr . 1000 I .kr 
1) Power Pl ant Kist ufoss-

1rafoss & extension 
Lj 6saf oss . 

:~ Cons truction (Fosskraft ) 37 . 000 17 ~130 19 . 870 
Apart ment houses , roads , 

etc . 3 . 237 2 . 437 800 
o ) Machinery & Equipment 30. 112 - 30.112 

Fr ei ght , duty , etc. 10 . 318 10 . 318 -
Labour , transport, etc. 3 . 000 3.000 -

~~ Preparat ory work 2.000 2 . 000 -
Consul ting ·engineers , 

erector s 2.500 - 2.500 

il Supervision & control 1 . 900 1.900 -
Unforeseen 9 . 4a3 5 . 213 4 . 270 
Interest '3 .eqo 103 . 440 2.660 44 . 6158 1.230 '58 .782 

2) H. T. Line. 

Materials & Equi pment 5 . 454 - 5.454 
Fr eight , duty , e t c. 2.723 2. 723 -
Labour , transport, etc . 3 . 200 3 . 200 -
Cons ul ting engineers , 

erect ors 350 - 35.0 
Supervi sion & control 340 340 -
Unforeseen 855 475 380 
Inter est 485 13 -407 485 7 . 22'=5 - 6.184 

3) Mai n Transf .stat . El l ida~r . 

Mat erial s & Equipment ·10 . 773 - 10 . 773 
Fr ei ght , duty , etc. 3 -446 3.446 -
Labour, transport, etc. 1.200 1 .200 -
Consul ting engineer s , 

erector s 380 - 380 
Supervis i on & control 360 360 -
Unforeseen 1 . 475 735 740 
Inter est 630 18 . 264 6'30 6.371 ~1.893 

SoQ: Total 135.111 1158 . 2c;7 76 . 859 



4) 30 kV syst em Reykjav!k . 

Material s & Equipment 
Freight , duty, etc . 
Labour , transport , etc . 
Consulti ng engirieers, 
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12. 281 
4 . 950 
2 . 400 

4 . 950 
2 .400 

400 

12 . 281 

430 erectors 
Supervision, control 
Unforeseen 

430 
400 

1.613 733 880 
'Interest 815 22 . 889 815 9 . 298 - 13 . 591 

Gr and Total 158 .000 67-550 90.450 

Table 7. Revised Cost Es t i mate - Oct . 30th 1950 . 
Based on prices for materials and labour r uling Oct. 1950 . 

F. O.B. price materials and 
equipment 
Fosskraft (excluding constr . 
machinery) 
Consul ting engineers , er ect ors 
Unforeseen purchases (FOB) price 
i ncrease 
I nsurance 
Ocean f r eight , shi pping expenses 
Duties , sales tax (incl . 1.5 mill . 
kr. for Fosskraft) 
Labour , transport , etc. 
Prepar atory work ( paid) 
Supervis i on & Control 
Interest , during construct .period 
Unforeseen (extra) 

7 

-

Foreign curr ency 
expenditure 

U.S. A. Europe 
1000 I . kr . 1000 I.kr . 

54 . 930 
\ I f 

,' 
; ., 

2.290 

61 .-690 28 . 760 

Total 

Domest i c 
e:x pen di t ur e 
1000 I .kr . 

84 5 

7 . 970 49t.J 
I /27 

19 . 853 ,'-l:l'f. 

28. 053 / 72 1. 
2.000 !Z3 

3 . 000 
4 . 590 
2.000 

67 . 550 
61 . 690 
28. 760 

158. 000 

L/-, I If 7, J+o 
3,78g,o,J 

1, 7 , .s; r1r 

I S-1.} 
:~ ~~ 
I " 7 . 

rJ; i 7 0 I ~ J--V 
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Revised Costestimate of foreign cur~enoy requirements. 
October 30th 1950. 

A) Purchases and service in U. S. A. 

1) Machinery , eleotr.-equipment, cables . 
a) Kistufoss-!rafoas , alteration in 

Lj6safoes 
b
0

) Transformerstation Elli daar 
) 30 kV distribution in Reykjav!k 

2) Tranemiasionline. 

I! 

b
a) Steel towers 
) A.c .s.R. conductors 

od ) Groundwires & misc . 
) Insulators & har dware 

Construction machinery (Foaskraft) 
Consulting engineers & erectors 
Insurance 
Unforeseen for inor . purchase 
Unforeseen for price .increase 

Sl .4·40 . 000 
" 652.000 
" 736 . ooo z2.a2s . ooo 

:B 
" n 
It 

225.000 
62 . 000 

9.000 
28 . 000 n 324.000 

" 214 . 000 
" 140.000 
" 24.000 
" 150 . 000 
" 100. 000 

13.780.000 

I . kr. 61. 689 . 600 

Fosskraft is, aooording to contract, entitled to get :B267 thousand, 
but their purchase is only estimated to 1214 thousand . The difference 
is included in the tabulation below over the european currency re­
quirements in accordance with the contract. 

B) Purchase and service in Europe . 

1) Reinbursement a to Foeskraft. 
a ) According to the contract 
b ) For increased work 

2) Buil ding materials . 
a) Irafosa-Kistufoas according to 

contract with Foeskraft 
Increased work 
Houses, bridge , installations 

b) Transmissionline 
cd) Transformerstation Ellidaar 

) 30 kV distribution Reykj avik 

Hydraulic Turbines 
Gat es, Cranes , Lifts 

" 

" 
" 
It 

" 
" 

210 . 000 
30.000 

105 . 000 
13.000 
17.8()0 

2. 500 
1.000 
4 . 000 ti 

It 

" 

240 . 000 

143.000 

90.000 
50 . 000 

523.000 
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Consulting engineerst er ector s 
Insurance on items 3J and 4) 
Interest during construct. period 
Unforeseen for incr . purchase 
Unforeseen for price increase 

" 
II 

It 

II 

It 

523.000 

30. 000 
1.400 

27 . 000 
16.000 
32. 000 

629.400 

I t is estimated that the coats will be divided as 
follows on the years of cons truction: 

l 3 Total 

Domestic cost 3.0 23.9 30.85 9.8 67.55 
U.S . Dollar cost 27.1 34 .59 0 0 61.69 
European currency cos t 0 13. 1 10 . 4. 28.76 

Total 0 .1 2.00 41.60 14. 8 . 00 

2. Financial data and production estimates . 

It is proposed to obtain the investment capital for 
the Sog development in the following manner: 

l. The domestic cost , a loan from counterpart 
fund , at 6% for 25 years ' 

2 . ECA- grants, provided the icel. counterpart 
is paid into coun~erpa'rt f und and obtained 
through a domestic bonds loan and Municipal 
contribution , 6% loan for 18 years 

3 . ECA-loan 2 1/2 % for 28 years 
4. The European currency expenditure covered 

by a foreign loan , 4 1/4 % for 1e years 

Total 

mill.kr . 

67.55 

34 . 50 
27 .19 

158.00 

'"" The average interest is 5% and-the overall repayment 
schedule equals about a term of 20 yeard , or the annual tota l 
is about 8% , interest and depr eciation. 

The grand tota l invest ment cost is to be divided with 
135 mill. kr6nur on the Sog development , and 23 mill. kronur on 
the main distribution system of the Municipa l Power Works. The 
annuity on i nvestment cost is therefore to be divided so th~t 
10.e mill. kr. will be bor ne by the Sog development and l.84 mill . 
kr. by the Municipal Power Works . 



l'.rafoss-plant. 

The operation cost of the new development is estimated 
as follows: 

Investment cost annuity 
Maintenance and operation 

Total 

~ on 135 mill . kr . 
~ on 135 mill .kr. 

10% 

10.8 mill.lo.- . 
2.6 rt n 

13.4 mill .kr . 

The full capacity of the development, delivered from 
main transformerstation , less transmission loss , is 29. 5 MW . 

The unit price of power from the new development separate~ 
l y will then be 453 kronur annual kw , on an average , delivered 
from power plant and the main transformerstation a t Reykjavik . 

The development is scheduled to begin operation in 1953 , 
when the demand , according to table 4 above , will be 44 MW of the 
total insta lled generating power of 56.3 MW in all plants . The 
demand that year is then 78% of the generating capacity. 

In order to get a true picture of the general product­
ion cost and cooperation of the ulants, the oper a tion of each 
pl ant must be considered individually . 

Lj6safoss-plant . 

The annual operation cost of the Ljosafoss plant with 
the existing hightension trans miss ion line and main transformer 

:station , is a t present 2 . 2 mill . kr . and is expected to remain 
unaltered for the next years . 

Ellidaar hYdro power plant . 

The annual operation cost of this pl ant is at present 
0 . 85 mill. kr ., and will remain a t that figure for the next years . 
When the new development on the Sog has come into operation , this 
plant will be operated as a reserve plant for the first year , ~nd 
night s hifts will not be maintained, and day shifts only partl y . 
The operation cost will then be reduced to 0 . 4 mill. kr . Later 
when the plant has to be used as a peak- load plant, the cost 
will grow wi th the increase of operation. This is shown in the 
followi ng Tabl e 10 . 

Ellidaar Reserve Station. 

The operation cost of the Reserve Station is com~rised 
of fixed cost, which ie divided proportiona t ely between the Heat­
ing system and the Munici pal Power Works . This fixed cost covers 
part of t~e maintenance , but other cost items are maintenance 
and operation, and full coat which is borne by the Heating system 
and the Municipal Power Works in the proporti on of steam product­
ion f or each concern. 
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In Table 8 is shown how the cost was divided in 1949 . 
The investment cost of this plant is 22 mill. kr . 

a e • e erve T bl 8 Rs St ti a on opera t i on COB t • 

Total Heat ing System Power Works 
port i on porti on 
Tons Tons 

~ kr. % oil kr. CJ& oil kr . 

Interest and depreoi-
a tion of l oans 9 1 . 980. 000 33 . 5 664 . 000 66 . 5 1.316. 000 
Maintenance 2. 5 550. 000 - 185 . 000 - 365.000 
Overhead cos t 2.5 550.000 - 185 . 000 - 365.000 

root a l 14.0 ; .oeo.ooo 33 .5 1.034 . 000 66 . 5 2 .046 . 000 

Operation & Plant 
expenses 4 . 5 990. 000 41 . 2 407-. 000 58 . 8 583.000 
Fuel : 11800 tons 13 2 . 867 . 400 62 . 8 7400 1.790 .200 37.2 4400 1 . 069.000 

Gr and Tota l 31.5 6 . 937 .400 46 . 7 3.239 . 200 53 . 3 3 . 698 . 200 

! ased on the proportions shown in Table 8 , t he power 
production cost is estimated in Table 9 , for production as in 
Tabl e 5. The Heating System port ion is excluded , as also receipts 
for heat production in the followi ng . 

Year 

1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 

Tabl e 9 . Estimated energy production in Reserve Station 
and production cost. 

Product- Oi l Oil Fuel Operation Other cost · 
i on consump_t. price cost cos t i tems 

mill. mill. mill . 10 % of 22 
kwh Tons kr/ t s kr. k.r. mill . 

kr. 

23 8800 300 2. 64 0 . 6 2.20 
27 10400 375 3.,90 0 . 7 -
32 12300 400 4 .. 90 o.a -

0 0 - 0 0.2 -
2.4 930 - 0 . 37 0.25 -
3 . 2 1230 - 0 . 49 0.30 -
5. 7 2200 - 0.88 0.35 -
7 2700 - 1 .08 0 . 40 -·a 3300 - 1.3:, 0 . 45 -

11 4200 - 1 .68 0 . 50 -
13 5000 - 2 .00 0 . 55 -

All plants . 

Total 
operation 

cos t 
mill . 
kr . 

5.44 
6 . 80 
7.90 
2 . 40 
2 .f32 
2. 99 
3 . 43 
3 . 6e 
3 . 98 
4.38 
4.75 

For cooper a tion of the plants the tot al production cost 
is estimated i n Table 10. 



Year 

1950 
1951 
1952 
19·53 
1954 
1 955 

356 
1957 
1958 
1959 
1960 
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Table 10. Power production cost for all plants in 
cooperation. 

So.Q: Development Mun . Power Works Total Generating Product-
ion operation capacity 

Lj6safoss !rafos a Ellidaar Reserve cost coat 
hydro- Station 

mill. mill. pl ant mill. mill. 
kr. kr. mill .kr. kr . kr. n kr/kw . 

2.2 o.a5 5. 44 8. '1:9 27.3 303 - 0 . 85 6 .80 . 9~85 - 360 - o.a5 7.ao 10. 95 - 400 - 13. 4 0.40 2. 40 18.40 44 417 - ... 0.5 2.92 19.02 48.4 394 - - 0.65 2.99 19.14 53.2 I 358 - - 0.6 3.43 19.63 56.3 348 - - 0. 65 3.68 19.93 - 353 - - 0.70 3,98 20. 23 - 358 - - 0.75 4 . 38 · 20.73 - 368 - - 0 .775 4.75 21 .725 - 384 

Table 10 shows the estima ted mean production cost eaoh 
year from 1950 to 1960. To this may be added a permissible ad­
vance of 5%. The mean coat price from 1953 to 1960 is 

19 . 80 mill . kr. = '.3?0 kr/kw + 5% 
53.8 MW 

or about kr. 390 annual/kw, when the new development has come 
i n to operation . 

3. The financial status of the distri bution systems . 

a) The Municipal Power Works . 
In the foregoing an economic survey has been made for 

the power production, wit h wholesale delivery from power plant 
or main transformerstation . 

Reykjavi'.k 
In t he following a similar s urvey will be made for the L 

Municipa l Power Works , which purchases 85% of production from 
t he pl ants , for retail dist rj_bution to ultimate consumers. 
The f act that this proportion of 85% declines little by little 
to 82% in the year s up to 1960 is taken into consideration , 
but the fertilizer plant is n ot included here . 

In Table 11, the accounts for 1949 are included . In 
column 2 is shown the gros s invested capital i n the distri­
bution system wi th service lines. In 1949 the net booked pro­
pert y is 74% of the gross investment . Annual extensions of 
the distribution system are estimated at about 4 mill . kr. 
up to 1953 , when the extensions are estimated a t 26 mill. kr . 
including the main distribution system for which a l oan of 
23 mill . kr. , i s obtained from the Sogsvirkjun , other extens­
ions being 3 mill. kr . tha t year and the following 2 years, 
and from then onwards 4 millions annually . 
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In column 3 of Table 11 the energy purchased is shown 
i n MW amounting to 85% - 8216 of the total production of 
plants, as in Table 5. 

In column 4 , are shown the annual capital costs f or the 
distribution system, tha t is depreciation and/or repayment 
of loans, interest and officia l dues. 

Also maintenance and alterations of the system, totalling 
about 13% of the total cost of the preceding year, and of this 
maintenance and alterations amount to 5%. 

In column 5 are shown separately capita l costs , i . e . 
depreciation and interest, on 18 mill. kr. loan from Sog 
development to the distribution system, and this item not in­
cluded in the assessment of column 4 . 

In column 6 is shown operation cost of t he distribution 
syst em, administration and revenue collection, estimated at 
66% of the capital costs in columns 4 and 5 . 

In column 7 the energy purchase is shown in accordance 
with Tabl e 10 , and total expenses i n column 8 . Column 9 shows 
the gross receipts , less sale of heating power to the MuniciP­
al Heating System. 

In Oct. 1950 the tariff rates were r aised 48% , partly 
due to the devaluation of Mar ch 1950. 

It is estimated that this rise will increase the receipts 
of 1951 with 35%. The armual consumption growhh is estimated 
a t 9 . 45% , as under Table 4, with an increase in receipts of 
7% annually. 

Column 10 shows surplus income . 



Year 

1 

1949 
1950 
1951 
1952 
, 953 

.:354 
1955 
1956 
1957 
1958 
1959 
1960 
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Table 11 . Municipal Power Works - financial data. 

Gross 
capital 

i n-
vested 

mill . 
kr . 

2 

36 . 5 
41 
45 
49 
75 
78 
81 
85 
89 
93 
97 

101 

Energy Operation coats . Energy Tot al Receipts Income mill. kr. pur- pur - ex- sur-
chased Depreci- Depreci- Operation chased pens- plus . 

ation ation admini- es 
interest interest stration mill . mill . mill . mill . 

MW and Sog and rev. kr. kr. kr . kr. 
mainten. loan. collect. 

3 4 5 6 7 8 9 10 

23 4.45 2. 9 5.34 12. 69 15. 24 2.55 - 4.75 3 .15 7 . 0 14.9 17 .0 2.1 - 5.30 3.5 8.3 17.1 24 . 6 7. 5 - 5.9 3.9 9.3 18.5 26.4 7.9 
37 6.4 1 . s4 5.2 15. 4 28.88 28.3 -0.58 
40 6.8 1.84 5.4 15.8 29.84 30 . 4 +0.20 
44 7.3 1.84 5.8 15. 3 30.24 32 . 5 +2 . 26 
46 1.8 1 .84 6.1 16 .0 31 . 74 34.8 3 .06 
- 8.3 1.84 6.4 16.3 32 . 84 37.3 4 .46 - a.a 1.84 6.8 16.5 33.94 40 5 .96 - 9. 3 1 . 84 7.1 16.9 35 .14 43 7 .86 
- 9.9 1.84 7.5 17.6 36.84 46 9.16 

From Tabl e 11 may be seen that the income surplus in 
1949 and 1950 is not sufficient to cover system extensions , 
but with the increased rates this is put right in 1951 and 
1952. When the new development comes into operation the~e 
will be no surplus for extensions of the system for the first 
two year s, but from then on the surplus is growing . That it 
reaches the high figures shown for the last years in the 
Table , is due to the f act that the plants' generating capa­
city has then become more than fully utilized , but no ex­
penditure is assessed for increased energy purchase from a 
new plant . 

In Tabl e 12 figures are extracted f r om foregoing Tables , 
to show pDpulation in the Municipal Power Works distribution 
area, and its power and energy purchases with total receipts 
from consumers of electricity. In columns 5 and 6 the energy 
purchases are shown per capita in the district (not per con­
sumer) and in col umns 8 and 9, the receipts are calculated 
per annual kW and produced kWh. In order to find the price 
per kWh sold , the figures in column 9 .have to be increased 
by abt. 15~ . 

In column 10 t he per capita receipts are shown. 

These fi·gures give a picture of the energy consumption , 
and may be used with advantage for comparison with other 
places . But it must be borne in mind that in some of the 
years tabulated the power demand cannot be met, even though 
the energy requirements may be expected to be filled. 



Year 

1 

1949 
1950 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 
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Table 12. Ener gy distribution and popul a t i on . 

Number of Power Power Total Reoeipts per unit Receipt s 
inhabi- purchase Per capita receipts ().I, ~ • 1. ' ,, per 

tents in Load Load Ener gy from I capita 
the di s t. Ener gy sale Kr. pr. Aur ar 

area MW mill. watt kwh of energy annual pr. 
1000 kwh mill.kr. kw kwh kr. 

2 3 4 5 6 7 8 9 10 

56 23 103 410 1840 .15.24 662 14.8 272 
57 - 111 404 1950 17 740 15 . 3 298 
58 - 123 397 2120 24.6 1070 20.0 42'3 
59 - 135 390 2280 26.4 1140 19.4 447 
60 37 148 618 2470 28.3 770 19 .2 472 
61 40 163 657 2500 30.4 760 18.6 500 
62 44 176 710 2840 32.5 740 18 .4 524 
63 46 191 730 3020 34.e 760 18 . 2 552 
64 - 208 720 3250 39 .3 810 18.0 582 
65 - 229 710 3510 40 870 17.6 618 
66 - 249 700 3770 43 930 17.3 650 
67 - 270 690 4000 46 1000 17.0 685 

b) Other dis tribution sys t ems . 

I n Tables 11 and 12 is shown the distribution of 85 - 82" 
of the power production. The remai ni ng 15 - 18% are di s tri­
buted through t wo other concerns, t he Hafnar fjtlr eur El ectrici­
t y Syst em , and the St a t e Distribution syst ems , that purchase 
the power wholesal e in the same manner and a t the same price 
-as the Municipal Power Works. 

Both t hese di s tribution sys t ems ar e growi ng , and are 
able t o r eceive · and distribute t he energy which t hey will get, 
and it is not necessar y t o de scribe t hem furt her. 

Reykj av!k , October 31st 1950 . 
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FORM No. 57 
( 5-48) INTERNATIONAL BAr FOR RECONSTRUCTION AND DEVE PMENT 

OFFICE MEMORANDUM 
TO: Mr. L. B. Rist 

Mr. M. M. Rosen /,. /J 
FROM: Herbert W. Robinson~• 

DATE: November 8, 1950 

SUBJECT: Iceland - Hydro-Electric Power Projects 

.,, 

1. Iceland has enquired into the possibility of loans for two hydro-electric 
projects (Sog and La.xa) and has submitted information regarding a fertiliser plant 
and a cement plant. The costs of the four projects and the present stage of external 
financing are set out below:-

Project Total Cost 
(Including 
local ex­
penditure) 

European 
Foreign 
Exchange 
Cost 

U.S..Dollar 
Foreign Ex­
change Cost 

To be provided 
by IDA 

HYDRO-ELECTRIC PLANTS (In Million of U.S . Dollars Equivalent) 

a. Sog 8.57 1 . 72 3.86 3. 86 in dollars 
b . La.xa 2.70 .36 .97 . 97 n II 

FER'llLISER PLANT 4.66 .61 2.58 Not yet knom 

CEMENT PLANT 2.8 2.00 (total foreign exchange) Nil 

Total 18.73 12.10 (total foreign exchange) 4.83 in dollars 

Maxi.mum amount to be financed by the Bank= 12.10 minus 4. 83 = $7. 27 million. 

2. According to our preliminary economic report, the Bank's policy on lending 
for the above program must depend upon the results of an appraisal of the 
appropriateness of Iceland's investment program as a whole for ameliorating the 
country' s economic problems. We must answer immediately the important question of 
how far, on the basis of information presently available, the Bank can proceed with 
a loan for the two hydro-electric projects without waiting for the results of more 
intensive investigation. 

3. Arguments for taking action on these two projects immediately are as follow:­

a. The country's credit-worthiness seems good, even to the extent of loans 
totalling $7.27 million for all four projects, provided that the investment 
program as a whole and the level of consumption are henceforth kept within 
reasonable bounds. 

b. The Icelandic program of development of hydro-electric power potential 
has been approved technically by the Bank 's engineering staff; it seems 
clearly desirable in view of Iceland 's present economic position since it 
would bring into operation natural resources presently un- utilised; finally, 
it is urgently needed to meet a serious power shortage. 
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c. The Bank would have to obtain permission to provide European 18% currencies. 
Moreover, Swedish Kronor would be required and, unless Sweden soon becomes a 
member of t he Bank or allows the Bank to sell its bonds in Sweden, British 
approval for the use of 18% sterling to purchase Kronor would be required. 
Although in these circumstances the Bank cannot lend immediately, there is 
a strong case for not losing any time in ascertaining whether the European 
countries involved would be willing to release their 18% currencies for 
lending to Iceland . 

4. The arguments for postponing actual len'ding for the H;ydro-electric projects 
are:-

a. Iceland's credit--\~orthiness does depend on the country's follow:Lng 
desirable economic pol icies . To lend i2 million before we are satisfied on 
this score means taking the risk that appropriate policies will not be 
pursued. 

b. Iceland can draw up to $7 million under EPU without putting up gold or 
dollars (she has already drawn $1-1/2 million). If, therefore, the Bank 
lends European currencies immediately to finance the hydro-electric project 
it is possible that EPU resources might be used to finance imports of con­
sumer goods. Should our more intensive investigations then lead to the 
conclusion that the level of consumption is too high the EPU currencies will 
prove to have been spent umrisely. This would indicate the desirability of 
examining the Icelandic import program and its means of financing before 
making the loan. It should be borne in mind here that, even if EPU resources 
were used to finance the projects, the Bank could later re-imburse Iceland 
for the expenditures made. 

c . Owing to the pr esent nature of the Icelandic economy most of the 
increase in electricity production will go into increasing consumption 
unless desirable uses of electr icity such as its use in industry are 
simultaneously developed. And desirable uses may involve additional 
investment. Henc~ the Bank might wish to be satisfied regarding the 
investment program as a whole before it felt safe in financing the 
expansion of power production. 

5. Taking into account all these considerations, it seems clear that we cannot 
say definitely whether the Bank would be doing right or doing wrong to go ahead 
immediately with the financing of the hydr o-el ectric projects . On the whole I 
incline to the view t hat we could take the risks involved and proceed. The best 
policy would seem to be; 

a . to make the general economic investigations as quickly as possible; 

b. meanwhile, on the assumption that a loan will eventually be made, 
to take up the question of obtaining the necessary European currencies. 

If it is discovered that these currencies are readily available then, in the light of 
what other investigations have proved pr acticabl e and with any safeguards which may 
appear necessary, a loan could be made for the pOW'er projectsfbrthwith. 

I-MR :ct :#2222, 
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Kr. Steingr Jonsson 
Sogsvirkjunin 
The Hydro-Electric 

Development of Sog , 
Reykjavik, 12 Tjarnargotu 
ICELAND 

Dear Kr. Jonsson: 

November 6, 1950 

I 

Your l etter of November 2, 1950 enclosing 
the revised cost estimate of the Sogsvirkjun Project 
and corrections to certain o11swers previously given 
to me was received this morning. I have not yet had 
the opportunity to analyze the data but shall do so 
at tin early date and wi:ll advise yolJ. if further informa­
tion is required on this project. 

I greatl y appreciate the detailed breakdowns 
of the cost which you supplied. I feel sure that these 
figures will give me all the inf oniation I shal1 requ..1.re 
for an analysis ot the project. 

I shall look forward to receiving the complete 
report on the Sogsvirkjun Project which you mentioned. 

\ Yours very truly, 

A. D. Spottswood 

A:OOpottswood:lio 

cc: Files 
Mr. Foster 

I 
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SOGSVI RKJ UN IN 
THE HYD RO -ELE CTR IC DEVELOPMEN T OF SOG 

P. 0 . BOX 537 TE LEPHONE 1222 

TELE GR A M S: RA FMA G NSV EI TAN 

REYKJAVIK. Nov. 2nd 1950. 
~ T JARNARGOTU. ICE LAN D 

JG/AS/NF. 

The Interna tional Bank for Reconstruction 
and Tievelopment , 
Mr . A. n. Spottswood, 
Washington. 

near Mr. Spottswood: 

Sogsvirkjun . 

In accordance with previous conversation, I herewith 
enclose Revised Cost Estimate of the Sogsvirkjun Pr oject. This 
cost estimate is based upon to-day's wages and prices, and 
supersedes the one shown in Sogsvirkjun: Preliminari es for a 
new development, on page 11. 

Also, are enclosed, corrections to the an swers to the 
IoB.R.D. questionnarie dated October 4th 1950, which I handed over 
to you during your visit here. These corrections are a consequence 
of the revised cost estimate. 

A complete report on the Sogsvirkjun project is now 
almost f inished, and will be sent to you by the next airm1a il. 



Mr. S. R. Cope 

A. D. Spottswood 

Iceland 

October 31, 1,9;0 

Attached are four copies of a memorandum on the Icelandic 
projects for distribution to the Working Party. This memorandum 
eupplements '1113' preliminaey report and summarises my conferences ld.th 
ECA, General Electric, Westinghouee and the Chemical Construction 
Company. 

Attachment 

Affipottswood:lf'b 

cc: General '!heeler 
Files✓ 



INTERNATIONA L BANK FOR 

REC ONSTRUCTION AND DEVELOPMENT 

,.WASJ;U.N.G.T~ O - C.. 

Tel : LITtre 67 - 20 
71 - 03 

67 rue de Lille 
Paris (7e) France 

P. 2053 October 30 , 1950 

Mr . A. S. G. Hoar 
Assistant Director , Loan Department 
International Bank for Reconstruction 

and Development 
Washington 25 , D. C. 

Dear Stanley: ✓ 
Thank you for your letter of October 25. 

I enclose an OEEC document v1hich you may find 

useful in surveying the Icelandic investment de 
programme . Reference is made in this doeument L "

1 

---to another paper , CP(50)J_.y,--t}iis was sent to --
Washington with P . 1021/D of September 22 , 1950. 

Best wishes .,. 

Yours sincerely, 

Walter Hill 

Enclosures : 1 
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Work:fng Party October 30, 1950 

A. D., Spottsr,ood 

Icelandic Develoµnont Projects -

During thE! 'Week October 23 - 27, I eorum.~te<l with EX}A officials in Washine­
ton, with International.General Electric., Westinghc1>Uee International Corporation 
and the Chemical Construction Co~rat"ion in New Y~itrk, recarding the various Ice­
landic developnent projecta"n01r ,bef~re,. tlie Bank fo1r consideration • 

. ~.A officials coni':irme ttiat. B::A dollar financing of tJ,955,ooo for the Sog pro-
• jqct and 1,lio,000 for tne "-Laxa proj~c!,, l~s been approved. Thia amount of dollar 

finanoinr. approved by ~ •.for the two p~ojecta exctaed.a ey·~235,poo tho estimated 
dollar cost (. -4. B) million) submitted to me in Ice:Lam. The difference is probably 
duo to the availabllity;"oi' more accurate costs retmlting from actual contracts and 
Jroposali; received si'.noe~ the .first es~iinates were 1111Ade . 

Contracts for electric~ eq~prnent an~ wate1~ wheels totaling t 3,,536.6oo 
for the two projects ,1ave heeu _approved by &;A arid ' entered into .with the mamu.c.c­
turers. 

~A has a[no approved t e conaultants•contructs in the amounts involved for 
their servic'es and also for the services of the nimessary erection porsonnal f'rm., 
IDE~stinghouse. 

Attached is copy of the report of the &P.ecinl ~ isaion to Icelam dated 
Auguo 5, 1949, on the eoohomic impofta!_lCe ot the uxpansion of tho hydroelectrio 
power facilities in Ioelani. 

:.C had discussions il1 New York with enginoer11 of both IGE and l7eatinghouse 
who 1 had been in Iceland in co ':_Ilection with the pro~joots; 'These et,1gineere were of 
the opin.lon that there would be adcquato sk~lled arid unsk~lled labor for the ~reo­
tion or the plants, that the Ioelamic S!:lpervieory pers~nnel was competent both for 
work of erection and !Qr the op~n·ation of the pro-jttets . The eng~ers were satis­
fied that .tho consultants employ::ed by Icelmd were competent md were favorably 
impressed by the specifications which the_se oonsu11~ ts had prepared for the two 
projeots. They considered that~ botli pro~ecta 11ere• technioal:cy sound and ·could be 
ecOnO!!licalzy conotrueted. 

From rrr;y discussions with ,ro.t., lieatinghouse tmd IOE engineers md from rrr;y own 
analysis and obsorva~1ona, I ar.1 of the opinion tha1; the two hydroelectric ~ojects, 
So~ am Lax.a, are teohnicall3 aound and will be re~tuired to provide for the demand 
for electricity in the distribution areas of ReykjlLvik and Aku.l"eyri • .. 

At present the generatiM equipment ~n both localities is overloaded and at. 
peak }_._ouro it ie neceasafy for r,tmerating_ C<?JY1panie1ll to reduce both voltage and fre­
quencies. This creates a probl ., ,i'or industries ai:1 it affects tne operations of motors 
and all other electrical equipment. 

According Ito data su\Jnitted in Iceland, the entire capacity of tho new :in­
stn:llations i!n the Sog project, 31,000 kw, will be absorbed lSefore 196o without 

, 
• • . 



the load of the proposed !ertiiizer J>lant. The new Sog station w:i:11 be constructed 
to acca:mi.odate tliree uriits of 15,500 kw each, bJit oply two will be initiallJ' in­
stalled. If the fertiilzer plant should be constructed am put in operation by 
195L ns proposed, the t hird urii t :would have to_ be installed prior to }960 in Qrder 
to meet t he tot al demand; The instal:1.a~ion of 31,dob kw in the SogPplirlt, however, 
woald provide same reserve initia~ .and the fertilizer plant could•utillze this 
reserve and commence operations Wore the tlrl.rd Sog unit was installed. 

.. t • ~ 

• 
By -ehe end of 1952 · .s?llat1ons are expect a to be Qg.Jl-

pleted, t he peak dmand on. ect e \ 4, ,5on kl'r; • almost tll'ioe 
t he present i nstal:led capac . ... 

At t '1,e present time facilities, o.f the La:xa ·syatc:n ffhich 
total 4.,400 kw are also ovo ilring pealc nours it is necessary for the 
cor:ip,l!JY to reduce voltage an requeno es. • It is estimated that by 1952 when the 
new plant ii:.s echedu.led ,to 'bo, c0t1pleted., the pealc demand on tho system will- be 9,000 
kw, or ov;er twice•the present cap~ity::. • 

• 

' I 
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WBC ~ R~H'\ ·~, 

RFSTRICTED 

ECA Special. Mission to Iceland 
August 5, 1949 

Economic Importance of the !XJ?ansion of 
Hjdro-electrio Ponr -Yaillities 1n -

Iceland -

ICJDJA 
IC4D)A 
Attachment 

Approximately 5~ of Iceland' s total. population is concen­
trated in Reykjavik and its peripheries. lloreover., the industrial., 
financial, and economic lti'e is particularly- centered in this area. 
tfp until the present, demands for electrical power have been in­
creasing, and as a result the Reykjavik Jfunicipal Po'tfflr and Light 
Works has been unable, particularly during the winter months, to supply 
the power requirements of ind.Uatcy and the inhabitants. The Sog 
project will be increased by approximately US~, from 27, 000 to 
approximately 58,000 kilowatts (an expansion of 44,000 horsepower) . 
This expansion will alleviate to a great extent the shortage of 
electrical power-

The Laxa project located in the north supplies Akureyri, the 
second largest town 1n Iceland with a population of 7,000 people, 
and the districts betwen Dalvik and Husavik. An expansion of over 
200% in kilowatt production is anticipat,ed by 1952; from 4 , 400 kilo­
watts to 12, 500 kilowatts (or ll,500 horsepower) . Subsequently, ex­
tensions are contemplated to connect Siglufjordur, the most important 
herring proceesing center in Iceland. In the Akureyri area there are 
several important industries such as the textile plant, shoe plant, 
machine shops, herring processing plants, freezing plants, and a 
host of smaller industries . 

At present, local industries utilize to a great extent coal, 
fuel oil, and to a lesser extent, electrical. power. To harness and 
develop the local pOtJer potentialities 110uld mean to reduce the im­
ports of coal and luel oils. In this way, large savings of foreign 
exchange could be made possible by reducing imports. »any homes in 
Reykjavik as well as Akureyri utilize electricity for coo.king and 
lighting purposes. It would be quite possible to heat homes and 
industrial plants with electricity. Such a development would even 
further reduce the imports of ooal and fuel oils and thereby prevent 
the depletion of foreign exchange required for imports of petroleum 
products particularly. 

The construction of other projects envisaged in Iceland' s 
Four Year Eeonomio Plan are contingent primarily on the expansion 
of eydro-electrlo power. The following projects will require elec­
trical power: cement factory., re.t'rigerati.on plant., hardening and 
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ECA Special Uiesion to Iceland 
August$, 1949 
By-dro-electric Power Expansion 
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JAN f 6 2018 
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ICJD)A 
IC4D3A 
Attachment 

refining plant, fertilizer plant, and sh.iwards . Koreover, the expansion 
of local industry is thwarted by the l ack o£ cheap power. 

The availability of increased and cheaper energy will undoubtedly 
contribute to a lowering of the cost o! production and export good!t . 
Iceland' s fish processing plants depend to a great extent on the 
availabili.ty of power. Rural electrification would enhance the 
development of agriculture, the second largest activity. 

Heavy traffic exists between Reykjavik and Raf"narf jordur. l!otor 
vehicles are employed to transport per sons and goows between these two 
cities. It would be quite possibl e for both of these munioipal.1.ties 
to install some type of eleotric trolley line and thereby curtail the 
consumption of petroleum, tires, and so forth. Also, it would be 
quite feasible in due time to extend the transportation line to 
Kefiavik, tne largest international airport in Iceland. 
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FORM No . 57 
( 5-48) 

TO: Files 

INTERNATtr ' 'A'- BANK FOR RECONSTRUCTION P"'f) DEVELOPMENT~ eWP.-<..~~l 
OFFICE MEMORANDUM 

/ ~~; ,.fl_ 

FROM: A. D. Spottswood ~ 
SUBJECT : Discussion with EI:A. ~ff!cials regarding 

Hydroelectric Power Plants in Iceland -

DATE: October 2.5' 1950 

Mr . Eslick, Power Branch, EI:A, stated that ECA had approved both 
the sog and laxa projects and had earmarked a total of about $5 ,000,000 
for the necessary purchases in the dollar area. This figure exceeds 
slightly the revised estimated cost of the two projects . The consultants ' 
contracts have been approved. !:I' . Eslick supplied me with copies of their 
reports on the two projects, both reports being dated May 9, 1950 . 

In Hr . Eslick' s opinion, the two projects were fully justified and 
necE?ssary to meet the power demands in the two largest population centers 
in Iceland, Reykjavik and Akureyri. 

Dr. Houston promised to send me copy of the letter informing the 
Iceland Legation in Washington of EI:A 1s approval of the two projects . 

Cc : Gen. ':Jheeler 

al/ 
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. - '• • _,. . I • 
• • , Mr. Jon Arnason ~ 

Oct ober 24, 1950 

• 

• 

• • • Managing Director ·r 
National Bank of Ice 
Reykjavik, Iceland 

~ 

Dear },JI' . nason: 
r •' .~, .. ,. . 

In youi.r l etter of Septemoer ll, 1950, inquirjng into 
the possibility of your Government obtaining a l oan in the equivalent 
of approxi~ately $~!. 08 million !)'om the International 13a.nk for Recon­
struction and l)evelopment t o cover expenditure in European currencies 
on t wo hydroelectr:f.c projects, you asked t o be informed at r l y 
date of the Eank' s decision and of the necessary steps to 
the IcelandJ.:~ Qove:imxoont .ti. th ard to a ioan operation • .., ~ ... 

· • - I. As yo-yL Jcnow, Spottsvood, an engj ne~ 
I • _ - .. Ifank, vis ited Icelemd and vestigation of oath by roe ec rio 

' • .. pro) ects . H sub prelimim.ry report' a.n ha ferre 
~~ d ~ ~ to the Econo ent of e ank the economic e 1 
, ) Reykjavik. the economic situ tion 

I. & l 4 ' • way; • .. r ,.,. 
'~: ' ~ .. . .. .•. . .. 
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INTERNATIONAL BANK FOR 

RECONSTRUCTION AND DEVELOPMENT 

.IM&.'51'1 tNO'f~N~-:-~ .-0: 

Tel: LITtr, 67-20 
71-03 

P. 2013 

Con.fiden tial 

Mr. A. S.G. Hoar 
Assistant Loan Director 
International Bank for Reconstruction 

and Development 
Washington 

Dear Stanley: 

67 rue de Lille 
Paris (7e) France 

October 20 , 1950 

y I ;It ,(1- J. 't.- t 

?) r ~· 11 , f I Ci I: , I 

.,...J 
V 

X, 

\ 
At Mr. Iliff1 s request I sent you, on September 22, 

a sunmary of my discussions with Mr. Livermore of ECA about 
power stations in Iceland, together with a copy of a memo­
randum given by the Icelanders to Mr. Iliffo In paragraph 
2 of my note of September 22 , I reported that the answers 
to Mr. Iliff's questions would be embodied in a report that 
ECA in Paris had in preparation. The attached report is it. 

I have been asked by ECA that the report should be 
treated as a ~onfidential one, since it would be most 
embarrassing o them if it were seen by the Icelanders. 
I assured them that the necessary precautions will be ta.ken. 

Beat wishes. 

Yours very sincerely, 

L··:~ 
Walter Hill 
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1M3G ARCHIVES 

Summa::z. 

IQELAND1S ECONOMIC POSITION 

14 October 1950 

Iceland's international economic position, as of October 1950, is most 
precarious. -Heavy imports since the end of the War, largely for investment 
purposes, combined with the near-failure of the herring catch in the last 
three years, have resulted in serious balance of payments deficits. Large 
excha:nae reserves accumulated during the War have been completely riped out; 
indee,d., Iceland has been running into a current-account debt position. Two 
deval111ations have been undertaken in an effort to make more manageable the 
mcunt'ing foreign deficit. So far the results cannot be considered satisfac­
tory. Trade difficulties have a.gain been intensified by another failure of 
the h,erring catch in the past summer. The program for import-saving now under 

, way ~n Iceland, however, does offer some prospect that Iceland could be gen­
eral~y viable by the end of the ERP period. Dollar viability and world trade 
viability must, however, be carefully distinguished as objectives. 

Natioinal accounts. 

1rable I shows the past and future programmed developments in gross 
natioioal product. The figures are unreliable in detail, since some basic 
dtta ia.re missing; but collectively they give some idea of the relationships 
among the various components and over time. The decline in GNP sinoe 1947 is 
probalbly due largely to falling fish prices. The very high proportion of re­
sourc◄as going into investment is the major fact to be learned from these 
figur49S• 

~l:'he industrial breakdown of gross product (not shown) indicates that agri­
cultwre and fishing in both 1948 and 1949 accounted for 37 per cent of GNP. 
This Jproportion is extremely high; it compares with 23 per cent in Denmark 
and 1~5 per cent 1n Norway, two other European countries considered largely 
agric11ltural. Tb.us the whole level of national output is extremely dependent 
on weii.ther and the habits of fish. 

Table I 
National Accounts 
million of kroner 

!ill. I 12.4§. . . 1i41 I 12.i§. ·~ 1122.Q. =.!221 
Gross National Product 960 1220 1320 1220 1200 1190 1260 

Net i.J;oport surplus 50 150 230 40 80 10 35 

- -
Gross available resources 1010 1370 1550 1260 1280 1260 1295 

ConBW1option 750 900 1060 880 900 940 985 

Gross domestic investment 260 470 490 380 380 320 310 

Domes1tically financed investmt. 
as1 % of GNP 

22 26 20 28 25 21 22 
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Sources Revised 1949-50 Programme 

International Eoonomic Position. 

:Before the War, Iceland had a surplus jLn her balance of p~ents on 
current account. Since the War, however, the deficit has been sizable, as 
Table II shows. The decline in export recej_pts, for reason largely beyond 
Iceland's control, is striking. The previOlltsly-mentioned failure of the 
herring catch and the catastrophic decline 1.n terms of both price and volume 
of sales of iced demersal fish (largely cod) to the U.K. and Germaey are res­
ponsible for this drop. Fish and fish prod~1cts aooount for 96 per cent of 
Iceland's exports. Thus while the market iei good for herring, the fish cannot 
be oaughtJ and the market for cod, which can1 be caught, has deteriorated dras­
tically. Table II shows the fish oatch in x•ecent years, estimates for the 
future, and the pre-war average. It will be1 noted that the total oatoh is 
above the pre-war average (although in the IJ,ast two yeara not all the catch 
of cod has been sold). In fact, through 1948 at least, the volume of exports 
was considerably above pre-war, but the volume of imports exceeded the pre-war 
level by an even greater amount. 

Table II 
Balance of P~ents 
millions of dollars 

li.41, 12~8-49 12~-~o 

Imports 68.o ~ ~ Dollar 22.4' 4.3 • 
Non-dollar 45.6 44.5 31.6 

Exports ~ - ~ ~ Dollar .7 5.0 • 
Non-dollar 37.9 48.5 34.3 

Net invisibles - lJ:..1 --t:½ -~ 
Dollar n.a .• + 1. + 1.1 
Non- dollar n.a .• - 6.6 - 5.4 

Current balance - llil. - 10.~ -~ Dollar n.a,. - 7. - . 
Non-dol lar n.a,. - 2.5 2.7 

ECA aid 6.o 7.0 b) 

Souroess 1948-49 realizations submitted to 1:>EEC Dec. 20, 1949 
1947 current balance all ourrenoie1:1 - EBP - Iceland 
Country Stu~ Wash. Feb. '49 net invisibles residual 
1949-50 Gen' 1 Memo on • 50 ... 51 and '~>1-52 Programmes 
1950-51 from IP submission, June 1950 

b
a) of which 14.0 million is initial grant in EPU. 

) of which $2.0 million loan. 

1220-~1 

l'.W. 
9.4 

28.1 

~:~5 
27.25 

- --f.t + 1. - 4.5 

- 10., 
- 5. - 5.4 

7.2 a) 



1934-38 (average) 
1946-47 
1947-48 
1948-49 
1949-50 (est.) 
1950-51 
1951-52 
1952-53 
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Table III 
Fish Catches 

(whole fish basis) 

Cod and re­
lated species 

177,000 
245,000 
255,000 
300,000 
316,000 
325,000 
380,000 
408,000 

Herring 

(in metric tons) 

120,000 
143,000 
297,000 
59,000 
65,000 
64,000 
65,000 
65,000 

Total 

299,000 
388,000 
552,000 
359,000 
381,000 
389,000 
445,000 
473,000 

Sources Gen'l Memorandum on the 1950-51 and 1951-52 Programmes, submitted to 
the -OEEC by the Icelandic government, Paris, April 1950. 

As the result of these developments in trade, the Icelandic foreign ex­
change reserves, which had reached great heights during the War, have been 
depleted. The course of this decline is shown in Table IV. Boldin8s of 
currencies of ERP countries have changed from assets of $2.2 million at the 
beginning of 1950 to uni"unded debts of $1. 2 million at the end of August.* 
It has been, of course, vis-a-vis these countries -that Iceland's position 
has recently deteriora.~ed so rapidly. Because of these difficulties, Iceland 
\fas given as initial grant at t he EPU of $4 million, with the e:x.pectation 
that Iceland would also have to use up part of her EPU quota during 1950/51. 

Table IV 
Foreign Assets 

millions of dollars 
end of period 

1.2E..=~ : lli2. : ~ : l:2.il : ill.§. =12!2. 
National Bank 

Gold 1.0 1.0 1. 0 1.0 1.0 1.0 
Foreign exchange . 2 43ol 4.7 8.5 2.7 6.8 
Foreign investment 41.8 42.9 26.l 6.4 5.3 
Total 1.2 85.9 48.6 35.7 10.2 13.1 

Other Banks 
Foreign exchange 3. 8 3.7 2.8 1.3 1.5 

Total 1.2 89.7 75.7 38.5 11.5 14.6 

Source: IMF, International Financial Statistics. 

Internal financial stability. 

Iceland has been in a state of inflation since the start ,of the War. 

*Icelandic Memorandum on liberalization of trade, TC(50)70. 07, Oct. 7, 1950 

1.0 
2.1 
4.4 
7.5 

.6 

8.1 
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The rise of prices in the UK, the major market, rose rapidly thereby causing 
a rise in the inoome in Iceland's export industries. Import prices also rose, 
although to a smaller extent, so that the general internal price level was 
soon affected. By 1945, the cost of living index was 280 compared with 100 
in 1937 and 104 in 1939. At the end of the War a liberal import policy was 
followed and a la.rge foreign deficit arose, caused by high current incomes 
in Iceland plus demand built up during the War years. In the middle of 1947 
strict quantitative import restrictions were imposed; the high level of in­
vestment, for which imports were still permitted, meant that there was almost 
immediately a shortage of consumer goods at existing prices. 

Toward the end of 1947 and during 1948, the government undertook various 
measures to control the resulting inflations difect investment control, 
higher interest rates, stricter control of credit, rationing, and price con­
trol. At the beginning of 1948, wages were lowered by 8 per cent, the prices 
of agricultural products and certain other goods and aervioea were reduced, 
and a ta.x was levied on the increase in property values. Stability of prices 
and wages was maintained throughout 1948 by these measures, but inflationary 
pressures were steadily getting stronger. Bank credit continued to expand, 
the government deficit exceeded the original estimates, and domestically 
financed investment rose as a proportion of GNP. The pressures broke through 
in 1949. In the sprin8, wages rose by 10 per cent, followed by a similar in­
crease in government salaries, and in the Fall of 1949 by agricultural prices. 
The government 's budgetary situation was made worse by the simultaneous in­
crease in export subsidies made necessary by the fall in export prices. Gov­
ernment subsidies on domestically-consumed goods were also rising. 

Iceland's devaluation of September 1949 had little effect on exports, or 
the level of -export subsillies required, because Iceland's major trading part­
ners devalued at the same time and by the same amount. -

Measures to deal with the situation were postponed during 1949 because 
of the general elections in October. The elections returned an Althing of 
pretty much the same composition as the outgoing one - no single party had 
a majority. The Conservatives formed a government, however, which in Febru­
ary of 1950 introduced a bill containing a number of measures to improve the 
economic situation, including a further devaluation of 42.6 per cent. The 
Government fell on presentation of this bill. A Progressive-Conservative 
coalition was fo:rmed which did put through the program in March. 

The major features have been described by the Icela.ndio government as 
follows: 

II , Principal Provisions of the Let 

of T~orch 19 , 1950 

1 . Dovo.luo.tion 

C:C ( f10 )20/07 

The nost importc.nt 1.Jr ovision of th:.i a.ct of lie.rah 19, 1950 , 
stipulates thct the Icolc.ndic krone. should be dovo.lu·o.tod by •12 . 6 
per cent , the new dol lc.r pnr vetluo r e. to to b0 ;t1 . 00 : 16 . 2857 kr . 
Tho CLggrogo.te doprecio.tion in rospuct to dollo.r o.s compc.rod with 
tho p2r vcluo before the dov~luation in September 19~9 is 6 0 . 1 per 
cont . .i".t tho sc.mc time the Government gUl~r o.ntoGS on uxport prices , 
o.nd thereby oubsidies on export c.rticleo woro o.bol ishod . 

Tho r:mr-;ni tudo of tho clevo.lua tion is primo.rily dot0rmincd with 
respect to the needs of the motor vessel fisheries . ,:.s the price 
and r.1.c.rketing si tuc..tion of both frozen .:md snl t od fish is o.t 
present rQthor uncorto.in , it co.n not cs yet bo c.sccrt~inod if this 
dovCLluc:tion vli l l be a.doquo.te to bring a.bout CT1d r-1c.intc.in a full 
capo.city use of the motor vessels nnd the processing plants . 
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2 . Production T~x 

Du0 to the groc.t l y different produc ti vi t -y level of the export 
industries i t hc.s been foui1d nccessc.ry to l evy 8. production tc.x on 
certain export produc ts . Thi s tc.x is c. k inj oi' oxc oc.s profi m tnx . 
It is lo vied on tho cc.tch of the now trmvl0r s , built o..ftor tho 
rrnr r.nd on herr ing end whc.le produc ts ; The tex c.mount s t.o 10 per 
cont of tho gross vc:lue of the t:;.-•o.wl er c c.tches if ·th0 c c·.tch is 
lQndcd in Icelo.ncJ. . If the c 2. tchcs o.re land:::d ::~broad, iced fish , 
t ho. to.x o.mounts to 25 pei" cont of tho gross vc..luo exceeding the 
c.v c1~:::i.g0 of °t8 J 500 por lc.nding i n fi vo succos si ve landinGS . The 
t o..x is 10 per c ent on tho export vo.luc of vrhr.10 products c.nd 8 per 
cont on tho expor t v c l ue of herring pr oduc t s , o.s suming c.n average 
herring soc.son. 'Iho re ccipts from this t D.X shc~11 be used us 
fo llows : 

1) For grn.nt ing ot lor:ns to r cfrigcrc.tion p l c.nts cons tructed 
or r e cons t ruc ted in the years 1 915- 49 , provi ded t hc.t they h av(-3 not 
received lonns f ron tho Fi sheries Lonn Dcpnrtnent . 

2 ) To pay Goverm!lcnt debts originating from the vc-.rious 
l'!lGl'.sur o s c.dopted for s upporting tho fishe r ies in po.st yco.rs . 

3 ) To cover current govorill'10nt c..l ox:9ensos . 

{ ) The rovonuo of the to..x on herr ing products is reserved 
.:i:'or o. lo c..n fund to b0 oper2.tod in tho intorest of t he herring 
fish0rios . 

No ostimo.tcs huvo been made of tho p r ospective revenue from 
this t o.x , which of course is dependent upon futur 0 cc.tchos and 
export pri ces . As the gre e t diffo1~0nco in productivity l evel 
between tho now t r t•.VTlcr s end · the r:1otor vesse l s will probo.bly be o.. 
pormo.ncnt foc,turc in the Icelc.ndi c e c onony for tho no:~t yco.rs, tho 
tc.x is not int<..,n ded to be only c.. tcmporc.ry nonsur e . 

Befor e the dcvnluc..tion tho excho.ngo r n te wc..s determine d by 
tho pr oduc ti vi ty l 0vc.l of tho now trm,lers , and tho notor vessels 
ro:;oi vcd · compons f'.tions i n tho f orm of oxpor t subsidies . i.ftcr t:10 
dov::<.luation the e:x.ch~ngo ro.to is dotorminod by the productivity 
iovol of the motor. vessels, c..nd an excess profits tux is levied on 
tho new trc.wlers to prevent a discruption o f the whole cost 
Jt;t'uc turc. 

Tho tax on herring end who.le products is wctrrcntcd by tho 
high export prices , whi ch still c.ro provc.i ling in this field . 
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3 , wa~cs .nd Prices 

Tho J r:w pr'J3UJ:1r: s a utcLbili.nr.tion (>F vrr.r.:•l8 ::nd pr i c o s on o. 
l~vo l . i::oncwhc.~ hieh,?' th: 1n ho~OJ.' · .• t .. l-·-iJ Ccv'.:..lu" tlnn . rJ:.-.;:c s sho.11 
r is,, :•.n r.c curc.r.~1cc \,J t,~ th\ :ri::i, 1n ::- s "'.:.ci.t~.1 c JSt cf. liv.I.112, index 
nw.11bc1•, \1h:.i.ch hc.s bu:Jn rcv.i.::.cd 1;1 c rd r· to [;l v,. rcntul:i rnd 
D.[~rict'.lturc..l product::; ;:_;ro.~tcr• vro:lrtht . V/r.,;;o J.nc:c,lC..SO:J ::,hr.1.B. b0 
ofi'Lct,,atoc1 in ii.pl'i l , Mry , J"tin0 ;.r<l .JuJ.y l:)SO · nd Jo.nu:~ry tmtl July 
H,GJ. 11• er.Gu th._ risu of t11:J in .. i:x: numl:~r :w 5 p::r cent or r.1oro 
o_s co;->•p,'.I'cd i'il•~::t ii:ith :·lrcl1 l rfin ::nd t} ,n 1,:ith tr.o 1 ::it month , 
in wh.i.ch v-r:\ ~):J .tncrcr..Dc-: :in conf0l'rnity with tli,, l aw , 'I'l•.c p:r:t c,:-i s of. 
o..::::ric1.1ltur:.1l prodt1.ctn r:1•c tu be clot0rr.1in ,d :i.n l,1 , s ~ w v1:~~• :.·.G before , 
· . e . onco :--. :. ' .. e in ·t,",c r." ll , on t}~o 1.-::.si::i of c.v l'~<;.: .._J:,_•oc:nction 
~oct , ~.:~er .. .:):; ,, ... ,_;r.~} , t], .... # ... ·r,.c1.1l i·,,11 .. \1 :1trr l: .;}', !'f) , ~)1(1 t"!1c ,~lc.3c 
l e v el < TJ. t~·-'' 1st uf.' ,.,,r,;uut . 'l'l:>.,, nt'feetn n:i.' tr,,, <luv:.~lu:.ltion nn 
c . .zriel'J.t11.r:.J. ,i:i.•i..ccs ni1J. hc11c,, iP prL:i:'t r:ppcu' in th f :·11 of l\'·5O 
and in !)['.:ct in tL, i'' 11 1i C J.CSl . 

His0r; .i.n t:h" h1c' -.:;x r·1.nh ~:•· clue to .hi~--:h .r• t'.<T'i.cuJ.turt.l prices 
ar:tr,ili:-.ting frnrn wr.; (; :1.nt;; ·~ ,. :H•:i :··11011 nn l; b., <;onp,Jn::::.1.tcd b-:; i1cvv 
VfC.''0 i.1Cl'v,. ,3L,:} . 'l'J .,, !1r"i,c,.,!_j o .• (lOl~(,:.,t LC •. 11·.- l )T•(H.ll'.Ced Lndu~; t1>.t::.>.l 
articl"::: ----~, Plso in C'J :::i'c l ,:1is: r/J.th :i.1 cr~c.cctt f0rsi~·:1 co::;tn end 
t ho i ncro~:nctl wr.,-:,.. eou b :;)r>ovi<L•'d. fnr b:: t.h.o J.1.•\1 , bnt rl')t on c~ny 
o th0J• c-.c_cour,l.; . TlH' c1c.;•10 ·.p,· l:i.,~::i to rinrl~s up . 

Incro:.::ios in ',l'f.,03 ,.~"0VO th03, , l)P;\','.111vl[ t0forc the 
dcvaJ..uc.ticm c.re n 1')t :)ro11ih t0d , Lut tr, t.t•r.clc.. un~ort:J nh:i_ch obtnin 
hir_;hcr 11~'-Gr):; throup;i-, c.c1•:)o' •c,r~t:1 will l o:;;<, tl-::0 bor,.:.):i:'lts oi' i;ho 
c.utom.['..tic v, .'•·c incr0:--.Doci "'l'.ovi_,l,;;d for by the l ::.w . 

'.I'lic ,)r'( npcctivc; r i :ic :i.n crJ2t c)f' J.iN.lnn: duo to t}10 cli.roct end 
indirect cff ,..;c ts ()f t 1,.o ci.ov.o.lu: .tion V/fl;l c8 tl_,\:.1 t.-)d a.i; ::i.bout lf5 oGr 
co::1.t c.nd i-ho 1•iso i n v:o.g_;-rn a.t Lbout 10 -,:r cont . Tivc,mt 
inYcstt:;~Lt5.u•s j_ul·.e:c.to , 1-1, \1ov0 ·, thr.t t~.\,sc _..,-teus l".:' ~,' r1roboblj? turn 
out to be.. oon1.'\/r.::.t J•irhcr . 

It :i.:-ci cL~m• , tb.o.t th-?sc v✓n?c i nc1' -.;c.ses c ovntorr.ut the eencrr,l 
purpo:-;n 'lf thv 1 :...v, . It \'IUD , hc•\l(.V;r , f'o11nd n cer! ;r.r~- to ircludc 
sticll j)J")Vj_!": ·.~ns to v1~auro [ / . . <: .l'ul dcv"lOlJ'..:10nt 'l!\ l~r c lctbour 
nwrlo::ot . 

1 . 

D1..1.rinf,. the yu cr::i 1·.x 7 mid 1 948 fff11_; c.l i>.l f cos :~.nd '1)r o v:Ls ·, on8.l 
tarifi'ri IVOl'L, .i.ntrei h 1ccd in o:r•;lc1_> t) f:ln·.__ncu t~1u P~'.)1.Lnto ()i' subsidi es • 
Some of t~!o...:c.. Por,svr-c✓ s !1 .Vo:) hc~n 1:b'1 l.1.s_· ,c , '.S LJ-'.v f,0 - 100 ~-::r cent 
fee ort l;npr1:rt lic Jnc"s fiH' CC:i."t t;i.n l'.rtiL:lL,s , other:-.: hr.vo boon 
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l ower ed , r. s th:.: licons:tn; r f oG on foreign oxchrmro for trc.vclling · 
oxponsoa , fro1,1 75 to 25 i:->·'I' con i.:; . Tho rrn.rC'!hC.r?:,: on th:) nd v r1l or om 
ir:1port duty h..:·.s boon roc).licccl .f.' r 01;1 65 to 4 5 p,~ r c ,mt , but on tho 
other hrmd t h o turnc,vcr t:·.x i•r'-r~. l 'J,.::7 will be nu:.j_ n t c.i.nod unch..:.mc.~cd . 
Tho :ccvcnuo fI'l"lil cill those tc.~:cs v1l ll incro:1;:;o J.u0 to tho ~'!.G vr~luo.­
tion , whilo nt tho ;..; cm,J time p£r:;,1c11l:;,; of o :.>::pur t nub3:i.di,, :.; w:tll 
dh,c.ppot-~r . 'J~hc budgc. t :.1:i.tur-.ti(lD ::;hnuld consequently bo lr,provcd . 
F'urthcr cor'.l11ton ts on t ho budr::o t si t ur.tion r.ro givon l c- t ,_;r i n this 
ro:K·r ·c . 

5 • Co.Di t n1 Lc vz 

r::-1.-10 c:.:cp:l.t ''.. J. l e vy ro ~)rovidcrl_ f()r by tJK; c.ct hc.i: two mc·.ln 
purposo:1 : 

1 ) '110 c nu~1t·, rnct lc.t )nt i l"\.1.'J.:.•.t:ton , v1hic:-1 r:1 1. ,zh t b0 :..;_ctivo.tccl 
in c on:r ~:cti,m with t lic Jcivc-.lw::. ti.cn . 

2 ) To conf:i,icc,tc tho :i.n c:1•,;::~n0 in r r o:-Jnrt;,r v,~.lv.,.; 3 l1uo to the 
dev::.'.ltLtit•n ~nd. t t'f.J1.: ·f,; :e t;,0;;.._, r~1lns t ·, tl• •.• ho1c1 ~,r:-; o f 
s nvin,,; cl-.:~pc-,s i·,;r, , r-r,d to t}!o st[ tr: . I. f.'. t:w f.tet i' ln:•.J.ly wr.s 
IJt'.~rnncl th.:; J..::vy \'t:i.ll t'lr;n ~l'..:n.n h 1;:J1<.; r r- .·.t u c:i.'"' t::-.x:--.tion 
0~·1 L~roc~t p r oJ)CJ't: .r J.1c1l (_J.r1.~)3 t'.~~ :J t.1c}1 c:.~i i d .. ; fr1 0J.1 -~2}.0 

:i.ncr,)t8~) 1n 1i:t•op0: .. · t:/ v:'1t t.,::! ·.1 U<., t o tho ,.l,., v :.:J .u ~.t:L<m . 

The m[~in pr ovis i0r1 s conc c p ;-1ir1.~; the c :.pito.l l e vy :.ro nn 
follow:! : 

r. ) '11l:1eru i ,; no l e vy on cc,,,.Jwrnti -'m . 'I'hc :J1,., op,;r t:.7 o:f 
c or pcro.t :l.r.;nn vI:tll l ,c- d:Lvid.(i..:t 1 ~ .. t .✓l:Gll the in\1 :i.vidu~.l shc:Pc},oldurs 
r.nd t ho to.· lovicc~ on t 1wm. ':i.'bJ.s p:i.•0 c ccl.1in .~ i s ,::.ccot~nt0d f u 1,., by 
t he nt, t uro of r.:o8t I c c l c.nd:i.c Ctn'p'."',r:d:;h,us , ,,hich c.ro ovmod hy 
one or• f ovr :i.ncl:i. vidu[~ls " I' c .. f ['..r.'iiJ.y . 

b ) Ti'op th,; pu.rp"3C l., -r t 1,o cr•pi t r., l levy t ho pr:)scnt rc:::1.l 
cst r_to :::1s::: o n ::;1 1onts wl l l bo lncr c:~.n cd c;r-c:...tly in vLrying proportions 
d~pond ing on t:.J.0 l oc 1.~t:i.c-,n C'f the )•I'OI>Crty . 'J'hosc rGnl --.Jst:::· t c 
Vf'. l u c:s will , hov✓0vc..r , b G S()r,1.owh~·.t bc l o;·; p r e:::cnt ·1~.rke;t vd.uc:1 . 

c ) ikt C-[: nctG o.movnt:Lnr to l of;s thnn ~~00 , 000 l(r . ~;r e fr co 
of tux . On r'.ooc t ;; r r_;10 in&:: i'r om :.:ioo , ooo to ;·100 , 000 kr . tho t[).X 
i s 10 pc:r• c ont rm tho <'n·unt cxcc)od:i.n.:; ;:,,oo , 000 kr . Tho ::;cc.lo then 
incr o:_t ::;ur, up to 20 r,0r c c:nt on OJ 1.onnts o.xc,,odine on ., o.nd n Lul f 
mi l lion l:runur . 
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d) I f t},o tc.x oxcoodS' 2 1 000 l<:r . tho tc.xpayor :is pcrrJJ.tt r.d 
t o p:'..y CO p .r c o1:.t ,Jf u ~.o t o:r.: by. is tJ1linr: b mds 1Jr·.y nbl n iri c•.nnu:'.l 
:i.1..:..;t:'..J.; 1~n.,.to in cwonty ~.'Cl~r~: , . bor..rinp: 1b r-•,.,1·· cor,t i n t·;r,.;8 t , o.nd 
hcJ.dinc; :: nc,rtzct~;<; 0n th1..:1 t C"xcd prop0rty . 

c ) 'l'h,; p :roccod n cf t}-.(, cnp:i.t -:.1. l l t.vy :::h:111 b:; rnrnd c..o f ollow,:, : 

1 . F' i,1 :; nil).l0n 1··1.>0r:.ur ::1L,1.ll L,; i n·vcst,;d jn t:bc C:.~t ch 
C-'u•·y,r;·,i t •·· ' 1:'ll;'»i l i;;}del·t 1·,~ ·int-,~n rl•·,e,·1 t:- C UE1:•i(''l'1S"to tho .. ~ .... _ ....... - \ . ; . J.-..&. ' \>; -·-- ... • • .;, -·- • ~ .• , ,.__ ...... - , 6 J: .., • (,.-.. 

f.'1.slli.: r· i,.} ~: i\:J• br.d i.'J.ahing_ s 01'.SGns . 

2 . 'I.'c11. n ill l:.,n k r onur shr.11 b e w.iod t ,) COP.1]')0nsc.to s:ovi ngn 
holdh1GS ~-::: f11rtll ,;J• P~0nt.t cnc1<l b,:;l ow. 

o . 'l'ho r cJt (:.f t ho rov em u; .i.r. to l; o divided into twrj 
cq1J.nl pr.i.rt:-.: , unc b~ing us,..;d to rcpD.J th ) t on~r>ormiy 
l o r.~nf-'. t -:, bul L U.1.:g r~ei,'.1 vi tl c s nr..m.ti01:ind f 'JC t i.on ? , 

· c:nd tl"1 c r)tlJcr :tor tho p [:ymo:r.t or f J.o n.ting d ob t s of 
t ho 'l'rc , .sury . 

ho oetimc.teH hr:.vo been ',w.do r.f t ho p r o::ipuct:i.vu y :i.cl·1 of 
t hi r, t :::y . 

'.:.'en r.1.illLon kr crn.u· .,f t ' 1 (; r c v --::nno ('.f tlD c~.;1:L t n l l ov:,-· s}wll 
be u:.wd t c ~niy cnr:1pcnr;c.tl.on f'u1-:- t ),c- l G:JS-...lll .ln t}io !'C L1.J. vr..l uu , _,:f 
sr..v ilH];S dnc t,· the.: in.f'J.c..tj_,m:~r-y d,)V(; l ';r,>n.,:1t . C:o·:1J)cni1:'.·c::c.n r;}.~'.11 
'::le p1..'.ici. c,::n do:,os .i.t:; :m ;-~ :'"'v.i.ng t:)r:.:,n in h.Jtb.:: [md s:i.J 1j_1~~r ·1.;,s;,-:_ t uU.G!':J 
v1h:-i.ch hD.vo r ,~1'1r.in0d in tJ1J c.c count:--1 f1:u1' v~o cL>sc , ,f J. \':1.l ~. t ,; .Tu.no 
l ~H6 , [.'.ml hnvc bocl"\ Jocl.f.'ro;l f c:.:.·· t:;yd;icP .. Co11pons2.ti0n :ts or~ly 
po.id t o inlU.virliwls , t.n.d ., 1· .7/ bo :_,:·.:t,1 in Cuv .r w10nt 1Y'nds . 

It :i.s o:zp'-: cted , thf't t;•nsu nc.£:s11.roft ::"?.ct:' i1~:.v c S 0!~1'.J b,:;ncficin.l 
of.fccts on th,; n:t' ,1pcn~11. t y t0 s::1.vc j_r; t1ic f'utnrc . 

7 . Pro.flt on :J;~l e1s 0.f ii'nrcj rrp_ <.!1.1.:•:'j '' mc-v Ih)l,Jin(•;s - --- · ·---·-~------... ___ ,,______ .... ~ 

9.'h,) !:T' \>fi t dcr:1.\H:d J.'r-("t tho s:-.lr; oft;;.,_<~ nn t c v.rr- :)ncv 
p osseS '.:ir':i.w ,·;f t:1..:; b:0.nk:; :.t :--. 1 i;J,(;r vein'.! :.1 ft0r trc) duv o.l~wtion 
i:J or.;t5.r.1::,tod [J--,n:t lf; m.t.11 . 1n "' . Jr.; ~--<: cr,J•d: . .r-:,.: :. n ith the act this 
pr ~1f :i. t s hnll fc-J.l t,., tl'c, 1.l':,:c:.:.sur7/ •.i y.l be 1.:sc!d for ;,;r t;_nt ing loc.ns 
f or 1.mil d:;.r:,g :.:,_--rl ,~u:l :~.1.v~ t icn pi.1.•·;:'J,. ::-J ,.JS . One thh•l1 s1·•.'..l l:1 be u~,)d 
for· n·r c;n t .i.n. '. l <· :.J'l~'. tc ',;·•·w 1,u-i.l d ... r~r. :: c,'." L'.j)) .::-• t 1,1:)nt<J by w,::,rl-::crs 
b1.1i l c:.inc [.cs,:- c ::_ri t ir,n:J :·r.~'- nmnic:i.1.[.J.i ti0.::: , ,-r1.cl tnc thi_rJ nhnll bo 
rn;od to o··t:1n t :i · ·•.:-n;:.: t,., th,) ln,il.-iinc c, .1· d\:«.:llin;::r3 i n r 1u' !:.l di stricts . 



These l oans shal l be r epaid t o t he Tre asury i mmedi a t e l y w!-ien t hn. t 
~art of t he cani tal l evy , v{~ich ~s elev a ted to the s e pur poses , has 
b cun c o] l ecteci. , and s hal l then- 0 0 vs0c. tn :•ay fl oa t i n s ci.cbt::: of' 
t he 1'r.::a3upy. One t hir "l of t he pr o.f. i t shall bo l oaned t o t'.:10 
culLiva t J.,,r1 fnnd on favo per cent :t.nt c1"ost a'1tl shn lJ. be r(,pald b ,y 
annual ins taln,1c..•!h1 i.n tvv,.Juty yof.l.r•r:-. . 111.llc purnosG of t he cul t iv::i. t ion 
fund is cr-antiL~.: oi.' lcnns 1'<)r cul t.1vo. tion r:.nll build i ng oi' farm 
bui l<.linc_:n c:;~clnd 1.n.:; dwoJ. l i n1:::-s . 

These measures cannot be expected to increase export sales, but merely 
to permit abolition of the subsidies. They could be expected to reduce im­
ports, however, if - but only if - domestic inflation were adequately con­
trolled. Because of the tying of wages to the cost of living, the devalua­
tion will not have the salutary effect on domestic financial conditions that 
might have been expected from the elimination of export subsidies. A devalua­
tion of only 30 per cent (against all currencies) was expected to increase 
the cost of living by 20 per cent, according to an estimate quoted by the 
International Monetary Fund. Thus if wages and costs are not to rise sub­
stantially, there must be more consumer subsi dies with their consequent burden 
on the budget. Wages could probably rise to some extent without b~inging 
export prices back up to uncompetitive levels; but if they rise by almost as 
much as import prices, the devaluation will not accomplish its purpose. 

The proposed measures thus contain certain deflationary measures, but 
also certain off-setting forces. Unfortunately, we do not have available 
the data necessary to weigh these factors statistically, but it is useful to 
list the measures according to their "flationary" effectss 



Disinflationa.q 

1. Reduction of government expendi­
tures by the elimination of export 
subsidies. 

2. Increase in budget receipts from 
new export duties and new capital 
levy. 

3. Abolition of automatic increases 
in domestic agr~cultural prices. 

Inflationary 

1. Possible increase in government 
expenditures through consumer sub­
sidies. 

2. Decrease in budget receipts from 
the reduction in import duties. 

3. Tying wage rates to cost-of-living 
index when latter is likely to rise. 

4. New expenditure of some of the 
funds raised by the export tax and 
the capital levy plus profits derived 
from sale of existing foreign currency 
holdings. 

On the whole, it does not appear th~t the effects on the government 
budget would be likely to change the present budgetary position, unless con­
sumer subsidies a.re not increased. If such subsidies are !!,2l_ increased, 
however, a round of price and wage increases can be foreseen. The new pro­
posals therefore are no substitute for a cut-back in the invea~ent program. 

The actual developments since the devaluation have not been favorable. 
What has been happening in the two very important matters of fhe budget and 
investment program for 1950 is not clear. The continuing decline of the iced 
fish markets, and the failure of the swmner herring catch, make of course the 
attack on inflation very difficult. On July l, the trawler seamen went on 
strike over a wage question. This meant a loss of catches which could have 
been processed into fish meal, for which there is good foreign demand a.nd 
price. In addition, some iced fish could have been delivered to Germaey. 
The~e is a possibility that in connection with settlement of the strike, the 
export tax on products of the trawler fleet~ be lifted, further reducing 
Government revenue. 

The most serious blow to financial stability came, however, from the 
herring failure, since some price and wage increases after such a large de­
valuation are only to be expected. In addition to meaning a loss of imports 
with the resulting diminution of supplies of goods, budgetary prospects were 
worsened. Income tax collections will be less; customs duties will be less; 
government-guaranteed loans had to be granted to the fisheries and these are 
now not likely to be repaid. 

Future prospects. 

The rather gloomy picture just painted for the present situation is part­
ly seasonal. Exports are always low in the summer. They should pick up in 
the Fall when fairly large shipments of salt fish to Latin American and 
Mediterranean markets is expected. In the longer run, the prospects a.re de­
pendent on really effective reduction in the rate of internal investment, 
some expansion of exports, and reduotion of imports. The standard of living 
must absorb some of the resulting effects. 
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It is a definite part of the Government's policy to keep inve,stment to 
the level which can be offset without price rises by domestic savtngs plus 
the import surplus. Priority is being given to the Sog and La%& hydro- electric 
projects, basic to the development of those sections, and to saltjLng plants 
for the fisheries which are necessary if Iceland is to develop ne~r export pro­
ducts to replace the lost markets in iced fish. 

Ex.port possibilities will increase once this shift to the prc,duction of 
salted fish is completed. At the same time the completion of thene plants 
will mean a cessation of the imports for new equipment, which wilJL further 
ease the balance of payments. The development of agriculture whioh is being 
undertaken during the EBP period will also reduce the need for imports. The 
programmed cuts in investment will also have an immediate impact <>n imports 
by reducing machinery requirements. 

The Icelandic aim is to reach trade balance by the end of thtt ERP without 
counting on good herring catches again. If these should eventuatt~, its task 
would be much simpler, of course. Similarly, if western re-armam◄~nt should 
mean more development and use of the American military facilities in Iceland, 
the country's problems might be solved with almost no Government 1lction. Bar­
ring this, however, suocess in achieving viability will depend on the political 
ability of the Government to reduce both investment and the standard of living, 
both of which have clearly been in excess of what Iceland can curi~ently afford 
without substantial external aid. The coalition government now~~ office 
should be strong enough to put through such a program; but it is 1still too 
early to judge its political capabilities. The period immediate~r following a 
major devaluation is always a difficult one, in addition to which awmner ie, 
in Iceland, the most difficult season. By the end of 1950-51, it should be 
possible to get a clearer picture of Iceland' s economic future. 

Appendix: The Sog and ~axa Hydro-electric Projects. 

Of the various projects listed in Iceland's long-term progrw~ (hydro­
electric plants, nitrogenous fertilizer plant, -cement plant, flour mill, and 
ship drydock) only three, two eydro plants and the fertilizer plant have been 
submitted. The first two have been approved by ECA, while appro~al of the 
last is waiting for the Icelanders to present a plan for meeting the domestic 
costs. Development of the Sog eydro- electric plant is in a.ey case necessary 
to furnish power for the fertilizer plant. 

The Sog and Lua projects wer e approved in May of this year. Of the 
total dollar aid for 1949-50, $2 million was set aside for these projects 
{at Iceland's request ) ; this is the same S2 million as was given to Iceland 
in the form .of a loan. No specific part of the 1950-51 allotment has been 
earmarked because there was no division-of-aid screening this year, but 
rather the use of the Snoy-Marjolin formula. 

Work was delayed on starting the projects by the difficulty of obtain­
ing PC currencies. In July, however, overdraft facilities were a.rranged 
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with Swedish and Danish banks and a construction contract for Sog was signed 
with a Swedish-Danish combine. The construction contract for Laxa was signed 
with an I celandic firm. 

The Icelandic Government has indicated a desire to use some of the 95 
per cent counterpart funds for the domestic costs, but no application has been 
made. Iceland has not used counterpart funds for aey purpose to date. 
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Kr. Eiriku.r Briem 
Di.rector o.f' the Stat e· 
Electric Power Wor ks 

Reykjavik, Icel and 

Dear Mr. Briem: 

•• 

10ctob~r 18, 19.50 

t,J 
ll II 

Your l etters of October 1:1 and October 13, 1950 , 
were received this morning . I have not as yet had the 
opportunity to study _the in.formation which they contained, 
therefore, this l etter is merely to acknowledge the receipt 
of the data • 

. I shall immedia tely study the figures which you 
have presented and I shall l et you know if there is any 
.further data which will be required. on the Laxa Project . 

Yours very t ruly , 

.A. D. Spottswood 

A.D.Spottswood:lfb / 

cc : Files 
Mr. Fost er 

• 
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'.l.'HE EFNICIPliL LIGHT AND PO\'.':E.'R VIORKS OF AKUREYRI 

TABLE I o Annual purchase , own production, and sale of electricity 

Bought Produced Total Losses Total 
Year from j n own power in net- sale to 

Lax~r- flant to net ... work ultimate 
virkjun 37cj' kVA ) work consumers 

Mill . kwh. Mill . kwh. Mill . kwh. Mill. kwh. ~ill . kwh. 

1940 4 , 41 0 ,07 4 , 48 0 , 97 3, 51 

1941 6,85 0 ,11 6,96 0 , 99 5,97 

1942 8 , 45 0 , 20 ,q , 65 1 ,13 7, 52 

1943 9 , 65 o, 51 10 ,16 0 ,83 9 , 33 

1944 11 , 33 0 ,35 11 , 68 1 ,16 10, 52 

1945 14. 52 0 14. 52 1 , 25 13 , 27 

1946 18 , 21 0 ,05 18 , 26 2, 71 15. 55 

1947 20. 00 0 ,21 20 .21 3,07 17, 14 

1948 21 ,99 0 , 34 22, 33 3,49 18 ,84 

1949 23 , 64 0 ,34 23 ,98 4,13 19 ,85 
I 1 .. ,. .., .... "' '2.3.-8/ 4 • Ll I 1 ') 44 ..... I ... 
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THE MU'HCIPAL LIGHT A;,\TD P01 'ER WORKS OF AKlT1iEYRI 

TABLE III . FINANCIAi, BALANCE . 

Gross Revenue Gross Expenditure Surolus 

Sold ¥.eter Gross Bought Op . & Inte ... ;;mor- Gross Annual .Accum. 

Year Electr . hire etc . Rev . Electr . x) Maint . rest tation :;:;xp . Surpl . Surpl . 

1000 Ikr . 1000 Ikro 1000 Ikr . 

1940 366 14 380 180 94 13 35 322 58 58 

1941 554 16 571 200 101 7 35 343 228 286 

1942 824 18 842 290 225 5 35 555 287 573 

1943 1344 28 1372 370 328 3 35 736 636 1209 

1944 1149 32 1181 465 461 1 18 945 236 1445 

1945 1404 43 1447 610 382 1 17 1010 437 1882 

194$ 1642 60 1702 610 424 2 0 1036 646 2528 

1947 2523 86 2609 675 592 2 0 1269 1340 3868 

1948 2822 108 2930 700 628 0 0 1328 1602 5470 

1949 3021 115 3136 740 700 0 0 1440 1606 
✓ 

7166 

x ) From the Laxa Plant • 

• ... --- .__,. 

- - - ------- J 



THE MUNICIPAL LIGHT li~'f::) po ·.1.rn :.ORKS 0'.l' .al':UREY1U 

TABLE I\/ • .a.:3=iETS AN!) LililiILI'1Il.:S 

Inves t ed Ca2ital Booked Cash Total Lia-:- ~~e t 
Lnd Glera Network Uritten Plant, and As sets bili- :a ooked 
of Pmver V1eters Total off i~etHork Sund- less ties Property 
Year Plant etc. e tc . ries ·vJr . off 

looo Ikr looo Ikr looo I kr looo I kr looo I kr looo I kr looo I kr looo kr looo I kr 

1939 270 751 lo21 441 580 35 615 175 440 

40 270 846 1116 470 646 51 697 193 504 

41 270 901 1171 517 654 171 825 lo5 720 

42 270 1109 1379 563 816 250 1066 70 996 

43 270 1806 2076 657 1419 189 1608 35 1573 

44 270 2154 2424 821 1603 97 1700 37 1663 

45 270 2580 2850 1019 1831 88 1919 0 1919 

46 270 3158 3428 1260 2168 306 2475 150 2325 

47 270 3573 3843 1558 2285 1081 3366 0 3366 

48 270 4398 4668 1898 2770 1858 4628 0 4628 



I . ELECTR l CI'l'Y SUP.PL.I . 

IN 

AKUREYRI (Present rates of charge are 
quoted in brachets ). 

Tbe rates of charge for supply of electricity 
in Akureyri a r e as follows: 

A. Ligbtin5. 

kr. 1.3/ per unit 
(Present: kr. 1.20 per unit) 

B. Gener l Household Gupplz. 

1. Li@hting.kr . 1. 35 per unit . (~resent kr. 1.20 per unit ) 
CookillJ5 and nootin~ kr . 0,28 per unit. Cooking and heat­
ing appliances aha 1 be permAnently c on...ected • ..rl r angP, 
may, ho~ever, be con ected through a specia l plug, and ~ 
single otLer plue is alluw&l in tho ~itchen for kettle, 
i ron etc. ( Present: kr. 0,2o per unit.) 

2. Ji'ixed ar...01.1nt kr • .,,oo per month for each apartment, end 
in ~ddition'"'kr. 0 ,3o Jor month for each square meter 
floor area. eter rental is i ncluded in the f ixed amount . 
Unit charge kr. 0 ,28 per unit. 

I~ c lculating the floor area, kitc hen and all r ooms int­
tended for dwelling a.re included, b~t corridors, bath­
rooms and store roo1-is are excluded . 
(Pres ent: 

Fixed amoun~ k.r. 2,4o annua1 ly for eaeb square meter 
floor area. 
Unit cha.r5es. 
kr . 0,20 i,>er unit for every 2,75 units per montb per 
s qaar e meter floor area up t o ~Os½ . meters, an.J every 
1 unit per .a,onth p6r s quare meter in exces• of 50 sq. 
meters floor area . 

For coneumpt ion in excess of tne 
above: kr. 0 ,12 per unit). 
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C. KotlvE. Fower. 

1. kr. 0,70 per unlt. 
Mi1.,irnun charge kr. 140, - annually for each rated 
k of the mot ors. 
(Presents kr . 0 ,5o per unit, and 1n.iui.mua charge 

kr. 100,oo per ktl.) 

2 . k:r. 480,oo annually for each kW ruaximum load in 
the year, and iu addition kr. 0 , 06 per unit . 
(Present: drune ) . 

3. At peak load ho rs 1045 .. • M. to 12 rroor kr. 1, 3~ 
per unit. At off peJk load h ours kr. C, 36 per unit. 
(Present: kr. l, oo per unit at peak loa d b.oura and 

.k:r. 0 ,32 at off peak load hour n.) 
J f the ennual consumption a t of! peak ho r s exceeds 
5000 units metered by a single dem~nd meter the 
~ollo ing rebat es may be given: 

For the first 5e, O units , rebat es OJ 
" " next lvOOO tt n 1 0 i 
" n ft 30000 " tt 20 ~ 

" 11 " ~ •JOO II n 30 % 
rt ., 

" 1000()0 ,, tt 4 (J ~!> 

.For excess over 205000 tt ft 50 

The above is only applicable when the load exceeds 
10 k~ and the annua l load factor exceeds 500 hours . 

D. ETeatine;. 

1. ·kr. o ,15 per unit when the supply may be .interrupted 
for 3 hours ad y during the peak. load hours before 
noon m d in tne a fternoo_i, but not ror lon er time 
that l y2 nour at a time. 
(Present: kr. u ,12 per unit) 

2. kr. 0 ,09 per unit durinr- 11 P. M. to 8 A.M. and kr . o,t8 
per unit from 8 A.M. to 11 P. M. 
The current may ue interrupted at t.be same hours a s 
for 01. · 
(Present; Same ) 

3. kr. O,o75 ~er unit when the supply is interrupt ed 
from 8 l u • to 11 P. l-4 . 
( ,..resent: Saine) 
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Conditi ons for power SUQPlY for neatiee;. 

1. that generating capacity, distribution networl< and 
t ransformer capacity i s sufficient f or the lo~~d . 

2 . That tre consw:.er paya tne expense of connect:lon 
0£ a time swi tcb a nd pays a r ental of it i n a<~cordance 
with the rules of meter rental. 

3. That installations including all a poliances cc>n.form 
to conditions set by the Power Works, e lectric: sto111es 
permanently connected throu.gh individual swi t <:hes, 
a nd ·tnermostats applie d . 

E. Tarriffs for special Eurposes . 

1. Special a rrangement can be made for electrici1~y sale 
to eonsuuer:3, who hav e gener ati ng units of thE:dr own, 
,erovided tna t l:ihe aup,i>ly can be discontinued 1rhenever 
deemed necessary. 

2 . Under s.;>eci al circu stances a separate contra c~t of 
sale of e l ectricity can be nada . 

; . 'l'be city council determines charges for atree i~ l i ght1n£ 
supply, not 1ess than kr. 150,oo annually :for each light 
poi nt . 

II. !.1ETEU Rl'~HTAL. 

Sing l e pnase meters 
Single ph. aubstr actinn m. 
Three phase meters 
Double tarifr meter s 
Time switches, only 

( . ..">r esent: 

c inglc phase meters 
Sing l e ph. substr . meters 
Three phase me~er s 
Double tariff meter s 
(~1me switcnes 

Annua l charge ln kr. 

Up to 5- 30 35-?5 'Ve r 
5 a.wps amps amp~, ?5 amps 

12,oo 24,oo ... 
42,oo - -
42,oo 42, oo 63, oo 84 , oo 

63,oo 84 , c:>o l05 , oo 
24,oo 

Annual charge :Ln kr . ) 

Up to 5- 30 -'5-~?5 Ov er 
5 t:tm,:>s amps ampl!l 75 amps 

6,oo 14 , 40 -
24,oo 

24,oo 36, (>0 4 8 ,oo 
36, oo 4 8,<>0 60,oo 
1 2 . 0 0 ) 



. - 4 -

For other metering i nstruments than those listed above 
the annual r ent al shall be approximately 15% of' the price 
of the instrument . 

III . REOPenING CHARGES. 

1. In case of non payment of charges under this t a riff 
s o that service for a consumer has been interru.pted, 
the cbai-ge for reo~ening the service shall be k:r. 20 , oo . 
(Present: k:r . 4,oo) 

2 . If illegal or too la1·ge fuses a.re !'ound upon iD,spection 
of an instal lation, the service shall be interr·upted, 
and not reopened until the r eopening charge of kr. 20,oo 
has been paid at t he oft"i ce . 
(Present: kr. 4,oo) 

IV. TEMTORARY ARTICLE. 

Charges according to the D section of the t ari f'.f change 
in accordance with tne price of coal i n Akureyx•i, i n 
such a way that tbe present chars.es are considei.red 
equival.ent to a price of kr. 360,oo per H metri.c ton 
of coal, and shall i ncrease und decrease at the1 s~me 
rate as t he r ~tail price of coal at any time. 
( Present equi val e ,lt coal price kr. 360, oo). 

V. AJKEl'!D ENTS. 

The city council can raise or loweJ. the rates <Jtf charge 
until 10% without the authorisation of the mi rrl.stry 
dealing with electricity, provided that tbe c11;y counc i l 
advertises the change in advance in the St a t e (Jazette. 

Oc tober 3rd JL950 
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r, 
A. D. SpottSlfood (/ l 
October 13, l9SO 

, 
PRELMNARY REPORT ON ICELA!IDIC DEVELOPllENT PROJECTS 

The Pr oposed Development Program -

In a l etter dated ll September 19SO, ldr . Jon Arnason, Managing Director of 

the National Banlc of Iceland, atated that his Government had requested him to inquire 

into the possibility of obtaining a l oan f r om the International Bank in an amount 

equivalent to US$2 .08 million to cover the European (non-dollar) foreign exchangeJ­

expenditurea for the new Sog and Laxa hydroelectric pr ojects and transmission lines. 

In addition to the two hydroel ect r ic projects raeinoranda 1f3re subnitted on a 

proposed fertilizer plant and a proposed cement pl ant, but no actual request for a 

l oan for these pr ojects was made . Loans for these projects~ be r equested at some 

future date . 

All of the projects will be operated by semi--autonomous corporations created 

by law arxl owned either entirely by the state or joint ly (in the case ot the power 

pr oject s) by t he state and municipalities. 

~A has appr oved the two hydr oelectric plants at1d t r ansmission l ines and has 

commit ted itself' to provide $4. 83 mil l ion required for the necessary purchases or 

materials and equiproent for these projects in the dollar area, t2.o mil lion of which 

will be in the fom of a l oanJ an appl i cation for the fertilizer plant is pending 

with ECA, but tbe cement pl ant has not been presented to &:A, as it is probabl e that 

t he anticipated grants from F.CA will not be sufficient to cover this project in addi­

tion to the other ) projects. While it has the lowest priority of the 4 pr ojects 

submitted, the I alandic Gover nment hopes it may receive favorable consideration by 

the Bank at some future date. 
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The estimated cost of the projects expressed in millions of u.s. dollars 

follow: 

Project Dollar 
~enditures 

Sog Development $ 

La.xa Devel opment 

Total hydro projects ~ 

Fertilizer plant ~ 

Cement Plant 

3. 86 

.97 

4.83 

2.,58 

Total Fore~ 
Exchange .Y 

~ 2. 00 

European 
Expenditure 

1" 1 . 72 

.36 

~\ 
\ 2 .08 

$ .61 

One Icelandic Kroner= 6.1404 u. s . centa. 

Proposed Financing Program £or Hydro Projects -

Domestic 
Expenditure Total 

t 2.99 t, 8.57 

1.37 2.70 

$ 4.36 i u .27 

( 1. 47 t 4.66 

' . 80 t 2. 80 

The Icelandic Government proposes to finance the Sog and tax.a projects by 

obte.inine the dollar requirements through loans and grants f'r om ECA, t he European 

currency requirements through a l oan from the IBRD and the domestic currency require­

ments part4' throur.h withdrawals f rom OOA oountorpart f W1ds aid partJ.y through l oan 

advances f rom the cities of Reykjavik (for Sog) and Akureyri (for Lax.a) to t he two 

state ( and municipally) mmed corporations , Sogsvirkjum aid Iaxarvirkjum, both of 

which are going concerns operat ing existing eydroeleotrio plants. 

Even t hough t he IcP.laniic Government expects to obtain erants of dollars 

from EX::A and to draw against counterpart funds for domestic currency, it proposes 

to loan these funds to t he corporations. The entire capital £or the two pr ojects 

will, t herefore, be loan capital. 

! / No estimate of dollar and other foreign exchange r equirements yet availabl e . 
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The Sogsvirkjun -

In 1933 t he City of Reykjavik was gr anted, by an act of Parliament, a rran­

chise for the development of hydro power on the Sog River at Lj osai'osa (Ljosa Falls) 

about 31 miles f'rom Reykjavik. A dam and power station with an installed capacity 

of 8800 lcw in two units was compl eted and put into operation in 1937 with a loan 

from a Swedish- Donish bank.combine, Norwegian engineers and a Danish contracting firm. 

The machinery and equipment was bought from Swedish manufacturers. In l 9h4 a third 

unit of 5500 kw capacity of American manufacture Tras installed in an extension of the 

power station and t he height of the dam was increased. This br ought the installed 

capacity to l.4,300 kw, but with the raised water level and an overload on the machin­

ery, the punt has been able to carry a load of 16,500 kw. 

Sogsvirkjun sells at cost pl us 5'.t al l the power it generates to the Rat­

magusveita Reykjavikur., or Municipal PoV1er '1orks, the ~ency which distributes the 

power to the actual consumers 1n Reykjavik and vi cinity. The Municipal Power Works 

owns and operatos a small (3200 kw) hydro station built in 1921 and a steam plant 

(which burns either coal or oil) of i500 kw capacity which wae completed in 1947. 

At present the steam plant is operated as a peak load pl.Ent although it was intended 

as a reserve pl ant . 

Vlith overloads on the equipment., the existing Sog hydro plm t am the Uuni­

cipal Power Works pl.ante oan 6enerate 28,ooo kw with an installed capacity of about 

25.,ooo JG.,. 

Need for Additional Power ln Reykjavik and Vicinity -

According to the Sogevirkjun engineers the demand for power has increased 

directly in proportion to the increase in population 1n the area served. In 1918 

:Reykjavik had a population of 18.,ooo. In that year the harbor impr ovements were 
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compl eted. By 1942 the population or Rnykjavik had increased to W.,ooo. The average 

rate of growth in this period was about 1080 per year. From 1942 to 19L8, the rate 

of incr ease was about 2200 per year. At the beginning of 1948 Reykjavik1s population 

was estimated at 52,ooo. The increase in population in Reykjavik results f r om a 

natural increase of about 800 to 900 per year and migration f r om rural areas of the 

remainder. The population outside of Reykjavik served by the t r ansmission system 

from existing pa\ler plants is between 8000 and 9000. It also has been increas ing 1n 

the past few yearaJ but apparentzy- not as rapidzy as in Reykjavik. 

When Sogsvirkjun began operations in 1937, the power production was 280 kwh 

per capita in the Reykjavik distribution area. By 1947 it had increased to 1640 

kwh per capita and by 1950 to 1900 kwl! per capita, (including the production of the 

municipal cydro and steam plants) . 

Up to 1941 the full pooer demand was met. by the capacities availabl e . In 

1942 a povier ahortace developed and continued until the new unit in Ljosafoss of 

5500 kvr came on the line 1n 1944. This unit onl,y provided for the accumulated demand 

and a new shortage developed in 1945 and continued until the reserve steam plant was 

compl eted in 1948. This plant, however , was only abl e to restore the vol tage drop 

in the overl oaded system for a short while. Until the new Sag project is compl eted 
at peak periods 

in 1952 or 1953, an inoroasing power shortage with reduced vol tages/un6o So% to 

6of, is anticipated. 

The new Sog project is expected to provide for onzy the normal increase in 

power demand until about l 96o. It the demand of the pr oposed Fert ilizer Plant is ad­

ded, additional poller will be required before 1960 ii' a power shortage is to be avoid­

ed, according to Sogsvirkjun engineers. 
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The Hew Sor; IlYdro Plant and Trnnsmisai.on Linee -

To provide for the additional power r equired and for some reserve, further 

development of the 126 foot (37. 6 meter) head on the Sog River at two £al.le, Irafoss 

and Kistufose, immediately below the existing plant at Ljoee.foes is l>eing undertaken. 

Actttal construction of the project was started ·rn the swnmcr or 19.50. It will 0011-

sist of a relatively S!'l&ll dam across the Sog juat above Irafoss and an underground 

powerhouse deaigned to house 3 units of 16,400 kw each. (The initial installation, 

hawevor, will be only 2 units or 32,800 kw); a new single circuit 1)21 000 vol t over­

head. transmission line to take the power to a new 132/33 kv transformer station at, 

Ellidar on the outskirts of Reykjavik; t r ans1'omors and undergr olllld cabl es for a 

JJ,ooo volt distribution system in Reykjavik; equipment for the extension of the 

existing 6,6oo volt distribution system in Reykjavik and the necessary equip:nent for 

certa ·.n alterntions of the existing distribution system. 

The flow of tho Sor; River which baa its source in a large lake is rettarkably 

com:tant. Diocha1-ge r.ieas,trements from 1938 to 1947 show an annual mean of 116 .S 

cubic meters per second with variati ons from 1~9-to 107 cubic meters per oecond . 

The daily maximum now was 1$0 and tne minimum was 84.6 cubic meters por second. 

Laxarvirkjun -

In 1938-19)9 t.he city of Akureyr1 constructed a 168o kw eydroelectric plant 

on the tax.a Hiver at Druar Falls about 2S ta.ilea (40 km) by airline east 01' the city. 

In 1941" the capacity of the plant was increased to 44Lo Jar. Energy rrom the plant is 

at present transmitted westwards )7 iniles (6o km) to Akureyr i and vi cinity through a 

33,000 volt overhead trnnemiesion lino m d northwards 15 miles (2~ km) t o the fishing 

villa~e of HuDavik through n line of the e&ne vol tage . 
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taxarvirkjun sells all the power it generateo to the l!\.micipal Light and 

Power Works of Akureyri a.t cost plue 5%. The Power Works in turn distributes the 

electr icity to the ultimate consumers. 

Need for Addi ti on.al Power in Akureyri and Vicinity -

Akureyri is the second largest city in Iceland. In 1930 it had a popul a­

tion of 4,300. By 1940 the population had increased to 5,723 and at present it is 

estimated at about 7, 400. 

In the expansion pr ogram, it is proposed to connect villages of Dolvik and 

lirisey into the transmission oystem in addition to Hu.savik. The combined popula­
was 

tions of these three villAges/l, 424 in 1930, 1,702 in 1940 and the pr esent esti-

mated population is about 2,100. 

The population of the rural districts in the vicinity of Akureyri has been 

declining steadily since 1930 when it numbered 6,429. By 1940 it had declined to 

6,361 and at present it is estimated at about 5,Soo. The same number of fanns re­

main in the rural areas but they are run by fmver peopl e. The excess population 

moved to the towns and vil lages . 

The consumption of electricity has increased along with the increase in po­

pu.l a:tion. The production per capita in Alrureyri increased from 8So kwh in 1940 to 

2,430 kwh in 1945 and is estimated at J,6oo kwh at present. It cannot increase be­

yond this fiE,'1.ll'e (which was reached in 1948) until additional capacity is added. 

When the Laxa project·was first put into operation 1n 1940, it was fulJ¥ 

loaded in the first year. The area suf'fered a power sr.~rtage md a voltS{;e drop 

of about 25% in peak periods until 194h when new machines increased the capacity 

of the Laxa plant to 4,4ho kw. The area was then free from power shortage until 
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1948 when the plant again became fully i oaded. Until the new I\Ydro plant on the 

Laxa ia completed in 1952, no new l oads can be added. It is estimated that the new 

8,000 kw project on the Laxa will provide for the needs of the &rea until about 1958. 

New Lax.a Wdro Plant and Transmission Line -

The Laxa River, which rises in Lake Myvatn at el evation 277 meters above 

sea level, flows northward into the Atlantic Ooean on the northern coast of Iceland . 

Of t he total gross head of the river, about 75 meters (248 feet) is concentrated 

at Brusr falls . Herc t ho river falls from elevation 107 to elevation 32 min a 

distance of 1,800 meters (5,94o !eat). The flow of the l,a.."m river is very even 

averaging .30 to ho cubic meters per second . 

The new I...axa eydro pl ant will be looated about 11 056 feet (320 meters) 

downstream from the existing power station at Bruar fall s(wh.ich devel oped the head 

betl'reen elevation 107 m. and el evation to 69 111. (125 feet))and will develop the 
el evation 

head of Bruar falls between/69 and 40 metero (96 feet) . 

The project 1'111 consist of a relative::cy- small dam across the Laxa River 

21. 7 feet (6.6 m. ) high; a 898 £feet (272 m. ) wood stave pipe 13 feet (4.o m) 

inside diameter which will conduct ,rater from the intake gate of the dmn to a con­

crete surge tower; a steel penstock 13 feet (4. 0 m) in diameter and 350 feet 

( 106 m) long leading from the surge tmver to the turbine; a vertical:cy- mounted 

Francis turbine directly connected to an 8,000 kr1 generator; a new single circuit 

66,ooo volt t r ansmission line from Laxa to Akureyri approximatel,y 34 miles (5.5 km) 

longJ transformers, switchgear and equipn,ent for the Laxa eydro station and for the 

main transform.er station in Akureyri arrl trans£onners and other equipment for the 

distribution system inside the town of Akureyr:i. 

Actual construction on the project began in August, 1950. 
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Consulting Engineers -

The Consulting Engineers for the Soe Project are1 

a) For Civil Engineering Work -

Ur. A. B. Berdal, C. E. , of Oslo, Norway. Ur . Berdal l7as the con­

sulting engineer tor Sogsvir kjun ,1hen the first power station at 

LJosafoas was built in 1935-37 . He is very familiar with l ocal 

conditions. 

b) Electr ical Eneineering Wor k -

E. G. Eggerston Inc . , New York., N.Y. , U.S.A. Vr. Egcerston, 

Y . &.. E.E. was Consulting Engineer on the Ljosatoss and Laxa­

exteneione, the reserve steam plant for Reykjavik and the 

Sb:ldross project. He is very familiar with the present t r ans­

mission and dist r ibution systems am with local conditions. 

The Consulting Engineers for the Laxa Project are: 

a) For Civil Engineering Work -

Mr . Sigurom Thoroddsen, Reykjavik, Iceland, except for 

the stave pipe penstock and surge tower. These items are 

be:i.nc designed by Vattenbyggnadsbyran, Stockholm, Sweden. 

Mr . Thorddsen was educated at t he Teohni.caJ. University in 

Copenhagen, Denmark, and has acted as a Consulting Engineer 

in I celand since 1931. 

b) For Electrical Engineering Work -

E. G. Egger ston Inc. , t~ew Yor k . 

Recommendation -

Fr om my inspection of the two hydroelectric projects in Iceland, f'rom m.y­

consul tations with Icelandic engineors end officials, ard from my pr eliminary 
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study of the data presented to the IBnD and to .OOA (which I obtained from the ~A 

office in Paris), I am of the opinion that from a technical point of' view they 

could become a basis for project loan ad. rea>m!IlErXl carefui consideration. 

The Fertilizer Plant am. the Cement Plant are both meritor ious projects, 

but until more data are received and I have had time to make more detailed studies, 

I am not prepared to make recommendations in regard to them. 

al/ 
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FOAM No. 57 
( 5- 48) INTERNATIO~Al BANK FOR RECONSTRUCTION Atv.D DEVELOPMENT ~d .. ,,-,/~ 

OFFICE MEMORANDUM 
TO: Files DATE: October 12, 1950 

FROM: 

SUBJEC T : 

S. R. Cope 

Iceland 

Mr. Brunner, E.C.A., called to tell me that their engineer who 

studied Iceland was Mr. Eslick (Extension 2530) and that he would be 

pleased to discuss the projects with us at any time. We were to let 

him know when it would be convenient. 

~ 

SRC/pmk 



RAFORKUM.ALASTJORNIN 

THE STATE ELECTRICITY AU THORITY 

YOUR REP. 

THE STATE ELECTBIC POWER WORKS 

THE STATE ELECTRlCAL lNSPBCTION 

PROJBCTS .t SURVEYING DEPARTMENT 

GEOTHERMAL RESEARCH .t WELLDRILLINO DEPT. 

TELEORAlfS .t CABLES: 
RARIK. REYKJAVfK 

OUR REP. 

Mr. A.D. Spottswood 

118 LAUGAVEG 
REYKJAVIE: 

ICELAND 

DATE, October 11t h , 1950 
K2 PS/aj 

The International Bank for Reconstruction and Development , 
Washington D.C. 
U. S. A. 

Re . L A X A R V I R K J U N. 

Dear l.!r. Spottswood , 

This is in repl? to your enqQiry how the prognosis 
of the gener~tion of Laxarvirkjun to 1960 is arrived at i n t he 
r eport: "Laxarvirkjun Estimated Cost and Receipts for Laxa Pl ant 
in the First Years of Operation after Development of t he Lower 
Fal ls", dated September 25th , 1950 . 

In the report : "Laxarvirkj un , General In1:ormati on 
and Economic Survey" , dated April 13th 1949 , the generation 
of energy is estimated up till 1960 in Table III , and the 
generation , the peak load and the annual load f actor pl otted 
graphically on Annexure 3, the actual figur es being available 
from 1940 to 1948 and as estimated from 1949 to 1960. The 
prognosis was based on a l ogarithmic i ncrease in the gener ation 
of power in accordance with the exper ience of the previous yea r s . 
The generation per capita in Akureyri was , however , expected to 
increase at a slower rate in the fut ure than in the year s 1940 
to 1948. 

The figures for gener ation of ener gy , annual l oad 
f ac tor , and peak load 1950 t o 1960 in t ne report: 0 Laxarvirk jun 
Gener al Information and Economic Survey" were est i mated as 
f ollows: 

Generation Annua l Load PeaLk Load 
Year !i.iill i on kWh Factor Hour s KW 
1950 28 . 9 6400 ll-500 

51 29 . 6 6600 Ll-500 
52 35 . 8 40u0 9000 
53 39 . 3 4200 9400 
54 43 °7 4400 9900 
55 48 . 3 4600 10500 



THE STATE ELECTRICITY AUTHORITY 

Year 
1956 

57 
58 
59 
60 
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Generation 
Million kWh 

53 -4 
59.2 
65 . 5 
73 . 0 
81 . 7 

Annual Load 
.lt'actor Hours 

4800 
5100 
5400 
5700 
6000 

Peak Load 
KW 

11 . 100 
11 . 600 
12. 100 
12.800 
13. 600 

the plant being overloaded in 1950/51 and 1959/60. 

This estimate was based upon that the new development 
were put into operation by the end of 1951. The new plant is 
now , however , expected to commence generation of power July 1st 
1952 , and the amount of generated units expected to be held back 
accordingly , such that the generation previously estimated for t he 
year 1952 i s now expected in 1953 and so on . The generation of 
energy in 1952 is estimated 33 . 8 units and the increase therefore 
greater than the next year 's increase in seneration because of the 
expected latent demand created by 5 years power shortage . 

In this connection it can be mentioned that the 
estirr:.ated generation in the report of September 25th 1950 is not 
taken directly from the corresponding column in Table III i n the 
report of April 13th 1949, but as a multiply of the values of 
the annual load factor in hours by the peak load in kW , which 
gives a slight discrepancy in the slide rule computations , but 
is of no materi al importance . Besides an overloading in 1960 i s 
not accounted with . 

To make a long story short the prognosis in the rep~rt 
of September 25th 1950 is practically the sa.rne as the prognosis in 
the report of April 13th 1949 . The prognosis is probably best 
explained by the chart Annexure 3 in the report of April 13th 1949 , 
which is attached with a few explanatory remarks. 

Yours faithfully , 



YTUIOH'M:JA Y1'l 'JIHT:>3,J:"I 31'J Te su:r 

b.so lf.se C".._ C I Il 
.ri:. L, 

(; L li 
' ,.J,1 . !..I. 

LS 
> .~I 

vJ .~l 

... ~ !J\! ~ ·~· .d t J _.lj il..JqlJ I, 
J.1 ~J 1 W' U 

.taI i:u~, ·rewoq 
'o.sd 'lL 0cf o;t 

E, 1;:t 'IC'l: f e,t 
i e 

.LL • Ice [ '!o OII 
1J aott ~eus8 eo .. 
f9t~eqxs etiilu ~ 
., t.:.... .. V9'l' ~ 0..... - ~ • 

1 •• ( I I 

.l t A 

ar, i .19,. 1:. 

. l 4-~ 

l' • 

_) 

.. . 
• JL ~ r..... ,. 

.:.•~-, EV~C oJu.i JIJ .: 

• ➔ • ~ 1 'I V:J ' • , C.. 

.I.J 1J ...,II c S 
, tl u ...... .w {.. ...... • ... 

. .:. s~ 1 •.tt.,_ 
S<'- L \'; • 

tH.J .11 __. '!(-!j- '! 
j I. • ..,. ... ... _9j' 09, ,'\.U 

► + ( 
~ ... ., •• 0 ... 1~ .C! .. 

+ ... n ~ rr ..., -: ') i! lJ 'I q q 

+ .. .t 1[ . .., ~ . t ) c.. 0'!1 'I{; •• !1 ·I I ! 

lo 80 • r P\ 't,. r 
V ~ .f.JJ _t; _1 C "t ...._ [ .t,:l f 1:-r"i • 

... o.i: . ( ' .. . ,, 9 .. Lull : ·• 0 .. O 11 b ~ .:.II 
, ... lJcf , en t r ') 

l ·.,a )l r..:. L f • 

9 i . +- 1 .. ' ' S 'I ' ..,. i. f> j-11 

'1...., . ""',Et' [ 
~ ., JJ ( 

+-•r 1 • 9 J 1.1. 't·I ....... ., .,- 11(• 1 

nl 3leon o~~ e.J ) . .,,. _ ... .1,. o ,uJ,.i 
;:r 9d ~ld'£6o· q e ·.i:a .... _ ~i u~ .. l i~q 1o 1~oqq~ ~.• 

' 1.'~er Ltt ,I Li:'l ~o j· or .. 'I ' j .. J.i. C ... ..,.1.1.1 ·.rnrio e 1.t "'td be , i £ fqx ➔ 
~1 a d1l~ bsnoF~;:t· · ~t il~! . u ~ 9'1 ~~ct R[ 

1 'Y, 1111:0J ;_ ;1 , 'HJ. 

•-, 1" ~ , '• '.,I I 

t 



' --- ------ : - I 
I 

I-·· 

! j 

t ! 
I I 

l I ! 
I 

! 

I 

I ! 

t 
I . 

--
• · 

- - ! 

! 
--

I 
I 

i 
i 
I 

i 
I 
I 

-

I 

I 
I I 
I I 

i i . 
I 

~ -+ i 
I 

.f---. 
I 

I 
I .JI .1 2 .JJ J 4- JS 36 ,J 7' 3 ;J 6 !} 

-
I--- I---- --

- -

-- · 

i A ... 

y 

'I)• £, --~ 
Th'1 12ner9!f .or ::,ducf,on l'i/c 

V 
ll 

of" fh e L axarv,,r1J1,.·r; , 
~s,~( AWhrs. 

~ ., -· '--- -- -

--

. , j 

.,se_.! rp 
I r ~/ _., 

J.!:,, ,,, - v::' l\\j 
,:... ... .... - ~-

I 

'--tc 1c-

-

,__ 
'-

J 

;~ V 
t~ 

/ 

.... -,,..,· 
.- .... ~ .,,. ., 

f. oo x lo'· 
9 0 /-<;¼~;il'.S 

0 " 7i 0 

6 () 

s; -0 

"6 

~ 0 

J 5 

J 0 

2 5 

2 D 

- ., -Y-- - -- -- -··- - -- --
--. . ~ 

s-✓ ,. / 

• 1!.v/ 

·" / I ,Y./' 

~-- _/ 

/ 
,) ( 

q, ": 
' c/ \ r/ \ 0 .-,A 

J / !, / 
... ·,lY.,....1 ) ./ .,,. 

/ 

// 11 ,_,.,,J.r 

,/ 
/j 
' i 

J 
I 

' 

I .,-
I 

~:t 7. 1.P«11 le/•~ '-M. ;iw:. ~llll• .. - .~ 
I 

I I 

~o ~, 4-3 4-.v. --/ . .; 7 I,<[} 

-

.---~ 

-
. 

r 
--

rJ,f'l w . .: 
j 

! 
4-9 50 ~, 

I --
Peak load o f the 

Laxarvir l9un _ ~ 

----.KW. --------I ----I 

I 
i 

\ l 

~ ' ------! ---\ -:::---\ --- ,4.nnual l oad foe.for 

of fh.z Lax.a r v1rlyvn, 

hour.s. -

.--~ 

- -
~ ·..::_ id- 041 •e---fe I , ";. L-i_ •e~ ~ 

~ 

J 4- 't, .. 6 .. o 

I, 

t 
9 

7. 

Oooo AW 
000 & 

&ooo /;,.Jtl 1-,J 

1,)00 

6. 

s. 
4-

000 

000 

500 

4aoo 
J.5oo 

Jooo 

1 600 

2 000 

fJoc 

/. 

J> z z 
~ c · 
:::u 
111 



I ....... 
.. 

Mr. Sanuel F. NeVille 
Office of Special Representative 
ECA W.ssion to France 
% American Embassy 
P'aris, France 

Dear )Ir. Neville, 

October 11, 1950 

, This is to thank you again for the information you supplied ~e 
about the hydroelectric projects in Iceland during my recent visit in 
Paris. I find the papers invo.luable and your comments regardin~ these 
projects most helpful. · 

You will recall that we had som~ discussion reparding the cost 
of the power to be supplied to the proposed fortilizor plant. In the 
project report which you read, it is stated that the power station finds 

.. 

it possible ~o sell po~er to the fertilizer plant !or tho low price of 
Kr. 0 . 0067 (or to.0004) per KWH. We thought at the tine that this figure 
was possibly a typographical error. I found while I was in Iceland that 
this figure is not a typographical error and the reason for tho low 
selling price is the fact that power sold at this price will be off- peak 
power estimllted on the incremental basis. In other words, the proposal. 
is that the'power ~tation operate during off-peak hours at a full lond 
and that the only charge made for this power is cost of operation for a 
ffffl additional hours . Perhaps your people handling the fertilizer project 
are aware of this, but recalling our discussion I thouclt perhaps you would 
be intereste~ in learning the basis for tho _figures shown in the report. 

I just returned to the Bank on October 9, and have not yet had 
an opportunity to talk with Mr. Esl ick, Power Branch, ECA 'Washington, but 
I expect to do so in the very near futuro . 

Yours very trul:;·, 

A. D. Spottsbood 
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FORM No. 57 
(5-48) 

,, o ~ c [~~.4l 
INTERNAllC'"1AI BANK FOR RECONSTRUCTION ANO DEVELOPMENlr ~ 

OFFICE MEMORANDUM 
TO: FILES 

FROM: Joseph Fajans ~-

DATE: October 6, 1950 

SUBJECT: Discussion with ECA about Iceland 

Today, Messrs. Cope, Robinson and Fajans discussed with 
Mrs. Ripps and Mr. Brunner, of the United Kingdom, Irel and and 
Iceland division of the ECA, the Icelandic investment program. 'Ine 
following points were made : 

l . ECA has approved the two hydroelectric projects and the 
financing of the dollar cost in the amount of appr. $5 million 
appears to be secured. In fact, $2 million were provided in 
the form of a loan under the 1949/50 allocation. Whether the 
remaining appr. S3 million would take the form of a grant or 
loan, cannot be said before the 1950/51 allocations are 
worked out in detail. 

2. The use of the counterpart of ECA loans is entirely at the 
discretion of the borrowing countries. Any decision regarding 
the use of the counterpart of grants would have to be taken 
jointly by ECA and the .l.celandic Government. 

3. Although the proposed power supply would be adequate for 
the fertilizer plant, ECA expressed doubts as to the economic 
justification of the fertilizer project. 'l'he cement plant 
proposal has not been brought to the attention of ECA. 

4. EGA was of the opinion that no very well thought out 
investment program in relation to Iceland's economic problems 
has been worked out. Political pressures play an important 
part in influencing investment. This makes a balanced program 
impossible and sometimes results in un-economic development. 

5. No up-to-date report on Iceland is available, nor is o:ne 
in preparation by ECA. lb.is runs counter to Mr. Livermore's 
statement to Mr. Hill in Paris. 

60 Mrs. Ripps will arrange a meeting between Mr. Rembert and 
the power expert of ECA in order to ascertain the basis on 
which EGA approved the hydroelectric projects in their present 
form. 

JF:bd 
cc: Mr. s. R. Cope 

Mr. E. Wayne Rembert 
Miss Virginia Morsey 
Mr. H. w. Robinson 
Mr. R. w. Cavanaugh 



SOGSVI RKJ UN IN 
THE HYD RO-ELECTRIC DEVELOPMEN T OF SOG 

Mr. A. B. Spottswood, 
Hotel Borg, 
Reykjavik. 

Dear Sir: -

P. 0. BOX 537 fELEPHONE 1222 

TE I EGRAM S· RAFMAGNSVEITAN 

REYKJAVIK. Oct. 5, 1950 . 
12 T JARN ARGOTU. IC FLAND 

SJ/AS/NF. 

Re .: I.B.R.D. Questionnaire . 

Enclosed y0u will find preliminary answers to the 
different questions in the I .B.R.D . Questionnaire of Oct. 1st 
1950 and most of the tables and other documents asked for are 
also attached , the remaining will be sent later. 

If there are any answers or other information, that 
need further explanation, please inform us. 

We will work on the completion of the informations 
and forward to you as soon as we have all the data needed. 

Very truly yours , 

;£:::~-
Steingr. Jonsson 



1. Att ached . 

I . B.R.D. Questionnaire. 

I. Answers to 
General Questions. 

2. The proportions of owner~hip are: 
Municipality 85% 
State 15% . 

4th Oct . 1950. 

Capital was not supplied in this proportion , but it refers 
to division of liability. 

,. Referred to State Electricity Authority. 

4. No income tax, but communal property and road dues . 

5. Depreciation on net booked assets: 
Concrete buildings and dams 2% 
Turbines 5% 
Generators and El. equipment 4% 
Tools & labour equi pment 1~ 
Wood buildings 5% 
Transmission line 5% 

Sur plus is used f or extensions. 
which is required for extension 
under the Sog Development Act. 
be covered by loans . 

Any surplus beyond that 
would go to reser ves fund 
If deficits occur they must 

According to the Sog Development Act the power production is 
sold at cost price plus up to 5%. The cost pri ce is esti­
mated in the beginning of the year and revised at t he end of 
the year . The power is thus sold wholesale to the Municipali­
ties end to the State Electric distribution undertaking. 

The Municipalities on the other hand sel l the power to the 
consumer s according to tariff rates , which are determined by 
the City Council . The ~ariff as pass ed by the Ci ty Counci l 
is subject to approval of the Gover nment (minister of electr ic 
power affairs) . 

8 . Yes. 

9 . The Municipalities purchase their power at cost price delivered 
from power stations or main transformerstations on main trans-
missionline plus up t o 5% added to the cost price . The cost 
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price has been as yet based on kw- year price for maximum 
demand and was in 1949 245 kr. pr . kw. year. -
After the new plant is put into operation, the Sog power 
will be 45.5 MW. 

Total net generating cost is 15.22 million kronur . That 
makes 335 kr. pr . kw o max. output and year for Sog alone . ___, 

The Ellida hydro and reserve plants have machine power of 
10.8 MW. The generating cost varies somewhat with the fuel 
consumption , but can be assumed on the average to amount 
to 5 , 75 million kr6nur . That makes 532 kr. pr. kw. and 

,,,_1 i year. ' 

The average price pr. k:w . year generated from all three 
power stations is then: 

I 6 
21 • lO = 373 kr. pr . kw . 
56,3•103 

With the transformer and transmission l osses 5% it makes 
391 kr . pr . kw ., and with 5% surplus added 411 kr . pr . kw . 
deliver ed from main transformerstation at Reykjavik (on 
30 and 6 kV busses). 

This is the wholesale price of generation to the municipali-
ties and state electr ic distribution system. · 

It will a l so be t he price for primary power to the fertil­
i zer plant at the main transformerstation. 

10. The concern is entirely dependent on loans, and interest is 
paid on these. There is no original capital investment . 



-3-

II. Technical Questions. 

Sog Development. 

1. Attached. 

2. Summer 1950, main contracts signed July 1950. 

3. Graphic charts are being prepa4red by the main contractor 
Fosskraft; will be sent later. 

4. A. Building construction: 

c. 

D. 

a) Fosakraft Ltd., Reykjav!k. A consortium of 3 firms: 
E. Pihl & __ Son, Copenhagen, A/B.Graevmaskiner, Stock­
holm and OstllllldS byggnads A/B., Stockholm. 

b) Construction of dam, intake structure, penstocks , 
power house and discharge tunnel. 

c) July 27th 1950. 
d) Power house to be completed May 1st 1952. The complete 

plant to be finished Dec. 1st 1952. 
e) Payments in scandinavian and icelandic kr. amounting 

to U .S • $ -2-..34-0.Q0G.-. - -;7.,5 ~ 
~ 

Hydraulic Turbines: 
a) Karlstsds Mekaniska Werkstad, Karlstad, Sweden . 
b) Two vertically mounted 22.000 HP hydraulic turbines 

with entrance and discharge bends, governors etc .• 
c) Reykjav!k 26th July 1950 , K~rlstad August 4th 1950. 

d) 

e) 

1st turbine February 4th 1952, 2nd turbine May 4th 1952. 
Sw. Cr. ~9-.600,.-. .:(. I 

Equipment for hydraulic powerstation !rafose-Kistufoss: 
Generators, Transformers, Switchgear. 
a) Westinghouse Electric International Company, 

40 Wall Street, New York 5, N.Y. 
b) 2 - 19.375 kVA, 80~ power factor vertical waterwheel 

generators. 
2 - 21.000 kVA, threephase transformers 10,5/138 kV. 
1 - 13.500 " " " 138/66 kV. 
1 - 6.000 11 " " 63/33 kV. 
In- and outdoor switchgear for the equipment listed 
above, and for one outgoing transmissionline. 

c) August 21st 1950. 
d) All the equipment will be ready for shipment, at 

October 21st 1951. 
e) U.S. I ~.439.354.-. 

Transformerstation Ellidaar and Reykjav!k distribution 
System: Transformers, Switchgear , Unit substations , 
Underground cables. 
a) International General Electric Co . , Inc . , 

570 Lexington Ave., New York 22, N.Y., 



b) 

c) 
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2 - 25.000 kVA, threephase transformers 124/34,5 kV. 
1 - 15.000 kVA, 11 

" 31 . 350/6,0 kV. 
1 - 10.000 kVA, " " 33/33 kV. 
4 - 7.500 kVA, " " 31 .350/6 ,0 kV. 
2 - 5.000 kVA, unit substations 31 .350/6 , 0 kV. 
In and outdoor switchgear for the equipment listed 
above. 
83000 feet, 300 MCM, 34.5 kV , undergr ound cables . 
August 7th 1950. 

d) Starting December 7th 1950, completed September 7th 
1951. . 

e) ~u.s. i 1.3a9.053.92. 
'- 1~ -

The firms 1..iated under paragraph 4. subparagraphs b), c) and 
d) will supervise the erection of the equipment they supply. 
Contracts have not been awarded on the following equ:iyment : 
l) Damgatee and hoists, cranes and lifts £ -+5 . 600·. ft, ' 
2) Transmissionline River Sog - Ellidaar U. S.$ J5Q.000. - 'JiJ•o 
It is anticipated that purchases will be made, and contracts 
awarded on the above listed equipment in the course of the 
next three months. 
3) Underground cable trenches Ellidaar - Reykjav!k . 

As the Sogsvirkjun has no forces of its own , following con­
tracts will be awarded for the erection work to local contract­
ors. 

Foundation work for the steeltowere of the Transmissionline . 
Erection of the steel towers. 
Trenches for the underground cables. 

Sogsvirkjun will hire workers to erect: 

1) Damgates and hoists, cranes and lifts. 
2) Hydraulic turbines . 
~) Generators, Transformers and Switchgear. 

The stringing of wires on the h .t. transmissionline and the 
work on the underground cables will be done by the staff of 
the Reykjav! k Municipality Electric Light & Power Works. 

6 . On 1) Building Construction: 
Mr . A. B. Berdal 1 civil enp;ineer 1 Greneen 17 1 Oslo . 

Mr. Berdal was the consulting engineer for Sogsvirkjun 
when powerstation Lj6safoss was built in 1935 - 1937 
anQ has a vast experience in Norway as consulting 
engineer on various hydrauli c power projects . 

2) Electrical engineering: 
E. G. Eggertson Inc. Engineers, Room 1012 1 11 Broadway , 
New York 4 1 N. Y. 

Mr. E. G. Eggerteon B. Sc., M. E. I.C., MEM. AIEE . has 
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been the consulting engineer on various government 
sponsored, hydraulic power projects in this country 
(Skeibfoss, extension of Lj6safoss and Laxa) and the 
reserve powerstation of The Reykjavik Municipal Electr. 
Light & Power Works. 
Mr. Eggertson is familiar with our present system and 
the local conditions, and is therefore, in our opinion, 
highly qualified to act as our consulting engineer in 
the United States. 

7. Mr. Berdale work consists in design of the whole power plant 
Kistufoss-!rafoss and supervision of the construction. 

8. 

10. 

11. 

12. 

13. 

14. 

15. 

. , 

Mr. Berdal will be paid a fee in accordance with the tariff 
of the Norwegian Institute of civil engineers plus all travel­
ling expenses. C'• "" ""1-

Mr. Eggertson ' s work will consist in the detail planning of 
tije electrical equipment of the powerstation Kiatufoss- Irafoss , 
transmissionline, transformerstation Ellidaar, and Distribut­
ion system inside Reykjav!k. He will witness the factory tests, 
and speed up delivery, and supervise the shipping of the goods. 

Mr. Eggertson will also assist us in making the contracts on 
the equipment to be purchased in U.S., which still are pending . 

Mr. Berdal will have his representative on the site during the 
construction period to supervise the construction. 

There will be one civil engineer, as Mr . Berdals representative 
with an assistant civil en~ineer . These engineers will be paid 
by Sogsvirkjun. Both engineers will be of grade B. Sc . or M.A. 
and employed for approximately 2 1/2 years each. 

Sogsvirkjun will coordinate the work of the various contractors . 
5.c;.-

A staff of 3 electrical engineers B.Sc . or M~. will be devoted 
to the planning of the erection work; two of which will be 
cooperating with the superintendents of the contractors on the 
sites of erection, but one will be mainly handling the corre­
spondance with the consulting engineers and the contractors. 

The Sog Development sells wholesale to The Reykjav!k Power Works, 
The State Distribution System, The Hafnarfjorbur · Distribution 
System; at cost price, plus an advance of up to 5% • 

.Attached. 

Attached. 

Attached. 

Generati.on of reserve plant: 
1948 ilO months) : 
1949 12 months): 
1950 9 months): 

5.406 mill . kWh. 
13.123 " " 

9e967 II II 
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16. The Sog plant has hitherto not been used to heat water 
for the Municipal Natural Hotwater Supply System, owing 
to the fact that in wintertime nearly all the flow in 
river Sog has been required for the electricity production . 

The reserve plant has produced steam, to heat water for 
the Municipal Hotwater Supply System, with the following 
equivalent kWh's.: 

1948 
1949 
1950 ! 10 months): 

12 months): 
9 months): 

23.5 mill. kWh. 
75 0 II II 

• 
0.9 It 11 

The heating of the water may be accomplished by: 

1) The steam boiler of the reserve plant by fuel oil . 
2) The electric boiler of the reserve plant by Sog hydro 

el . power. 

Each of these boilers may be used to: 

a) increase the temperature of the natural hot water from 
a6oc to 960c. 

b) heat additional water from river Ellidaar. 

Both methods are applied by heat exchangers and may be used 
simultaneously. 

The heat is thrown on according to directions from the 
Municipal Natural Hotwater System , usually during cold spell s 
and heavy winds in wintertime. 
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Rated Load Max.Load 
in wintertime 

17. Lj6eafoes hydroelectric powerstation 14.300 kw. 16 •. JOO kw. 
Reserve Station 7.500 It s.~oo II 

Ellida~r hydroelectric powerstation 3 .160 II 3.600 u- :11 

Total 240960 kw . 28 .000 kw . 

18. Not now. 
The reserve plant is owned by The Reykjavfk Municipal distri­
bution system and is planned to work both as a reserve plant 
inside the town and also as an auxiliary plant carrying the 
base load in exceptionally dry years for the hydro power stat­
ions. The plant is also intended to work as a peak load stat­
ion for the electric system in cooperation with the hydro 
stations carrying the base load. Further is the station built 
to work as a peak load station for the municipal hatural hot 
water system during cold spells by giving the hot water extra 
heating from so0 c up to maximum 960C (The waterflow 1948 - 50 
is 1000 metric tons per hour). 

The size of the plant was based on the working as a peak load 
plant in cooperation with the hydro plants and to be gradually 
extended correspondingly to the extensions of the hydro plants. 

The reserve plant was built 1946 - '47 and put into operation 
in April 1948. The next step was planned to be the new hydro­
station !rafoss at River Sog. 

The plans for extension of the reserve plant will be studied 
again after 1952, when the !rafoss power plant is being put 
into operation. 

19. The income rise is estimated at 6% under the present tariff 
rates. It is however pointed out, that if the sale of electri­
city for industries and heating purposes would be increased 
proportionally to the present sale, the increase in income would 
only amount to ca. 10, of these 6%-=- 4% owing to the fact that 
the energy for industries and heating purposes will have to be 
sold at a lower rate . 

20. The tariff rates for ultimate customers do not affect the Sog 
Development . 

21. Table VII refers to Reykjavik Municipal Electric distribution 
system. The bought electricity is from Sog plant. 

22. The Reykjavik Municipal Electric distribution system pays 
annually 4~ of the net booked property as a tax. There is 
no income tsx on Sog. 

24. The Sog concern is operated as an independent undertaking 
and pays duty on all imports . The percent value levied is 
8 on Turbines and Generators, 10 on Transformers and Switch­
gear , and on sundry items 30. At present duty is assessed 
with 65% surcharge on these figures. 
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The policy of the duty authorities has been to give no 
exemptions as to the payment of duties, as there are so 
manp other official institutions that would .make similar 
claims. 

25 . Stee l towers will be erected by local contractors . 

26. The loan from the International Bank will be used as pay­
ment for the following materials and services: 

27 . 

', Total amount in Currency icel . kr. 
1) Hydraulic turbines swedish kronur 4.120 . 000.-
2) Building materials : ) danish kronur ) 

cement, reinforcing ) swedish kronur ~ 9.680 . 000 .-
steel, timber ) f, 

!~ Contractors awed. & dan. kronur 10.500.000.-
Damgates , lift cranes f, 2.290.000.-

5) Technical assistance 
Mr . Berdal norwegian kronur 1.340.000.-

6 ) Turbine erectors swedish kronur 30.000.-

Total 27 . 960.000.-

The amounts listed above are estimated from the contracts 
with the turbine manufacturer , and the civil engineering con­
tractor, as both these contracts are made on a sliding scale 
basis . 

These amounts will be distributed over the construction 
period as follows: 

~~ Hydraulic turbines 
Building materials 

3) Contractors 

il Damgates, lifts, cranes 
Technical assistance 
Tur bine erector 

Total 

.Attached. 

Co~ts. in thpus~nd ic~l •. kronur . 
1950/51 1951/~2 1952/53 Total 

690 690 2740 4.120 
5200 3870 610 g.680 
5970 3930 600 10.500 
760 1530 0 2.290 
340 500 500 1 . 340 

0 0 30 30 

12.960 10.520 4 . 480 27 .960 



TARIFF OF RATES FOR ELECTRICITY SUPPLIES . 

1. ELECTRICITY SUPPLY. 

The charges for a supply of electricity in Reykjavik a r e 
as follows - : 

{A). Lighting . 

{I)• 

{II). 

(III}. 

(IV) . 

Where the supply is used pr incipally for lighting the 
charges will be - : 

Through a Kilowatt- hour-meter at 93 Aurer per Unit (KWH). 
This a pplies to all forms of consumption not specified in 
the following rates - : 

On a maximum- demand rate, or a peak-load meter at ll6 Kr 
per 1000 watts . Meter to be set on a full 1000 watts con­
tinuously , the difference between 2 settings being not l ess 
than la% of the higher setting . Where s uch a meter is in 
use, t he extra consumption is to be charged in accor dance 
with the rate in table A.I. (above). Open air lighting may 
be suppl ied under this paragraph, even when measuring instru­
ments cannot be employed . 

For Office , Shop, or Factory lightin~, the charge is to be 
calculated at 23 Aurer per Unit ( XWH) consumed 1 wit h a 
fixed charge of 116 Kr, per annum of the area lit, with a 
maximum area of 25 sq.metres , above this area each sq.metre 
of floor space lit is to be charged at 3 . 35 Kr per sq . metre . 
The full charge per sq .metre is to be made for dwelling rooms , 
workshops and offices , but the charge divided by 3.5 per sq . 
metre for store rooms and passages will be made . 

Through a double-tariff meter , if the load is great er than 
2 . 5 Kws and the period in use more than 600 hours per annum , 
t he charge is to be calculat ed at 93 Aurer per Unit (KWH) 
during the l ighting period, and at 23 Aurer per Unit (KWH) 
during the non-lighting period. 

The lighting periods are as bel ow - . . 
During .April - - - - from 2030 to 2200 . 

Sept . and Mar ch - 1900 to 2200, 
Oct . and Feb . 1730 to 2200 . 
Nov. - Jan . 1600 to 2200 . 
December 1500 to 2200. 

Where the annual consumption is more t han 20 . 000 Units (KWH) 
a r ebate may be made in accordance with paragraph C.IV. Wher e 
doubl e-tariff meters cannot be employed a singl e-tariff met er 
i s to be used for this consumption , and in this case 7 Units 
{KWH) per sq.metre of f loor space per annum, shall be deemed 
in use during the lighting period, and all Units (KWH) over 
this figure consumed will be charged in accor dance wit h the 
r at e above . 
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(B). General Household Consumption. 

(1). Through two metres, one for lighting , the other for household 
appliances . The lighting consumption is to be charged in 
accordance with table A.l ., and the remainder at 23 Aurer per 
Unit (KWH). This rate may be used for offices , shops and 
workshops , excepting 3- phase motors. 

( 2) . Through a single meter recording the whole of the household 
consumption, and charged at 19 Aurer per Unit (KWH), with a 
fixed rate of 24.00 Kronur per annum for each room in the house . 
Met er rent is included in the fixed rate . 

Under this rate supply may be sold to restaurants , hotels , and 
other such places, which do not fall under the heading of house­
holds, and then sold through a single meter and meter rent paid , 
but no fixed charge assessed . 

(3). Through a peak load meter at 660 Kr per KW per annum plus a 
charge of 19 Aurer per Unit used in excess . The minimum meter 
setting shall be 500 watt adding 100 watt for each room in the 
house above two. 

This tabel B3 is also applicable t o offices, shops and work­
shops, though not for 3-phase supply for motors, and the meter 
sett ing shall then be 500 watt for the first 25 sq.m. floor­
s pace or less, adding 100 watts for each 12 sq . m. or less, 
above that, calculated on the same basis as set out in tabl e 
A3 previously. 

( C) . Motors. 

(1), 

( 2 ). 

Where the supply is used principally for motors, the charges 
will be - : 

Through a single KWH-meter at 46 Aurer per Unit. Where 
motors have a low annual utilization, a fixed charge of 55 
to· 93 Kr per installed Kw annually may be applied . This rate 
may be applied to supply for schools, hospitals , churches and 
similar public institutions. Also for construction work 
supply. 

Through peak-load meters at the following rate - : 

148 annual Kw for the first 25 Kw. 
120 next 25 

93 all Kw in excess of 50 

combined with a rate per Unit KWH as follows . - . 
First 100000 KWH annually 6 . 5 .Aura KWH • 
Next 100000 6 . 0 

200000 - 5.5 
200000 5 .0 

All in excess of 600000 4.6 
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(3) . Through peak-load meters for 446 Kr annual Kw, end 23 Aura 
per KWH in excess . The meter s etting to be determined by 
director of power supplies in each instance in proportion 
to the load . 

This rate is applicable to industrial heating. 

(4) . Through double-tariff meters if the demand is more than 

(D) . 

(1). 

(2) . 

(3). 

(4). 

5 Kw, and the utilization is more than 500 hours annually, 
for 93 Aura during the higher period 10:45 - 1 2:00 hours , 
and23 Aura for other consumption . If annual consumption dur­
i ng the lower period is more than 20000 KWH, a rebate may be 
given , calculated as f ollows - : 

First 20000 KWH in lower period 23 Aura KWH . 
Next 30000 - 18 -

Excess of 50000 13 

For supply under this rate single KWH-meters may be used , 
and the charge shall then be 30 Aura per Unit . 

The rebate shall then be assessed as follows - : 

First 22000 KWH 
Next 33000 -
Excess of 55000 -

Heating. 

30 Aura per KWlll . 
25 
20 

Where the supply is used as heating it is charged as 
follows - : 

Through a KWH-meter at 11 Aurar a Unit ( KWH) with a minimum 
consumption of 10 . 000 Units per annum. 

Through a KWH-meter a t 9 Aurar a KWH . The supply to be 
interrupted between 9-12 hours and 18:30 - 19 :45 hours . 

This rate may be combined wit h t able B2 , and then 1000 KWH 
per annum shall be calculated under B2 for a singl e room fla t, 
and 600 KWH for each added room up to 3000 KWH per annum. 

Through a KWH-meter at 5 Aura if load is interrupted between 
9-12 hours, and for 6 hours in the period 1 5-23 hours. 

Through a KWH-met er at 3,7 Aura if the load is interrupted 
by a time switch between 8-23 hours, and pr ovided adequate 
storage t anks are installed for the days r equirements . For 
heating wher e t he s pace exceeds 2000 sq.m. or for ot her com­
parable s upply loads , current may be supplied a lso in the 
period 12:30 to 15:30 hours if necessary. 
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(5). 

(a) . Through a double-tariff meter at 23 Aurar per Unit (KWH) 
from 0800 to 2300, and at 5 ,5 Aurar per Unit (KWH) per from 
2300 to 0800. 

(b). Supply may be sold under this rate for motors qualifying for 
rate 04 , if the load is interrupted by time switch from 10:45 
to 12 hours. 

Conditions of power supply for heating . 

a) That generating capacity, transmission lines and trans­
formers allow the load t o be taken. 

b) That the consumer defrays the expense of connecting a 
time switch and pays a rent for it in accordance with rules 
about meter rent. 

c) That installations , including all appliances , conform to 
conditions set by the .Power Works , stoves per manently fixed 
with individual switches, and thermostats applied . 

(E). Under special conditions the director of power supplies can 
contract for supply a t special rates with individual customers, 
though not for a period longer than one year at a time except 
with the consent of the city council. 

(F). Rates for street lighting shall be determined by the city 
council . 

(G). For every 10 points increase or decrease of the index number 
as calculated by the Bureau of Economics , it is permitted to 
raise or lower power charges with 2$. 

II. Met er rent. 

The director of power supplies determines size and t ype of 
metering instruments, to be used for a supply, which determin­
ation is binding for the consumer , who shall pay rent according 
to the following table - : 

Type of meter 

Single-phase KWH meters peak-load 
meters 

Three-phase KWH meters , three-phase 
peak-load meters, single-phase 
substraction meters, loose 

Double tariff-meters maximum load 
meters 

Separate time switches 

Annual Rent Kr. 
up to 35-75 Above 

30 Amps . Amps. 75 Amps. 

30. 00 

45.00 
15 . 00 

45.00 

60. 00 

60 . 00 

75.00 
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For ot her metering instruments , than those listed above , the 
r ent shall be approximately 15% of the instruments purchase 
price . The rent is to be collected along with the consumpt ion 
dues . 

I II. Reopening charges. 

a) In ca se of non payment of charges under this tariff so 
that s er vice t o a customer has been int er rupted, t he char ge 
for r eopening the ser vice shall be 5 . 00 Kr . 

b ) If illegal fuses are found upon inspec t ion of an ins t allat­
i on or t oo lar ge, t he s er vice shall be i nterrupt ed, and not 
r eopened until a reopening charge of 5 . 00 has been paid a t 
the office of the Power Works . 



(? ~ ~ ~ . 
TARIFF OF RATES FOR ELECTRI CI TY SUPPLIES. 

1. ELECTRICITY SUPPLY. 

The charges for a supply of electricity in Reykjavik are 
as :follows - : 

(A) . Lighting. 

(I). 

(II). 

(III) . 

(IV) . 

Where the supply 1s used principally for lighting the 
charges will be - : 

Through a Kilowatt-hour-meter at 135 Aurer per Unit (KWH) . 
This applies to all forms of consumption not srecified in 
the following rates - : 

On a maximum-demand rate, or a peak-load meter a t 170 Kr 
per 1000 watts. Meter to be set on a full 1000 watts con­
tinuously, the difference between 2 settings being not less 
than 10% of the higher setting. Wher e such a meter is in 
use , the extra consumption is to be charged in accordance 
with the rate in table A. I. (above). Open air lighting may 
be supplied under this paragraph, even when measuring instru­
ments cannot be employed . 

For Office, Shop , or Factory lighting, the charge is to be 
calculated at 34 Aurer per Unit (KWH} consumed, with a 
fixed charge of 170 Kr, per annum of the area lit, with a 
maximum area of 25 sq.metres, above this area each sq . metr e 
of floor space lit is to be charged at 5 Kr per sq . metre. 
The full charge per sq . metre is to be made for dwelling r ooms , 
workshops and offices, but the charge divided by 3 . 5 per sq . 
metre for store rooms and passages will be made . 

Through a double-tariff meter, if the load is greater t han 
2 . 5 Kwa and the period in use more than 600 hours per annum, 
the charge is to be calculated at 135 Aurer per Unit (KWH) 
during the lighting period, and at 34 Aurer per Unit (KWH) 
during the non-lighting period. 

The lightinp: periods are as below - . 
• 

Durin~ April - .. - ~ from 2030 to 2200 . 
Sept . and March 1900 to 2200. 
Oct . and Feb . - 1730 to 2200 . - Nov . - Jan. - 1600 to 2200. 
December 1500 to 2200 . 

Where the annual consumption is more than 20 . 000 Units (KWH) 
a rebate may be made in accordance with paragraph C. IV. Where 
double-tariff meters cannot be employed a single-tariff meter 
is to be used for this consumption , and in this case 7 Units 
(KWH) per sq. metre of floor space per annum, shall be deemed 
in use during the lighting period , and all Units (KWH) over 
t his figur e consumed will be charged in accor dance wit h the 
r a t e above . 



-2-

(B) . General Household Consumption. 

(1). Through two metres, one for lighting, the other for household 
appliances . The lighting consumption ia to be charged in 
accordance with table A.1 ., and the remainder at 34 Aurer per 
Unit (KWH) . This rate may be used for offices, shops and 
workshops, excepting 3-phase motors. 

( 2) . Through a single meter recording the whole of the househol d 
consumption, and charged at 28 Aurer per Unit (KWH), with a 
fixed rate of 36 Kr6nur per annum for each room in the house . 
Meter rent is included in the fixed rate . 

Under this rate supply may be sold to restaurants , hotels, and 
other such places , which do not fall under the heading of house­
holds, and then sold through a single meter and meter rent paid , 
but no fixed charge assessed. 

(3). Through a peak load meter atlOOO Kr per KW per annum plus a 
charge of 28 Aurer per unit used in excess . The minimum meter 
setting shell be 500 watt adding 100 watt for each room in the 
house above two . 

This tabel B3 is also applicable to offices, shops and work­
shops, though not for 3-phase supply for motors. and the meter 
setting shall then be 500 watt for the first 25 sq.m. floor­
space or l ess, adding 100 watts for each 12 aq . m. or l ess , 
above that, calculated on the same basis as set out in t able 
A3 previously. 

(C) . Motors . 

Where the supply is used principally for motors , the charges 
will be - : 

(1) . Through a single KWH-meter at 68 Aurer per Unit . Where 
motors have a l ow annual utilization, a fixed charge of 80 
to 135 Kr per installed Kw annually may be applied . This rat e 
may be applied to supply for schools, hospitals , churches and 
similar public institutions . Also for construction work 
supply. 

( 2) . Through peak-load meters at the following rate - . 

200 annual Kw for the first 50 Kw. 
160 - next 50 -
120 - all Kw in e%cess of 50 , 

combined with a rate per Unit KWH as fol l ows - : 

Firs t 200. 000 KWH annually 9 Aura KWH . 
All in excess of 200 . 000 7 -

(3) . Through peak-load meters for 660 Kr annual Kw , and 34 Aura 
per KWH in excess . The meter setting to be deter mined by 
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director of power supplies i n each instance in proportion 
to the load. 

This rate is a pplic.able to industrial heating. 

(4) . Through double-tariff meters if the demand ie more than 
5 Kw, and the utilization is more than 500 hours annually, 
for 135 Aura during the higher period 10:45 - 12:00 hours, 
and 34 Aura for other consumption. If annual consumption dur­
inp: the lower period is more than 20000 KWB, a rebate may be 
given, calculated as follows - ; 

First 20000 KWH 1n lower period 34 Aura KWH. 
Next 30000 - - 27 -

Excess of 50000 20 - -
For supply under this rate single KWH-meters may be used , 
and the charge shall then be 44 Aurar per Unit . 

The rebate shall then be assessed as follows - : 

First 20 . 000 KWH 
Next 30 . 000 -
Excess of 50 . 000 -

(D) . Heating . 

44 Aura per KWH . 
37 - -
30 -

Where the supply is used as heatinp: it is charged as 
follows - : 

(l) . Through a KWH-meter at 16 Aurar a Unit (KWH) with a minimum 
consumption of 10.000 Units per annum. 

(2) . Through a KWH-meter at 13 Aurar a KWH . The supply to be 
interrupted between 9-12 hours and 18:30 - 19:45 hours . 

This rate may be combined with table B2 , and then 1000 KWH 
per annum shall be calculated under B2 for a single room flat, 
and 600 KWH for each added room up to 3000 KWH per annum. 

(3). Through a KWH-meter at 7,5 Aurar if load is interrupted 
between 9-12 hours, and for 6 hours in the period 15-23 hours . 

(4). Through a KWH-meter at 5 , 5 Aura if the load ia interrupted 
by a time switch between 8-23 hours, and provided adequate 
storage tanks are installed for the days requirements. For 
heating where the space exceeds 2000 sq . m. or for other com­
par able supply loads, current may be supplied also in the 
period 12:30 to 15:30 hours if necessary. 
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Through a double-tariff meter at 34 Aurar per Unit (KWH) 
from 0800 to 2300, and at 8 Aurar per Unit (KWH) from 
2300 to 0800. 

Supply may be sold under this rate for motors qualifying for 
rate C4, if the load is interrupted by time switch from 10:45 
to 12 hours . 

Conditions of power supply for heating. 

a) That generating capacity, transmission lines and trans­
formers allow the load to be taken. 

b) That the consumer defrays the expens e of connecting a 
time s ·~itch and pays a rent for it in accordance with rules 
about meter rent. 

c) That installations, including all a ppliances , conform to 
conditions set by the Power Works, stoves permanently fixed 
with individual switches, and thermostats applied . 

(E). Under special conditions the director of power supplies can 
contract for supply at special rates with individual customers, 
though not for a period longer than one year at a time except 
with the consent of the city council. 

{F). Rates for street lighti~ shall be determined by the city 
council. 

(G) . For every 10 points increase or decrease of the index number 
as calculated by the Bureau of Economics, it is permitted to 
raise or lower power charges with 2%· 
Should the city council consider it necessary to take steps 
to restrict power consumption, it is empowered, as a measure 
towards this purpose , to raise the price of supply in excess 
of average consumption to up to ten-fold the tariff price. 

I I . Meter rent. 

The director of power supplies deter mines size and type of 
metering instruments , to be used for a supply, which determin­
ation is binding for the consumer, who shall pay rent according 
to the following table - : 

Type of meter 

Single-phase KWH meters peak-load 
meters 

Three-phase KWH meters , three-phase 
peak-boad meters, single-phase 
subatraction met ers, loose 

Annual Rent Kr . 
up to 35-75 Above 

30 Amps . Amps . 75 Amps . 

21 . 60 

45 .00 67 . 20 90 . 00 
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Continued: 

Double tariff-meters maximum load 
meters 

Separate time switches 

Annual Rent Kr . 
up to 35-75 Above 

30 Amps . Amps. 75 Amps. 

67 . 20 
21 . 60 

90 . 00 111 . 00 

For other metering instruments, than those listed above, the 
rent shall be approximately 15% of the instruments purchase 
price. The rent is to be collected along with the consumption 
dues . 

III . Reopening charges . 

a) In case of non payment of charges under this tariff so 
that service to a customer .has been interrupted, the charge 
for reopening the service shall be 20.00 Kr. 

b) If illegal fuses are found upon inspection of an installat­
ion or too large, the service shall be interrupted, and not 
reopened until a reopening charge of 20 . 00 Kr. has been 
paid at the office of the Power Works . 



1) Preliminary revision of tables I, II and III in "Sogsvirkjun 
Preliminaries for a new development" is as follows: 

The foreign currency expenditure and domestic expenditure 
has now been estimated as follows, distributed over the con­
struction period: 

in million ice;t. kronur . 
1949/50 1950/51 1951/52 1952/53 Total 

Domestic 3.0 l7e0 21.7 7.0 48o7 
u.s . dollars 27.1 35.7 O · CD . 62 .8 
European currency 0 13.0 10.5 4.2 28.0 

Total 30.1 65.7 32.2 11.,5 139.5 

At this time, it is anticipated that the purchase to be made 
in Europe, will be distributed on the different countries as 
follows: 

~n milli~:m icel • . kronur. 
50/51 51/52 52/53 Total 

Sweden 4.07 4.57 2.29 10.93 
Denmark 2 . 10 0.91 1.05 4.06 
Sundry OEEC countries 5.33 5.04 1.14 11.51 
Finland 1 .46 0 0 1.46 

Total 12.96 10.52 4.48 27.96 

\ 
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Tsble 1 . 
To quest . 140 Cooperation of Sog hydro power with Reykjavik 

Municipal power stations at Ellidaar. Generation. 
(Sog: Lj6safoss 16,5-14,5 MW, Irafoss 31 MW, 

Ellida Reserve 8 ,3 MW , Ellida Hydro 
3 ,0 - 2 , 5 MW) . 

So&r nower Revkjav!k Municinal Total 

t ear Lj6safoss !rafoss Ellids hvdro Reservestat . 
Inst. Inst. Inst . Inst. Inst. 

MW MWh MW M"fll MW MWh MW MWh MW MWh 

1938 8 . 0 16 . 205 3 . 0 884 11 . 0 17.089 
1939 - 23 .874 - 527 - 24.401 
1940 - 33.633 - 937 - 34.570 
1941 - 41 . 117 - 2.607 - 43 .724 
1942 51 .975 3. 442 

I 

55 . 417 - - -
1943 

16: s1 > 
60.667 - 7-298 - 67.906 

1944 63 .120 - 5 -758 19 . 5 68 .878 
1945 - 70. 922 - 2 .113 - 73 . 035 
1946 - 81.311 - 3.116 - 84 . 427 
1947 - 92 . 089 

2: 52) 
5 -765 , I - 97.s53 

1948 - 98 . 246 7.270 8.3 I 5. 11-26 27 . 3 110.922 
1949 - 98. 990 - 10.009 - 13.124 - 122 . 123 

1950 - 102.000 - 9 . 000 - 23 . 000 - 132.000 
1951 - 106.000 f - 10.000 - 26 . 000 - 142.000 
1952 - 112.000 - 10 . 000 - 30.000 - 152 . 000 
1953 14.5 53.000 31 111 .000 - 0 - 0 55.3 164.000 
1954 - 61 . 000 - 130 . 000 - 2 .000 - 4.000 - 188.000, 
1955 - 66.000 - 138. 000 - 2.000 - 4 . 000 - 211.000 
1956 - 73.000 - 154 .000 - 4 . 000 - 5. 000 - 236.000 
1957 - 80 .000 - 170 . 000 - 6 .000 - 6.000 - 262 . 000 
1958 - 88 .000 - 185.000 - 8 . 000 - 7.000 - 288. 000 
1959 - 94 . 000 - 200 . 000 - 10.000 - 10.000 - 314 , 000 
1960 - 102.000 - 214 . 000 - 10.000 - 14.000 - 340 . 000 

1) Rated MW are 14.5 but th.e machines can be overloaded to 16.5 . 

Max . Period3) 
out- of use 
put 

MW hours 

5. 9 2900 
8 . 4 2900 

11.0 3150 
- 3970 
- 5040 
- 6180 

18 . 8 3650 
19 . 5 3750 

- 4330 - 5000 
27 .,3 4050 

- 4480 

- 4820 
- 5200 
- 5320 

45 . 5 3600 
52 .0 3600 
56 -3 3730 - 4180 

- 4630 - 5'WO 
- 5570 - 6000 

2) 0.5 MW reduction for running auxiliary machinery in the reservestation. 
3) The period of use was low in 1938 because of the great increase in production. With sufficient 

machine capacity it is now round 3700 hours . Per iod above 4000 hours indicates lack of machine 
capacity. 



Reykjavik Municipal Electric Di stribution Syst em. 

Sales of electricity. 

A. Lighti ng: Kwh . sold 
income kr . 
number of consumers 
price per kwh. kr . 
income pr . consumer kr . 

B. Gener al household : Kwh . sold 
income kr. 
number of consumers 
price per kwh. kr. 
income pr. consumer kr. 

c. Industrial : Kwh. sold 
income kr. 

D. Heating: 

number of consumers 
price per kwh. kr . 
income per consumer kr . 

Kwh. sold 
income kr . 
number of consumer s 
price per k:wh . kr . 
income per consumer kr . 

E. Special Contracts & Sundry: Kwh . sold 
income kr . 

Total: 

number of consumers 
price per. kwh. kr . 
i ncome per consumer kr . 

Kwh . sold 
income kr . 
number of consumers 
price pr. kwh . sold kr . 
income per consumer kr . 

1947 

5 . 054.283 
2 . 620. 980 

2.685 
0 . 548 
1.000 

1948 

5.174 . 111 
2.612 . 898 

2 . 984 
0 . 505 

870 

28.747-793 30. 857-414 
6.411 . 536 7.175.861 

12.869 14.239 
0.224 0.232 

500 . 502 

9 .. 632.422 
2.os5.991 

1.169 
0.217 
1. 780 

7 . 986.684 
682.016 

297 
0.086 
2.300 

4 . 750.319 
570.700 

45 
0.12 

12 . 800 

10.844 -941 
2.160.160 

1.515 
0.20 
1 . 420 

8 . 635 . 022 
715.142 

323 
0.083 
2 . 220 

5.064 . 450 
534.346 

68 
0 . 106 
7 . 900 

1949 

5-968.887 
2.811 . 636 

3 . 075 
0 . 47 

910 

35 -2'82 . 906 
8 . 040 . 392 

15.540 
0 . 228 

520 

11.180.683 
2.326 . 868 

1 . 533 
0.208 
1.520 

10.529 . 353 
788. 083 

341 
0.075 
2.310 

5 . 354 . 298 
584 . 115 

74 
0 . 109 
70900 

56.171-501 60.575 -938 §6-3l6_.]&7 
11 . 371.223 13 . 628 . 458 14.551 .094 

17 . 065 19 . 029 20 . 563 
0.202 0 . 226 0.213 

665 715 708 



Reykjavik Municipal Ele ctrica l Di stributi on System . 
- -

~le ctricity Sales to Ultimate Customers 

A. Lighting B. Gene~al Househol d . c. Industrial . D. Heati ng E. Specia l Contr. 

Year KWh kr. KWh . 

1939 299 . 157 405. 373 8. 408 .127 

1940 1. 042 . 759 I 378. 326 12 . 940. 431 

1941 3.022 . 663 ,1. 056 . ~71 15. 548. 897 

1<"''" 3. 408. 074 1.055. 113 ~0 . 816. 648 

1943 r -829.380 1. ?83 . 606 ~? . 114.053 

44 

045 \ ; . 

19 

1 

1 

l 

1 

1 

946 1 
947 15-054. 2P3 ~ . 620 . 9ot>"~ ~8. 747-793 

04A 5. 174. 111 . 612 . P98 o.P5~ 7.414 

q49 c:-a68 . 887 1. 811 . 6? ·,2 e~ ). 906 
✓ / . / 

T ::>e r of consumers. 

1 q47 2685 12869 

1948 \ 2984 14239 

1949 I 3075 15540 

Str eet Lighting: 

Kr: 

and Sundrv. 

kr. KWh ; kr. Dlh. kr. KWh . kr. 

85'6. 640 1. 766 . 360 278. 612 642 . 861 ~2.0()1 ,3. 26::: . 986 195. 317 
! 

1. 361.176 2. 829 . 846 4.44 . 055 1 . 241.352 42 . P)l ::: . ?68 . 638 157. 62 6 1 

1 . 612 . 45'2 I 2 . 625. 248 465. 190 2 . 479. 985 128. 153 4 . 088 . 181 257.428 I 
I 

2 . 516. 860 2.948 . 184 625. 230 i 3. 749. 069 :?16. 7°0 5. 311. 170 441. ~86 

3. 109. 701 3. e9B . 775 726 . 505 4. 561.893 :?48 . 591 4. 674. 617 430 . 593 

. 

S. 411. i;-36 9. 632 .• 422 2 .oe5. 991 7. 086 . 684. 682 . 016 4. . 750 . 319 570. 700 

7. 175. 861 10. 844 . 041 ~. 160. 160 P 635 · ,.,., • e l,, c 1715. 142 5'. 064 . 450 534 . 316 

3. 040. 392 11. 180. 6P3 2 . 326. 868 LO . 529. 353 788 . 083 5-354. :? 0 8 584. 115 
I 

I 

1169 297 45 

1515 323 68 

1533 341 74 I I 

1939 1940 1941 1942 1943 

72 . 277.- 80. 000.- 7:? . 000.- ~5. 14?.- 120.000.-

1949 

280. 000.- 300. 000.- 340. 000.-

Income 

Total sales B:eating-
of Fle ctr . Power 

1000 kr. 

1798 

2393 

3860 

5328 

611? 

6878 

P292 

Q249 

126:?2 

13628 1663 

14390 3?10 

Ex pense s Surplus 
~ ,.,_ 

Other Total !!aintenance Paym. to Bought Total-
i ncorr;e income ; • Ope:rating Inte re st Muni cip- electr- costs 

I cost ali ty . ici ty 
1000 k · 1000 k.l 1000 kr. 1000 kr. 1000 kr. 1000 kr , 1000 kr. 1000 kr. 

127 1915 I 670 66 158 744 1638 ~87 

148 2541 732 91 165 863 19c;-1 690 

16? 40:?2 1621 45 170 1043 2879 1143 

~45 5573 2199 80 1R6 1080 3545 2027 

352 6464 3006 248 ... ,., 3 (',C 1200 4677 17A7 
: 

301 7179 32PO 324 332 1560 5496 1683 

35"3 8645 

I 
3804 ;::14 355 H~oo 6173 2472 . 

790 10039 4283 5"93 405 1775 7056 2083 
I 

I f35 13457 4546 (;62 475 1850 7533 5°24 

1281 J6572 6575 965 560 1850 c.950 4622 

856 18456 10°97 965 720 855 13537 4919 

I 
I 
I 
I 

I. 
' 



,SOG REVE N UE (Exclusive of Fertilizer Plant). 

. 
Max .out- Period of Annual prod. Transf. & Net sales Revenue . Aver age 

put use million transmiss . million from sales pr. kwo 
Ye ar kw. hours KWh. loss millo KWh. 1000 kr. kr. 

KWho 

1950 16.500 6200 ¼02- Io 1 10 92 r, () 2434 147 
1951 - 6440 106 I r-,1- lOo5 95. 5 1"7 5" 2613 158 
1952 - 6-800~ 0 112 11t 10.91) . -Wl.l /(} 7 I 2648 160 
1953 -45.500 -3600[ '66 -164 I 7 fa 6.6 --l-59-4 /c.·~'7 . 1- 15100 332 
1954 - 4200 ✓ -:1:91 /'10 7. 6 .J.Z-3 . 41 F z 15220 334 
1955 - 4500r --2-04 "c....o g 8~2 - -195~8 19? j 15220 334 
1956 - ,ooe'I ,,., ~ ,'2.tf 9.1 -2¼7.-9'2 I 'r 1 15220 334 
1957 - 5500 -2 , 0 z.t/5' 10 -24e-.O Z.8:> {) 15220 I 334 
1958 - 6000 Sf1ei ~ Z6E 11 2-e2:--.-0;5"7, 0 15220 334 
1959 - 6480 --2-94- '261 11.7 -2-112.3 27, 3 15220 334 
1960 - t)92EK,{?.£ ➔16 3/ o 12.6 .JQ3.9211 ¥ 15220 334 

. -

1) New _t -ransmission line. 

S O G E X P E N D I T U R E - and S U R P L U So 

A 11 fi 2ures i 1000 k n ro ' 

Interest & Amortisation - Gross Gross Annual Generatip.g 
Year co.st Existing Projected IBRD Total Expenditure Revenue Surplus 

1Q50 
1951 
1952 
1953 
1954 
1955 
1956 
1957 
1958 
1959 
1960 

Projected 

Loans Loans Loans Loans 
I 

1230 1110 1110 2340 2434 120 
1364 1110 1110 2474 2613 140 
1394 1110 1110 2504 2648 145 
4400 1110 6650 2240 10000 14700 15200 500 
4500 1110 6650 2240 10000 14500 tl5220 720 
4500 1110 6650 2240 10000 14500 15220 71.0 
4500 1110 6650 2240 10000 14500 '15220 7ZO 
4500 1110 6650 2240 10000 14500 15220 ?'LO 
4500 1110 6650 2240 10000 14500 15220 720 
4500 1110 6650 2240 10000 14500 15220 720 ,, 
4500 1000 6650 2240 10000 14500 15220 7'lP 

loans are: 48,7 mill. will be solicited from counterpart fund 4%, term 25 years. 
✓ 2 7,18 u E .c.A.-loan 2, 5~, term 29 years. 

35,62 u domestic loan 6%, term 23 years. 
111, 50 mill. -

of whicb 16, 50 " will be borne by Municipal Powe r Works 
and 95,o mill., ass-essed above. 

Revenue 
pr.kvh. 

kr. 

0.026 
0 .027 
0.025 
0.090 
0.083 
0.077 
0.070 
0.063 
o~o~;s 
0.056 
0.050 

Cumulative 
surplus 

5675 
5815 
5960 
6460 
7180 
7900 
8620 
9430 

10060 
10780 
11500 

Existing loans are: Domestic loan converting initial swedish loan: taken 1945 - 4~, ·term: 15 years. 
Domestic loan to pay for extension taken 1944, 4~, term: 20 years. 

This great production from the Sog-plant is 
only possible in cooperation with the Ellida~r­
plants. The resulting whole sale price will in-
clude generating cost in the Ellida~r~plants, -
and therefore be higher than shown here . 

See table l to q . 14 for total 
production and answer 9 to gen. q. 



s 0 G RF. V ENUE (Exclusive of F~ r tilizer Plant) . 

Max . out period of Annua1 prod . Tran sf . & Net . sales Jirevenue Average 
put use million t s ansmiss . million from sales pr . kw. 

ear kw . hours . KWh . loss.mill . KWh. 1000 kr. kr. 
KWh . 

,, 

1950 16 . 500 6200 102 10 92 2434 14'2 
1951 6440 106 10.5 95. 5 2613 
1952 6800 112 10. 9) 101.1 2648 60 
1,53 45T500 3600 7..64 _ 6 . 61 15704 15100 332 
1954 4200 1?1- 7 . 6 183 . 4 15220 334 
1955 4500 204 8 . 2 195. 8 15220 334 
1956 ... 5000 22 7 9 .1 217 . 9 15220 334 

957 5500 250 10 240. 0 1522 334 
1958 6000 273 11 202 . 0 15" O 334 
195~ 6480 294 11 . 7 272 . 3 1 20 334 
1960 6720 316 12 . 6 303 . 9 5220 334 

1 ) New transmission line . 

~ e a-r 
enera ting 

cost 
I 
11950 1230 
1951 1364 
11952 1394 
1953 4400 
11954 4500 
11555 4500 
1956 4500 
1957 4500 
1958 4500 
1959 4500 
,1960 4500 

/ 
/ 

S O G E X P E N D I T U R E - and S U R P 

All fi ures in 1000 kr. 

Interest & Amoritsation. Gross 
Existing Projected IBRD Total Expenditure 

].,oans Loans Loans Loans 

1110 1110 2340 
1110 1119 2474 
1110 1110 2504 
1110 6650 2240 10000 14700 
1110 6650 2240 10000 14500 
1110 6650 2240 10000 14500 
1110 6650 2240 10000 14500 
1110 6,fo,50 2240 10000 1~500 
1110 6650 2240 10000 l?l'.500 
1110 6650 2240 10000 14500 
1000 6650 . 2240 10000 14500 

2434 
2613 
2648 

15100 
15220 
15220 
15220 
15220 
15220 
15220 
15220 

819 
869 
904 

3650 
3810 
3950 
4110 
4270 
4438 
4618 
4800 

Revenue 
pr. kvh. 
?f· 

0 . 026 
0 . 027 
0 . 025 
0 . 090 
0 . 083 
0 . 077 
0 . 070 
0 . 063 
0 . 058 
0 . 056 
0 . 050 

Cumulative 
Surplus 

1 
07 

557 
67 
37 

,82374 
36992 
41792 

This grea t produc tion frpm the Sog- plant is 
only possible in cooperation with the Ellida,r-
pl ants . The resulting whole sale price will in-
elude gene rating cost in the ~llidaar- plants , 
and the re f ore be higher than shown he re . 

See table 1 to q . 14. for total 
production. --

Annual Sur plus consist of Amortization on 
loans plus neto profit . 1 



Year 

1938 
1939 
1940 
1941 , 

1942 
1943 
1944 
1945 
1946 
1947 
1948 
1949 

Table VI. 

S O G S V I R K J U N. 

General Balance Sheet. 

Invested Cost. 
Hight.trans- Bo,oked cash and Ljoaafoss missionline Total Written plant and 

pl.ant on Main oft distribution sundries 
Transf . St. -

1000 kr. 1000 kr. 1000 kr. 1000 kr. 1000 kr. 1000 kr. 

5735 1275 7010 7010 
5735 1275 7010 7010 2325 
5779 1281 7060 225 6855 2729 
5781 1281. 7062 441 6621 2946 
5787 1281 7068 650 641s 4159 
5791 1281 7072 851 6221 8808 
7802 1653 9455 1122 8j.'.3j 6924 I 1358.3 2584 16167 1677 14490 547 

13588 2584 I 16172 2209 13963 l069XX) 
I 

1566xx) 13657 2584 16241 . 2723 1351a 
1.5686 I 

16270 I .3216 1942.xx) 2584 1)054 
13633 2584 I 16217 I j686 12531 3529:xx) I 

I 

xx) Including preliminary costs or projected extension: 

1946 - 924.527.42 
1947 - 1.44s • .301.95 

1948 - 1.665 .892.68 
1949 - 2.071.094.61 

Revenue Account 

Expenses / 
Total Lia- Net booked Gross Operation Intert Assets less Total surplus Year 

written oft bilities property receipts & Mainten. 

1000 kr. 1000 kr. 1000 kr. 1000 lcr. 1000 kr . 1000 kr. 1000 kr . 1000 kr. 

7063 7063 \ 453 128 325 453 l9j8 
9..:>55 9091 244 744 165 335 500 244 1959 
9564 9256 308 a63 138 437 575 288 1940 
9576 8982 585 104) 163 J87 550 492 1941 

10577 9735 845 1080 230 j81 Gll 469 1942 
15029 13843 1186 3.200 )2.3 S35 658 542 1943 -
15257 13947 1310 1560 526 659 1165 .J95 1944 
15037 13712 1325 1800 796 535 1.331 : ... J 1945 
15032 13627 1405 1775 550 61) lj6j 612 1946 
15084 13609 1475 1850 782 484 126b 584 1947 
14996 l.3j48 1648 200j 874 463 1.337 666 1948 
16060 I 14189 1871 2118 ,.. · 696 456 1425 b9) 1949 
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JFals/pmk 
Sept. 27/50 

Notes on the meeting of the Icelandic Working Party 
held on September 26, 1950 

Present: 

S. R. Cope, Loan Department 
E.W. Rembert, n 
V. Morsey, L8 gal Departnsnt 
R. W. Cavanaugh, Treasurer's Departn:ent 
A. F. Geolot tt 

t<[h,.~ --A. Stie'f'eftt!on, Economic Department 
J. Faj ans, Loan Departioont 

1. The following points wer e made and discussed : 

~«L 

a) The generating and productive capacities of the projects appear to 
exceed existing requirements. The construction of smaller power 
plants which could be later expanded by the addition of new generating 
units would be mor e advisable. Cost estimates for the fertilizer 
plant appear extremely high and the estimated price for the domestic 
product does not compare favourably with European prices for fertilizer 
which are now much lower than they used to be in the post war period. 
Proposals for the erection of fertilizer plants are, as a rule, a 
corollary of an over-expansion of power programs. 

b) An on-the- spot investigation would be required to decide whether the 
projects submitted represent - from the economic point of view - the 
most desirable investment. It may be that a development program 
should rather be based on the fish pr ocessing industry and use fish 
manure and fish meal as substitutes for fertilizer and vegetable 
feeding stuffs. 

c) The balance of payments position of Iceland is very difficult, due 
primarily to the endeavour to maintain a high standard of living 
resulting from wartime demand for fishery products. The krona has 

been devalued twice and its par value i s now 60% less than it was in 
August 1949. 

2. It was agreed that 1.vrr . Robinson will, within the next two or three 
days, start working on a creditworthiness report and that Messrs. Cope and 
Rembert will takl9 t;, with E.C.A. the problem of their participation in the 
construction of the power plants and the fertilizer plant. It was also 
agreed to postpone preparation of a project r eport until Mr. Spottswood 
returned to Washington. 

P.S. According to a memorandum fl-om Mr. Hill to Mr. Iliff, which was only 
received by the Loan Department after the meeting, Mr. Shaw Livermore, 
Director of the E.C.A. Programs Division, told Mr. HiJ.1 in Paris that 
the question of E. C.A. participation in the financing of the two 
power plants will be the subject of a report on Iceland which should be 
ready by the end of Sept,?mber and will then be placed at the disposal 
of the Bank. 



FollM No . 57 
(5-48) 

FROM: 

SUBJECT: 

INTERNA11flNAL BANK FOR RECONSTRUCTION AND l)_EVEL~ MENT / , ~~ 
OFFICE MEMORA~Dufv( 

7 
cl ~-tf=~~ 

A. s. G. Hoar DATE: September 26, 1950 ) 

Mr. Luxford 

ICELANDIC WORKING PARTY 

Miss Morsey will represent the 

on the Icelandic Working Party. 

cc: Messrs. Knapp, Riley, Cope, Sommers 
Miss Morsey 

AFL/GW 
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TO: 

FROM: 

INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 

Mr. J. Burke ~ ICE MEMQRAND~~• 

Herbert W. Robinson ~ . . . 

Septemb1ar 26, 1950 

SUBJECT: ICELAND 

J,,,Ult~J 
A Working Party/was held this morning to consider the IcelaJl'ldic 

approach for financing electric power, nitrogen fertilizer and 
cement projects. Rembert considered: 

a) the electric power project is too ambitious; 

b) on a coat basis, the soundness of the artificial fert:Llizer 
project is doubtful; 

c) he was unable to appraise the cement project owing to lack 
of any information. 

I stressed that it was essential to satisfy ourselves on: 

a) the creditworthiness of Iceland; 

b) the appropriateness of the investment program in the :light of 
the difficult problems of readjustment now facing the Icelandic 
economy. 

I agreed to prepare, as soon as possible after completion of my work on 
Turkey, a brief economic report on 'M\e creditworthiness and the major 
economic problems now facing the country. 

It was also agreed that Yr. Rembert and Mr. Cope would coilf er with 
ECA in order to ascertain h01r much information was available in ECA 
r egarding the projects submitted to the Bank1and their views regarding 
justification of these projects. 

Mr. Spottswood is due to arrive in Iceland on the 29 Sept.amber. The 
Working Party suggested that iii!', in the course of my investigati1ons , I need 
some specific information I might communicate with him during h:Ls stey- in 
Iceland. In view of the fact that considerable economic invest:Lgation 
would, in any case, be required at a later date, I feel disposed. to restrict 
requests to Mr. Spottswood only to any extremely vital question1:1 which 
might affect the Bank's policy in moving further in this loan. 

HWR:js:#2102 
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Members of' 

n., 0~ 

.. ) ~ - o.t. 
s.---- --~ "\in- ~_Q . 

~ 

Joseph Fajan.s 

Iceland 

1 . An apnroach was made to the Bank in Paris by the I celandic 
f'rovernm.,mt regarctj ng the possibil:i ty of obtain_. ng a lonF-; term loan 
e51-uivalent to ',2 , 080, 000 in Euronean (mostly Scandinavian) currencies 
to finance the purchase of equipment for two hydroelectric power 

~ts, the doD o.r cost of which is bein° covereil by 3 . C. : .... 

2 . Several memoranda and project surveys 11ere submitted in support 
of this inquirv. These contain the indication that the Icelandic 
liovernn19nt intP.nds/to col'ltact the Bank at a future datP. with respect to 
two more oro~ects . One of them is the co~1struction of a ~tilt~.r 
plant necessi tE. tin-,, foreign exchange exoendi tures aroountinP, to ·. ,3 , 190, 000 
(,..2, 580,000 in U .s . dollars and $610,000 in European currPncies); this" 
proiect is ~t present bein~ considered by ~. C ...• an0 the ~~preach to 
the Pank neDends on their decision . Th0 othPr project is the construction 
of , cement uL. . .nt, external expenditures on which are estimated at 21._~0 Q.Q,Q, 
mostly in 'fi~uropean currencies. 

J . ThP col"lstruction of the four ul:;..nts renresents c.n integrated pro'4raJT1. 
Since their cost clearly exceeds urivete inv~stment potentiRlities, they 
will be built and owned by the Government , but uill 'I),.:: ooeruted on '3. con,11 o.rci.d 
bF-.s:l.s . Fr . Spott:::wood is stoppin~ at r..eykj:wik on hiR wa:r back to Washin~ton 
in order to assess the merits of tr1° proposed aevelom:1ent. 

4. The diversification of economic pursuits is of foremost imnortance 
to Iceland in that it Fould lessen her exclusive de-;JEmdence on thP ha,,.c:.rds 
of the fish eJ<:90:rt warJ.-ets ancl rec'l.uce imports of some essential comno<li ties. 
Si.nee rnanuf cturj_ne industries hu.ve to rely on "'dequate supplies of electric:i ty 
for thl'?ir operation, the power development has been accorded nriori ty. \fork 
has st---rti>d recently and orders for e011ipment were pl'1ced last July. The 
ls.rger of the hydroelectric pro;ects is to be erected on the River Sog , 
some 40 miles from Reykjavik; it will have the potential caprici ty of 44, 000 
H. P. 2-11d will service industrial u~ers, includin~ the propo~ed fertili~er 
plant, md the needs of the steadily increasing pooulation of the city for 
lir,htin!:; a.nd heating. The smaller plant, with the potential capacity of 
11 , 000 ~{ . P. will be built on the River Laxa in the northeast of thP island 
end will supply the to\-m of akureyri, second largest in I celand, several 
other localities and, after the planned expansion of the transmission system, 
the herring oil factories located in the area. 

5. Domestic production of fertilizer would be the first step toward the 
rehabilj tation of Icelandic agriculture which has been neglected as a result 
of the heavy demand for fishery Products durin~ and after both vorld wars . 



It would eliminate the need for imported fertiliz.er, the cost of w•1icb is more 
than twice as nigh as the estimated cost of the nome nroduct. Production of 
cement in Iceland would also be fully _justified in view of the availability of 
raw material\ and the short&ge of other building mz.terials . 

6. The total cost of the two power plants is estimated at the 
equivalent of !;ll. 3 million, of which ~4. 8 rnillion ( or ~5. l million according 
to another estimate) would be in U.S. dollars, approximately t:,4./4. million in 
Icelandic kronas, the rest representing purchaGes in Europe under the proposed 
loan from the Bank. isE. C.A. has already authori7.ed the lending of :S2 million for 
the pro,iects and it assumed that the remaining f2 . 8 million will be allocated in 
form of grants . About 7So/o of the local expenditures is to be financed by Z. C.A. 
counterpart funds and the rPst by lon1 term loans from the municipalities. Bank 
credits equiv~lent to some $3 million would be used during the first stage of 
construction in order to bridge the time until ~.C . .. . counterpart funds become 
available. Proceeds of the proposed loan frol'!l the Bank would be spent in Sweden, 
Denme.rk, i'iorway, the U. K., Hestern Ger many and Finland . 

7 . Al though the f&EJ0 ~f appears to deserve consideration by the 
Bank, sever~l as0ects of it require det&iled investigation: 

(a) The ability of Iceland to s ervice an external debt in view of the 
pre ·ent shortage of all foreign currencies; 

(b) The methods devised for f inancing of local expenditures which may 
not be s&tisfactory from the point of view of monetary stability; 

(c) The technical justification of the orogram; the expunsion of 
existing power facilities aims to a large extent at supplying the 
household needs of urban population; 

(d) The availability to the Bank of currencies reauirP-d to pay for the 
equipment which depends on the willingness of me~ber countries to 
release corresponding amounts of their lS'/4 subscription; Sweden, 
where presur.nbly one-half or more of Ban:V. financed goods would be 

procured, is not at oresent a member of the .?a•,\:. 
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filr . V.' . A. B. I liff 

Valter Hill ~-

September 22 , 1950 

Discussions with Hr. Livermore of ECA about Power Stations 
in Icel and 

1 . You requested me t o ascertain f r om ECA in Pari s 
whether the views expr essed by Mr . Arnas on in his memo ­
randum (copy attached ) cor responded with theirs , and , 
specificaJ.ly , to ask t hem: 

(a) Their opini on of the two pr ojeo t ed electric power 
pro Jee t s ; 

{b } Vhether they woul d wi sh to par t ic i ~ate in t he 
financing of these pr~jecta; and 

( c) t,hether counterpart funds wot.\ld be util ised. 

2 . l~r . Shaw Li vermore , Direc t or of the ECA Programme s 
Di v i s i on , told me that the i nterview with Ur . Arnason had 
been reporteu accuratel y . As to the spec i fic questions , he 
said that the ans~ers to tnea e woul d be embodied in a 
report on Icel and which , he hoped , woul d be ready by the 
end of September and pl aced at the disposal of1:he Bank. 
"lthout prejudice to the report , he made the following 
comments about the firs t two questions: 

( e.) 

(b ) 

~r-.t,~11t 
The tvro power 11 had been "approved" by ECA 1n the 
sense that t hey have merit from an economi c 
and technical point of view and d e serve priority 
a gainst other types oi' a dditional investment . 
For fiscal reasons , however , there was an e l ement 
of doubt about whether any additional inve stment 
shoul d take pl ace at this stage . The forthcoming 
report is expected to c l arify this issue . 

If it were desirable to construct the two power 
stat ions, ECA was not yet in a position to say 
whether or not they might participate in the 
financing of the two projects , for it was not 
yet known whether any equip~ent would have to be 
imported fro~ the United States . 

cc : , :r . Garner 
; :r . iloar 
1~iles ( .. asnln ·ton ) / 
Files (Paris) 



C O '=> Y 

W!.1t0Ri\N.vur~ 

I l'-1ont with rtr . ~oter- Bonodiktsoon , the Tcelandic 

Ulri1.ster, to aoo tho !:CA. \~e \1ore roooi ved by hrnbasoador 

Tyler , ood and r .. r . Sh.aw tivermoro , Viroctor of Progra.nmeo 

D1V131on . ~e explained the nood or Ieoland of rocoiving 

supplementary loa~s to cover the non...dollsr e~pendituro ln 

connec t1on ui th t.':lo loni:;-torm development prograr.tme in the 

country , U$ only tho dollar expondlture ls covered by .CA 

i'insnotng. \\o tol d tht>m that I had elroo.dy approo.ch-ed tho 

I 3HD on boha.lf o !' tho Icol.t'nd1c Govomnont , md asked thor:i if 

thoy had any obJoction to th1a stop. 

The ropl"esentat1vos of r.~CA askod if thl~ was n quostlon 

of a loon ropayable 1n dollars , and aoo!'lod to bo pl eased whon 

wo stated that this wao not the oaso , ns the loan woul d bo 1n 

pounda nterllng (and perhaps othor OE~C curronotes) . 

F'urthermore t icy asked if we had any prosrarnmo of seeking 

foro1J;Jl. loa"1s for other bl,; tnventment T)rogrammoa 1 n tho !lear 

fut•..ll'o . ~.o were ablo to ll:Jsuro t hee that this was n ot tho 

co.so. 

11h.oy promised to 1ot lmmodintoly in t ouch with tho 

Prosidont of the Bani~ , Ur . 3la.ck 1 and ' 1r . Hill of the Po.ris 

or1·1ce . Th._oy did not oor'lt'li t therilOlevaa ar1y further, but s aid 

that it should not tnke ;,0.13 to arrive at a dacislon. 

Paris , September 13th , 1950 

( s ) Jaan Arn as on 
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FROM: 

SUBJECT: 

BANK FOR RECONSTRUCTION AW 

,r2"". ~- (l,-r-
lEVELOPMENT 

OFFICE MEMORANDUM 

J • Bur e Knapp 1M 
ICELANDIC WORKiltG ~TY 

DATE: Septell!lber 22, 1950 

✓ 
In response to your memorandum of September 21 with re1spect 

to an Icelandic Working Party, I should like to designate 

Mr. Robinson to represent this Department. 

cc: Mro Robinson 

.,.. - ... 



Moeer• . B. Knapn, H. ~iley: and A. Luxfoi'd September 21, 1950 
1 

A. S. G. Hoar 

l . An Icelandic orking Party 1a to be organized immediatAly 
to consider projeote brought under dieowasion earlier thie 11K>nth 
vi.th the Loan Di rector in Par1•• 

2. I ohall ,be P,'&tetul if you will ser.d to thi• office t he 
name of the illdividual. deai,Bnated to ~preoont your Department 1n 
thie ~orking Party,. 

3. Y.r . s . R. Cope will repNffnt the Loan Depart ;imt and • • 
coo'.rdir.ator, vi:li: call a IDfJeting or tlie or ldng ;>.>arty at an early 
&w. . 

CG t • s. R. Cope 

ASGHoar:dh 
9/2l./'50 

. 

(_ 



FORM No . 26 
( 1-50) 

DATE OF WIRE: 
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INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT 3. ~ 

INCOMING WIBB 

SEPTEMBER 20, 1950 

INTERNATIONAL BANK ft'OR ACTION COPY TO MR. 
RECONSTRUCTION AND DEVELOPME 
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Extract from letter from 
M,;:1 ILIFF to Mr. IDAR, dated September 151 1950, 

ICELAND 

Arnason has talked to us about the two hydro-electric projects 
which you mentioned in yom- telegram and has left with me two copies 
ot documentation. I send you one copy herewith. The other copy I 
am giving to Spottswood and have arranged for him to stop off for a 
couple of days in Iceland on his way back to the United States in 
about a week's time. I have also asked Walter Hill to talk to 
the ECA people here about their intentions and have arranged for 
him to report directly to you. 

..... 



LEGATION o ·lsLANDE p. t . PARr s ,11 Septembre 

1950 

Mr . Jon Arnason , Managing Director 

of the National Bank of Iceland 

to 

The International Bank for Recons­

truction and Developement 

The Loan Department 

Washington D.C . 

Re Loan for hydro - electric power projects . 

Dear Sirs , 

My Government has requested me to inquire into 

the possibility of obtaining a loan from the Inter­

national Bank for Reconstruction and Developement in 

cover of the European expenditure of the new Sog and 

Laxa hydro- electric power projects . The construction 

/ 

work in connection with these projects has recently 

starlt.ed, and the contracts !or the generators, tur-

,~ bines and switch gear were signed in July 1950 . 
✓ ✓ 

I enclose a Memorandum together with~ Annexes from 

\ the Icelandic Government on the two hydro- electric power 

fl .7tJ~_u-developments and two other projects connected with them: 

/1>"'"',_'~o· the construction of a fertilizer plant and a cement plant . 

As explained in the Memorandum and in Annex IV, the 

E.C.A. has approved the two hydro- electric projects and 
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it is expected that the total dol lar cost incurred in 

this connection will be covered by E.C . A. funds . 

But owing to increasing shortage of European 

currencies, it is necessary for the Icelandic Government 

to raise a loan in cover of the non- dollar part of the 

foreign currency requirement , which a ccording to the 

financing program (Annex IV) is estimated at the equi­

valent of~ 2,08 Mill . The obtaining of a l oan for appro ­

ximately that amount f r om the I . B. R.D . is an essential 

condition of the realisation of these important projects 

and the Icelandic Government hopes that the I . B. R.D . 

deems them worthy of support, and takes fully into 

account Iceland,s great need for the loan. 

Although it is at this stage premature to discuss 

the terms ot an eventual loan from the I . B. R. D. , it should 

be added tb the points mentioned in the Memorandum that 

the repayment period of the loan should be at least 20 

years , and it should be free or amortization the first 

years of the loan period. 

Owing to the urgency of this matter, I would appre­

ciate it very much to be at the earliest possible date 

/ and 
advised of the possibility of obtaining the loan, in case 

of a positive attitude on the part of the Bank, to be in- i, 

formed of the steps to be taken by the Icelandic Govern­

ment with regard to the bor~owing act . 

In the hope that you will take this matter under due 

consideration I remain 

hfully 

Jon AR.NASON 



MEMORANDUM. 

I went v1th Mr. P6tur Benedikteson. the Ioe­

land1o M1n1ater, t o ~•e the E.C.A. We ••r• reoe1Ted bJ 

Ambassador Tyler Wood and Mr. Shaw LiTermore, Director 

ot Programmes D1T1s1on, We explained the need of Iceland 

ot reoe1T1ng eupplamentar1 loans t o oov• r ths non-dollar 

expend1tur• in connection with the long-term deTelopment 

pr ogramme 1n t h e oountrr, as only the dol lar ,,,snd1tur• 1a 

ooveret by E. C.A. t1n~no1ng . We told them t h.it / ha d already 

approAched t h~ I .B.R. u . on b~halt of the I c~l andlo Govern­

ment, and asked them if they had any objeotion to th1e s tep. 

Th• r epr esenta t1vec ot the E.O.A. asked it th1a 

was a ques tion of a loan r epayable 1n dollars, and seemed 

to b e pleas ed when VG s tated tha t this was not the case, as 

the loan wou l d be in pounds s terling ( and perhaps other 

o .E. E.C. ourreno1es) . 

Furthermore tha7 asked 1t • • had aey proc r amm• 

ot s eeking f ore1gn loans t or other big investment program1 

mes 1n the near future . We were able t o assure them that 

th1s was not the case. 

Th•Y pr omi sed t o get 1mme~1at ely i n touoh with 

the Pr esident or the Bank , Mr. Eugene R. Black, and 

Mr . Hi l l of t he Pari s ort1ce. They t!.id not commit themselYee 

any turther bui sa i d t ha t 1t should not t ake l ong to arrive 

a t a deo1e1on. 



H=s;!rapdum on Icelandic Government 
Development Pro1ects 

'lbe economy of Iceland depends on the export or tish and 

fisheries products, which are subject to great fluctuations due 

to both unstable market conditions and varying volume or production 

owing to forces of :nature. A greater diversification of industries 

1s therefore of pritmary importance in order to stabilize the national 

economy of Iceland. With that purpose in view the Icelandic Govern­

ment has decided to carry out the following development projects in 

the next years at th,e rate which the general economic situation and 

availab111 ty of resources permit: 

1) Hydro-electr:llc Power Development at Sog, l+l+ooo HP 

2) Hydro-electr1.c Power Development at Lax,, 11000 HP 

3) Fertilizer Plant, capacity 6000-7500 tons N2 per year. 

4) Cement Plant, ?~000 tons' capacity per year. 

EX:!A-aid has made it possible to commence the execution or this 

program, the hydro-eliec tric developments having been approved by the 

ECA, and a project letter application for the fertilizer plant 1s 

pending w1 th the Ex:!A. The cement plant project is also in course 

of active prepa.ration •• 

The fertilizer plant project is explained in an attached 

report, Annex I, which has been submitted to OEEC for its considera­

tion. EX:!A has desired that OEEC should consider the project before 

action is taken on the, pending application. The foreign cost of the 

project are estimated at u.s. $3.190.000 whereof $2.580.000 payable 

in dollars and $610.000 in European currencies. The Government 

expects to contact the International Bank in connection with the 

financing of the fertilizer plant as soon as ~A has made 1 ts decision. 

It is expected that th,e construction of the fertilizer plant will 

begin the next year with a view that it will be ready to be powered 

by the new Sog hydro-e:Lectric Plant as soon as the latter has been 

completed. 



The construction or a cement plant 1s to follow the hydro­

electric developments and the fertilizer plant. As in the case 

of the fertilizer plant the cement plant will be powered by 

electricity. The raw materials are available in abundant supply 

and the demestic need is great owing to shortage of natural 

building materials in Iceland. 

The total construction costs of the cement plant are esti­

mated at $2.782.000, whereof the foreign cost are approximately 

$2 .(:>'00.000. The machinery and equipment ror the cement plant 

will presumably be bought mostly in Europe. At a later date the 

Government expects to contact the Internat1ona1 Bank concerning 

the financing of the cement plant. 

The cement plant like the fertilizer plant will be built 

and owned by the state, as projects of this size exceed the 

financial capacity of private Icelandic investors. The plants 

will, however, be operated on a commercial basis. 

Attached to this memorandum are the following papers covering 

the two hydro-electric developments: 
Annex II 

Sogsyikjun: Preliminaries for a New Development. A Survey of 

Extension Possibilities and Financial Data. 

Annex III 

Lax6,ryirkjun: The Hydro-electric Development of River Lax,. 

General Information and Economic Survey. 

Annex IV 

Financing Program for the Sog and Lax& Projects. 

These documents should give an adequate orientation or the 

projects in question and therefore only a few remarks will be 

added here relating to the Sogsvirkjun (Sog Development) and the 

Lax,rvirkjun (Laxa Development) as prospective borrowers. 

Both the Sogsvirkjun and the Laxarvirkjun are public 

corporations owned jointly by the State and Reykjavik Municipalitr 

(Sogsvirkjun) and Akureyri Municipality (Lax!rvirkjun) respectively. 
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The organization and activities of both corporations are regulated 

by Acts of the Althing. It is estimated that about 85% of the 

electric power of the proposed new Sogsvirkjun will be sold to 

the Raf'magnsveita Reykjavikur (the Reykjavik distribution system), 

and likewise about 75% of the electric power of the new Laxarvirkjun 

to Akureyri Munici.pality. Akureyri is the second biggest town in 

Iceland, having about 7.000 inhabitants, as compared to Reykjavik's 

,6.ooo. 
As regards ttte financial position or the Sogsvirkjun and 

Laxarvirkjun and their chief municipal counterpart (Reykjavik 

and Akureyri), as well as the estimates for ttle operation or the 

new plants, reter•ance is made to Annex II and III respectively. 

As shown in the attached financi ng program, the total cost 
I I f 

or both developme10.ts is estimated at kr. 184. 000. 000 , and the 

period of constru,~tion extends over the years 1950-195'2. Con­

struction work ha,s already started and contracts for the generators , 

turbines and swit,chgear have been placed. or the total amount, 

kr. 82,5 mill. is dollar expenditure and it is expected that i t 

will be covered by ECA- funds. The equivalent of kr. 32, 5 mill. 

(i.e. $2.000. 000) have already been made available by F,CA from 

the 1949/1950 allotments in the form or loan. It is anticipated 

that the balance will be in the form or direct grant from the 

1950/195'1 ~land 1951/1952 ECA allotments . 

The total r0,reign expenditure expressed i n u.s. dollars , is 

estimated as foll.ows for both the projects (compare Annex IV). 
Mil~• ot $ 

U. S. dollar exp end1 tu.re • 82 

European expenditure: 
Sweden 0.76 
Denmark 0 . 31 
Sundry 01mc count.o. 92 
Finnland .Q.J!2 

Total 

In addition to the$ 0.76 Mill. expenditure in Sweden and 

$ 0.31 Mill. ex:p,end1 ture in Denmark, part or the $ o, 92 Mill. 

will be used f'or purchases from these two countri es , and besides 

them from the United Kingdom, Norway, Belgi um. and Western Germany. 



Tbe purchases represented by$ 0,92 Mill. will be made in the OEEC 

countries where the most favourable purchases can be made as to 

prices, quality and time of delivery. Further details on the distri­

bu.tion or the f'oreign expenditure are given in Annex IV. 

It is proposed to approach the International Bank with a view 

to obtaining a long term loan to cover the European part of the 

f'o1reign expenditure of' the two projects. The amount which will 

helve to be covered by such a loan is the equivalent of $ 2,08 Mill. 

Ir.L case or a favourable response f'rom the International Bank, it 

ie1 expected that the loan would be granted in the currencies of 

ccmntries in which considerable purchases or equipment and 

mnterials for the projects were made. The trans.fer and other problems 

arising in that connection would have to be solved by negotiations 

ltdl th the National Monetary Authorities concerned. A major ditfi-

cul ty in that connection iw that Sweden, the country supplying 

miaybe about 5'0% of equipment and materials needed for 1he developments, 

i is not a member or the International Bank. 

Owing to Iceland's scanty supply or free dollars, the loan 

W1ould have to be repayable in the same currencies as it was granted. 

The Icelandic state itself would be the borrower and wholly 

responsible for the repayment of the loan. ihe money would in 

turn be relent to the two corporations. 

As shown in the attached financing program, a loan amount 

e•quivalent to $ 1,08 Mill. would have to be disposable before 

the middle of 195'1, $ 0,73 Mill. in 1951/52, and the balance, 

$. 0,27 Mill. before the end or 1952. 

As described in detail in Annex IV, the local cost of the two 

projects are estimated at the equivalent of $ 4,35' Mill. to which 

ts to be added the counterpart requirements for the anticipated 

BCA grants used to cover part of dollar purchases,$ 2.82 Mill. 

~L'he total domestic currency requirement consequently amounts to 

~P 7,1? Mill. and is intended to be covered as follows: 



-,-
Contribution from the 
two Municipalities in 
the form of long term 

Mill. ot $ 

loans 0,93 
Withdrawals from counter-
part fund subject to F.CA 
approval - long term loans 3,42 
Bank loans .2.Ji2 

Total 7,17 

It should be observed that at the end of' the Marshall Aid 

period, the total amount deposited in the counterpart fund will 

presumably have reached kr. 300 Mill, or the equivalent of about 

$ 20 Mill., according to the rates prevailing at the time of 

transactions. The above mentioned w1 thdrawals from the counter­

part fund together with the proposed bank loan therefore amount 

to not more than 30% of the total counterpart fund deposits. 

August 26, 19;0. 



la'. Leonnrd B. Hi s t 

J:: . Harrison Clark 

Approach to Bank by Icoland 

J 
DECLAS IFIED 

JAN 1 20 
WBO ARCHl\rn~ 

J.i\y 1:,, 1950 

Cu.-/W .iTJJ L 

1. The Icelandic Governa mt has i:1f orr.ied CA t hat it will a roach 
the Bank vary shortly wi th a view to obtaining · · .ancin.= 0£ a part oi t h 
non-dollar coots of two }vdroelcctric powor projects . 'rhe Icelanc..li c r.overn­
ment has not,otiatec. with a ~wedish firm !or equi nt of the value of . 5 m. 
to bo paid for on tho f ollowing schedule: 

1949/50 
1950/ $1 
l9Sl/52 

!450,000 
743,000 
307,000 

2. Tho Icelandic Covernment apparently haa been assured by ~ eden 
th.at SWooan 1fill accept 9terling 1n paymant and Iceland will endeavor to 
obtain tho sterlinJ equivalent f r om the Bank. Icola.nd. would prefer to 
borra., .SWodioh kronor if U9.o;r can be made available. Iceland infonnod 
I CA tha.t t hey felt tho intere~t rates or th Dank wero high. Havtevor, 
I celand did borrOif 1n London last year in a publ ic iasuo at fairly stiff 
terms. The iosue was for .i,250,000 twenty year 4½% n,o.stered etoclc at 99, 
callable 1n 1960. 'l'he issue provided for both a first cortgage on the 
trawler s for hich tho lonn was ne~otiated and a full necative pledge clauae. 

J . The two bylroeloctric projects will cost around U2 m. TCA last 
week authorized funds £or tho dollar exponcitures aaowrt.in3 t o $5,065,000. 
Probably vory close to half of tho costo will be in local curroncy. 

cc, Uessrs . ~p 
Ro en v 
Ho ✓ 
C 

ELClarkamn 
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Financing Program for the Sog and Laxa 

All figures in Mill . of kronur 

Capital Expenditure 

1) Sog Development 

c) Domestic Expenditure 
b) Dollar Expenditure 
a) European Expenditure 

Total 

Laxa Developmeni 

c) Domestic Expenditure 
b) Dollar expenditure 
a ) European expenditure 

Total 

42150 

3. 0 
2i.1 

30.1 

1.2 
5.42 

6. 62 

3) Total for both Developments 

c) Domestic expenditure 4.2 
b) Dollar expenditure 32. 52 
a) European expenditure 

Total 36.72 

50/51 

17. 0 
35o7 
13 . 0 

62.7 

28. 38 
46.08 
17° 57 

92. 03 

Projects 

51/52 

21.7 

10. 5 

32a2 

9.72 

la 33 

llo5 

31042 

11. 83 

43025 

1 kr6na = 6. 1404 UoSc cents . 

:ANNEX IV 

52/53 

7o0 

4a5 
11. 5 

TOTAL 

48u7 
62. 8 
28a0 

139. 5 

44a0 

71. 0 
78. 6 
33a9 

' ' 

lt 

II. Financing Program. 

a) lluropean expenditure. 

As far as can be seen at this stage of the developments , the dis­
stribution of the European expenditure on countries will be as follows: 

Sog development. 

Sweden 
Denmark 
Sundry OEEC 
Finland 

I • • • e e • • • • • • • e 0 

• • • • • • • • • • • • 0 • • • • 

countries 1) • • • 
•••••••••••••••• 

Total 

50/5_1 

4.07 
2.10 
5. 33 
1.46 

51/52 
4.57 
Oo91 
5. 04 

10 .52 

52/53 
2.29 
1. 05 
lol4 

4o48 

TOTAL 

10093 
4o06 

11051 
lo46 

27. 96 
1) I . e. the U. K. Sweden, Denmark, Norway, Belgium and Western Germany 

i n unkllown proportion. 

Laxa development 

Sweden • 0 • • • • ••• ••• •• 1.01 0 . 46 
Denmark ••••• o••••••••• ••• Oo78 0.14 
Sundry OEEC countries 2) 2. 78 0.74 

Total 4. 57 lo34 

2) Ioeo Sweden, Norway , Western Germany and Denmark i n unknown 
proportions. 

lo47 
0a92 
3•22 
5.91 
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Totals for both developments 50/51 51/52 52/53 Total 

Sweden ••••••••••••• ••• • • • 5o08 5. 03 2o29 12040 
Denmark 0 • • • • • • • • • • • • • • • • • • 2 ... 88 1.05 1.05 4Q98 
Sundry OEEC countr ies , see above 8.11 5o78 1.14 15003 
Finland 0 ••••••••••••• • •••••• 1.46 1.46 

• Total 17. 53 11086 4o48 33 . 87 
--: ' 

The above purchases of materials and services will be effected in the 

countries where they are most favourable with regard to prices , quality 

and time of delivery. These data are t herefore preliminary and only sub­

mitted for guidance. 

It is proposed to approach the International Bank with a view to ob­

taining a long term loan in the currencies of some of t he above countries 

to cover the European expenditure. 

b ) Dollar expenditure 

ECA approved on May 10, 1950, the projects for ECA .financing on t he 

basis of estimated expenditures for purchases from the United States 

amounting to $3 . 955..,000 for the Sog Project and $10110. 000 for t he Laxa 

Project, The above figure for total dollar expenditure, 78. 6 mill . 

kronur, is slightly lower according to this estimate , which is not final . 

ECA funds already authorized to the projects amount to 2 mi llion dollars 1 

32.5 mi ll. kr . The allotment was in the form of a ECA loan. In this 

pr ogram it is assumed that the additional ECA funds required , ~6.08 mill . 

kr ., wi ll be allotted on a grant basis.., 

c) Domestic expenditure. 

In addition to expenditure set down in the table above the counter 

part requirements for the assumed ECA grant are estimated to be 46ol 

mi ll. kr o The whole amount is supposed to fall due in 1950/ 51. 

Expenditure already incurred locally is 4 . 2 mill. Kr . 

The total domestic requir ements for both development are estimated 

in-mill . Kr. as follows: 



49/50 

Local c osts • • ••• • •••• o 4 . 2 
Counterpart requirements 

Total 4o2 

50/51 51/52 
28. 38 31042 
46. 08 

74.46 31..42 

52/53 Total 

71. 00 
46. 08 

117008 

I t is proposed to raise the required local funds as follows : 

lo Sog Development 

YEAR Municipal Withdrawals from Bank Total 
Contribution counterpart fund loans 

49/50 3 . 0 0 0 3.0 
50/51 3.0 14. 0 35. 7 52. 7 
51/52 3 .0 18 . 7 0 21.7 
J2/53 3.0 4 . 0 0 z.o 

12. 0 36 . 7 35. 7 84. 7 

2 . Laxa Development . 

YEAR Munic i pal YJi thdrawals from Bank Total 
Contribution cotJnterpart fund loans 

4~/50 1 . 2 0 0 lo2 
50/51 1 . 0 10.38 10.38 21.76 
51/52 1 . 0 s.22 0 2· 22 

3 .2 19. 10 10. 38 32. 68 

3. Total for both developments . 

YEAR Reykjavik Akureyr i Vvi thdrawals from Bank r otal 
Contribution Contribution connterpa.rt fund loans 

49/50 3. 0 1~2 0 0 4 . 2 
50/51 3.0 1. 0 24.38 46 . 08 74. 46 
51/52 3.0 1.0 27.42 0 31 . 42 
52/53 3.0 0 4.00 0 7 . 00 

12. 0 3 . 2 55.80 46 . 08 117. 08 

It is assumed that contribution from the rirunicipalities , VJill 

be in the form of long term loans. The counterpRrt funds made available 

subject to approval of EC.A will also be in the form of long term 

l oans . 

The bankl oans s,ecified are intended to meet requirements for 

deposits in counterpart f und against the a ssumed EC.A grants . 

JlUgLl.St 26 , 1950. 
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ECONOMIC COOPEFATION ADMINISTRATION 
Office of 

ADVANCE RELF.ASE for A,M. Paper s 
Saturday, May 13, 1950 

Information 
Newman 
STe:cling 
Rm. 415 , 

,A No. 

6400, Ext . 2655- 9 
800 Conn, Ave., N, W, 

WASHINGTON~ May 12 -· Ir.creased elee;tri c ~wer f or ::Lndustrial and home use will 

be provided under two Marshall Plan industrial projects approved for Iceland, the 

Economic Cooperation Administration announced today in Washington and Reykjavik. 

The expansion of tvo hydro-2lectric power projects wiJ.l also r educe I celand's 
r equiremeri~s for imported f uels, ECA said. 

ECA fw1ds totaling $5 /l65 ,000 will be us":!ci to fina.'1ce the purchasl:l of 
machinery a.;d equipment in the United States and to pay f~r .A!Ile rican enginee:dnl? 
~ervices. Total over--all cost of the projects is estimated at ~he equivalent of 
.ore thau $J.2 , 000, 000. 

One pr oject provides f or expansion of the Sog Rive~ plant of t he Reykjavik 
Mm,i~ipal Electric Light and Power C,:m1pru:y. !>evelopnent o.f this plant was first 
authorized 1.r. 1933 and the p::.ant went into opera~ion in 1937 with an instaJ.led 
capacity of 8 , 800 kilowatts, In 1944 an additional 5, 500 kilowat.ts of capacity was 
added. 

Under the expansion prngrrun, a drun will be constructed across the Sog River 
abuut 32 miles above neykja~ik and an unde~ground power house to accommodate three 
16,000 kilowo.tt lli1i ts will be built.. Ho;:e·,rer , only t;;o of these units wi.iJ. be 
installed at thls ·cime . A i:.ransmission line from the statJ.on to Reykjavik and sub­
stations, t ransi'orme't's , switchgear and underground cables will also be provided , 

. ECA will pl"ovide f inancing of $3r955 , 000 for ~he p:-oject. for the purchase in 
the Uni tcd States of insula.tors, transmission line to,!ers; steel aluminum "'ires, 
enerator s, transformers, switchgear} and other miscellaneous ~quip!llent as well a s 

engineering pl ans and servi.ccs, Total over- all cost is estimated st the equivalent 
of .i>9, 060 ,000. 

The second project calls for expansion of faciliti es on t he Laxa River in 
nort heast er n Iceland, A relinforced concrete dam? intake works, and power house vill 
be ~onstr ucted, totether wlth a transmjssion line to Jlkureyri , and necessary sub­
st1=1.tion and auxiliary equipment. 

U.S. equipment costing $1,110,000 will be purchased with EGA financing. The 
commodities needed ir..clude:: "''ood poles and crossarms, ins;,ilators , penstock and 
surge tank , copperstr and, a generator , tre.nsf'orreers and switchgear, a turbine, and 
construction machinery. Funds will also be used for supplying American engineering 
services . It is estimated that the total 0ver--all cost will be the equivalent of 
$2 , 9Sl ,OOO . 

The Reykjavik project will supply powe r to meet increased domestic and indus-­
trial demand which has resulted from a .-:ise in population. Po\Je:r from the Laxa 
River pr oject will be used ma inly for domestic consumption in the central part of 
northern Iceland and to supply various industrial plants including a t extile mill , 
three herring oil and meal fact ories and a number of freezing plants. 

# # # 
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L In troductiono 

. The 40 :square km l a ke Myva t i .L~ SJ. 1..u.a ted at elevation ;._/7 m 
above sea level i n t he north-easte . a r ea of Iceland (lat 65° 35' , long 17° 
0' approx)o The r i ver Laxa has it,:; origin.in the west end of the lake and 
flows northwards as shown on Annexure L 

Of the total gross head of the river about 75 mar e concentrate~ 
at a place called Bruaro Here the river falls f r om el . 107 to elo 32 m 
on a length of approxo 1800 mo For different r easons the last 8 rn of this 
head will not be uti l i zed so the gross head that will be developeg ~at 
Bruar is 67 m, viz. from el. 107 to e l o 40 mo 

In the year s 1938-1939 the municipality of Akureyri e r ected 
a 2000 HoP o hydroielect ric development in the upper part of the waterfalls 
at Bruar, from el. 107 to eL 69 mo An extension of 4000 HoP. capacity 
was ins talled in 19440 The capacity of this development is thus 6000 II t 

nowo This development does not utilize more than abto 40% of the wa te.1iJChv 
and can therefore be ext ended by approx 9,000 HoP o 

.. Power from t he . present development is t r ansmitted t o Akureyri 
and Husavik throuigh 33 kV ··high tension transmi ssion linesQ The ca pacity 
of the development is now totally inadequate for t he above ment i oned 
municipalities, b(esides it is intended to extend the t ransmiss ion system 
to the herring oil f a ctories at Hjalteyri and Dagverdareyr i and t o the 
village Dalvik i ncludi ng d i fferent other localiti eso 

The fol1owing t hree alternative hydroelectric develop~ 
ments can be taken into consideration for fulfi l ment of the ·in­
creasing electric power demand, vizo 

L Full development of the upper parts of t he falls at Br-Clar o 
Thus approx o 9 , 000 HoPo can be devel oped as mentioned above o 

2o Full development of t he lower part of the fall s at Br6ar , ioeo 
the head from e l o 69 m to elo 40 mo The total capacity of 
such a devel opment i s approxo 11,500 HoP o 

3o Development of the tot al head at Bruar from e l o 107 to elo 
40, utilized in one power house, the first stage being 16,000 
HoPo and the second stage. l OjOOO. alt o lljOOO HoP o 

In the future different possibilities for further 
hydroelectric developments are at hand, eog o a utilization of t he 

·wa terf low in the iri ver Laxa in the neighbourhood ·of Myva tn at a 
place called Sandvatn , where the gross head is abto· 100 m and capacity 
up to 40,000 HoPo 

· Investiga t ions have shown that it is advantageous to 
develop the lower part of the falls at Bruar now, i.e. the head between 
elo 69 m to el. 40 mo The transmission voltage to Akureyri will be 
66 kV as shown on the map, Annexure l o Later on a 66 kV line will 
be erected from Akureyri to a power plant at Skeidsfosso The ca pacity 
o_f the power plant at Skeidsfoss is now 2,400 HoP. and machi nes f or 
an extension up to 4,800 H0 P o have a1ready been or deredo Power fr om 



' 
this development, which ·1s owned by the municipality of S1glufjordur, 
is transmitted to Siglufjord through a 22 kV transmission line. At 
Siglufjord the greatest herring oil factories are located. These 
factories have own dieselelectric and s teamelectric plants of several 
thousand H.P . capacity. A transmi~ ~ion line tQ the rnun~cipality 
of Olaf sf jor6ur will' probably be cH·ected in the near fut'llre. 

2 . 

It is, ·however, difficult to say at the present moment 
when the distribution system from Laxa Plant w111 :be extended to 
Siglufjor5ur and Olafsfjor6ur and connected to the Skeidsfoss Plant. 
lt is to be expected that this will be done betore 1960. But it has 
been considered safer not to include the consumption or S1glufjor6ur 
and Olafsfjor5ur in the following operation estimate, and ·base the 
financial prospects for the Lax, Plant on consumption in the area from 
Husavik to Dalv:.Ck only. Similarly no demand from large industrial 
centres, which may be established in the distribution area, as e.g. 
an oilhydration plant, 1s included in the estimate, which only covers 
domestic demand and industrial requirements on a scale indicated 
by the development in the utilization of electricity at Akureyri .since 
the first development on the LaxA River was completed. The distribution 
area is here classified into three ~ategories: 

le Akureyri and tpe village of Gler4, which have been 
supplied from the Laxa Plant since the beginning of 
its operation. 

2. Villages with more than 300 inhabitants. H~sav!k, 
Dalvik and Hrisey. H~savik has al~eady been connected 
to the distribution system, with a limited load of 
200 kW, and a normal growth in the -demand is therefore 
not to be expected there, until the hext development 
on Laxa is completed. It is estimated that Dalvik 
and Hrisey will be connected to the Lax~ distrib~tion 
system by the time the next extension begins operationQ 

3o The rural district excl. of the villages. 
In this area the distribution system already reaches 
a few localities, and several additional lines in 
the area have been projected and approved~ It is 
es timated that a population of 1,200 will be supplied 
in this area as soon as the plant extension 1s 
completed. · 

As mentioned above it is intended to extend the transmission 
system t o the herring oil factories at Hjalteyri and Dagverda r eyri!' 
As the activities of these factories are confined to the summer ~onths, 
when the domestic load is small, this extension wi11 not make an 
increase of installed capacity necessary. The ·energy production will 
increase, and the transmission system economy therefore become more 
secure. This factor, however, does not mean any direct increase of 
revenue fo,r the LaxA Development itself and is therefore disregarded 
in the power requirement estimate below. Besides the herring oil 
industry i~ a r ather uncertain factor with regard to power consumption, 
as the power demand depends upon the amount of herring caught withi n 
reach of these· particular factories each fishing . season. 



2. Popula tiono 

The number of inhabitants iP the three part s or the distri­
bution area detailed above , has in the past years, been as shown 
here: 

TABLE I. 

Population 1930 - 1947. 

1. 2. 3. 
Year Akureyr1 & Husav . Dalv. The Rural 

Gler6.rporp & Hrisey Districts 

1930 4,300 1,424 6,429 
35 6,295 
36 6,270 
37 6,298 
38 6,215 
39 6,236 
40 5,723 1,702 6,361 
41 5, 783 1,689 6;294 
42 6,064 1,708 6,278 
43 6,271 1,886 6,042 
44 6,380 1,989 5,881 
45 6,483 1,998 5,737 
46 6, 646 2,050 5,649 
47 6,990. 2,08.8 5,520 

On Ann~xur e 2. attached hereto is a diagram repr~senting 
the population. It shows t hat the number has grown evenly in Akureyri, 
Husavik, Dalvik and Hrisey. On the other hand, a reduction has taken 
place in the rural districts since 1942. A continued growth 1s 
estimated for the two . f irst parts of t he area, similar to that or 
t he past years, and the number of inhabitants in Akureyri and the 
village of Glera will then be above 10 000 in the year 1960, and 
in Husavik , Dalvik and Hrisey about 2 ,800 . In t he rural districts 
and les ser villages, the decrease has been so fast, that continued 
a t the same rate the number of inhabitants will be reduced to about 
4 ,200 in 1960 •. The reason for this decr ease is not primarily a rapid 
desolation of the farms, but r a t her that the farms are r un with a 
reduced number of . people. The labour goes to the towns and seaports 
where the demand for labour has been heavy lately and the living is 
better. It is to be expected that this . flow of labour from the . 
countryside will slow down somewhat in the next years, and perhaps 
a le$ser descrease should be estimated than i ndicated by the broken 
line on Annexure l. The point , however, is not of any _great importance; 
concern:i:-ng the number of i nhabitants in the 3. part of the distribution 
area , as the distri bution system is not supposed to reach all the 
rural distri cts before 1960, and an estima te has not been made further 
than that , It is estimated here tha t by the time the plant extension 



is completed the distribution system will r each 1 ,200 inhabitants in 
the rural d i stric ts, and from then on until 1960 , extensions will reach 
300 inhabitants annually, so that in 1960 the number of inhabitants 
connected will be 3,600 i n this par t oi' t.i1e distribution area • 

• 3. Energy Production, Power Requirement s and L,oad o 

The following Table shows how the power i)roduction for 
Akureyri has grown in the years 1940 to 1948, and the peak load in 
Laxa Plant o Based on that the power consumption per capita is 
calcula ted in k'ff.1hrs. and the load fac tor for. Laxa. Plant in hours . 

TA.BU: IL 

Bnergy Production , Peak Lead and Load f'actor 1940 - 19li..8. 

Energy Production Population Production Fea k Lood Annual 
Year ;·li.11 • kWhrs • acc. to per caP.i ta I.a.xaPlan t Load l<~actor 

Table r. kWhrs. kW0 Laxa Plant 
r.axa Glcra '.J.'otal hours . 

- . -. -
' 

1940 4.80 O.Oi 4.87 5,723 850 1,600 .3,000 
l1l 7.34 0.11 7.45 5, 78.3 1,290. 1,670 4-2370 ' 

l+.2 9.00 - 9.00 6,064 1,1.i.80 1,680 5.350 
li-3 10.37 0 • .51 10.88 6, 271 l,730 1,680 6,200 
41+ 12,47 0,35 12.82 6,380 2,010 3,050 4 ,100 
l15 15,95 0 15.95 6,58.3 2,430 3j780 4,210 
46 20.00 0.05 20.05 6,64£> 3,010 3,850 5,200 

I> 

47 22.38 0.21 22.59 69990 3,290 4i280 5,230 
4B 25.65 0. 34 25.99 (7,200) .. 3,610 1+,440 5,800 

- -

On Annexure 2 the energy ~roduction is shown i n kWhrso per 
capita in Akureyrio Since the LaxA Plant began operation the per capita 
production has grown rapidly , and is i n 1948 3,600 kWhrs per capita. 
In 1949 this i s estima ted to reach 3 , 800 kWhrs per capita, but owing 
to power shortage this can go no higher until t he plant extension in 
Laxa is completedo Following that the power production is estimated 
to grow s l ower than before and reach 6,000 kWhrs o-.per capita in 19600 
For the villages and rural districts outside of Akureyri the power 
produc tion is estimated at 1,000 kWhrs per capita· in the first year of 
operation of the new plant, but should thep grow at a rate similar to 
that of Akureyri in the first years. The power production for that 
section of the distribution a rea will then reach 3,200 kVlhrs per cap"i ta 
in 1960, as shown on the diagram on Annexure 2 o • 

On Annexure 3 are diagrams showing actual power produc tion, 
peak load and annual load factor of the Laxa Plant in 1940 to 1948 as 



set down in Table II, and continued as estimate up to 19600 

In the following Table is shown an es timate of population , 
power production, peak load and annua 1 loRd f'-=,~ tor of the Laxa. PJ.ant. 

Tiu3LE III. 

E:stim ted Energy Production, Peak Load and annual Load li'a.ctor 1949 - 1960. 

Akureyri Villa~es and rural district Total Annual Peak 
Popu- kWhrs • .Mill. 1-'opula tion kV&. Mill 0 Hill. Load Loo.d 

Year la. tion pl"'• kWh. Hus . Rural Total pr. kV&. kWh. Factor. kW. 
C•::.1:i to. Dal. Distr. capita Hours 

Hr. 

1949 7l~OO 3 , 800 28.1 
50 7600 3,800 28.9 
51 7800 3,800 29.6 
52 8050 4,000 32.2 2400 1200 3600 1000 3.6 35.8 4000 9,000 
53 8.300 4,200 34.8 2450 1500 3950 1150 4.5 39.3 4200 9,li-00 
54 8550 4,450 38.0 • 2500 1800 4300 1350 5.7 43.7 4400 9 , 900 
55 8800 4,650 41.0 2550 2100 4650 1550 7.3 48.3 4600 10,500 
56 9050 4,900 44.4 2600 2400 5000 1800 9.0 53.4 4800 11, 100 
57 9.300 5,150 47.9 2650 2700 5350 2100 11.3 59.2 5100 11,600 
58 9600 5,4-00 51.8 2700 3000 5700 2400 13.7 65.5 5400 12;100 
59 9900 5,700 56.4 2750 3300 6050 2800 16. 6 73.0 5700 12,800 
60 10200 6,000 61.2 2800 .3600 6400 3200 20.5 81. 7 6000 13,600 

As may be seen from Tables II and III and diagram on 
Annexure 3 the power production in Laxa Plant grows rapidly in the 
years 1940 - '48 and nearly all of the production goes to Akureyrio 
In 1949 - '51 the installed generating power will not be sufficient 
to allow the demand to grow at the same rateo In 1952 the plant 
extension is expected to be completed, and the installed generating 
power will then suffice to meet the demand from the distribution area 
for several .years ahead. The diagrams on Annexure 3 also show the 
relation between peak load and annual load factor, when the power 
production grows evenlvo When the first development in Laxa began 
operation, the £ :~e~-~: . ~ unit was fully loaded at the outset, 
1 , 600 kW in the year 1940, and could not rise above 1,680 kW until 
1944 when additional machinery was installed o During this period 
the annual load factor increases from 3000 hours in 1940 up to 
6,200 hours in 19430 It should be mentioned that the voltage had 
then been reduced to 5,100 Volt, ioe. the voltage drop was almos t 
23%0 In 1944 new machines were installed, and for a time there was 
no power shortage. The annual load factor drops from 6 ,200 hours 
in 1943 to 4,100 hours in 1944, while the load increases up to 3050 kWo 
The generating power is again fully utilized in 1948 , and the annual 
load factor reaches 5,800 hourso Until the next plant extension is 
completed, no further load increase can be taken in the Laxa plant , . 



but it is estimated that t he annual load factor may increas e to 
6,600 hours, or about 75% of the yearo It is however to be expec t ied 
that this will entail a considerable voltage drop in the distr ibution 
system, and a serious power shorta ge is to be expect ed during the 
period o When the next plant exten•,.;.on i s completed, sufficient power 
will again be available for a time o The annua l load factor i s then 
expected to drop to 4,000 hours, in 1952, to rise again and rea ch 6,000 
hours in 19600 This equals a growt h in demand from 9,000 kWo i n 1952 up 
to 13,6oo· kw in 1960, based on the estimated energy productionc I nstalled 
generating power in the Laxa plant, when the projected extension i:S 
completed, estimated 1952, will be 12,500 kW, and will, according to 
the above, be fully loaded in 19 580 Should Si glufjbr5ur and Olafs f j br6ur . 
be connected to the Laxa plant, or heavy industrial centres be esta blished 
in the distribution area , the generating capac ity of this developm1:mt 
will be exhausted at an earlier date, and the next stage of development 
will have to take pl a ce correspondingly ea rlier o 

4. Cost Esti mate o 

A plan view and a longitudinal section of the proposed 
development of the lower falls at Bruar is shown on Annexure 5o A:s 
mentioned above it is intended to utilize the fall in the river from 
elevation 69 m to elo 40 mo The dam is situated abto 320 m dovmst:ream 
from the power house of present development o Gross head is 29 m, a nd 
full load output is computed 11,500 HoP o by 28 m net heado 

The intake is in the eastern part of the dame A 370 m liong 
pipe of 4 o0 m i nside diameter conducts the water from the dam to t he 
power house, which is situated on the eastern bank.of the river by a 
small island in the river just below the road bridge o Abt~ 100 meters 
above the power house a surge reservoir is erectedo In the power house 
a vertical Francis turbine of 11,500 HoP. capacity is installedo Rated 
output of the alternator is 8 ,000 kW or 10,000 kVA by Oo8 p of o 

It is intended to operate the new power station from the 
existing one, and the outdoor 60 kW switching equipment will be situated 
nearby the power house of the present developmento 

Before the conclusion was reached, that the development 
outlined above was the most favorable one, different alternative plans 
and cost estimates were worket outo The• total cost of the above 
development including the 60. kV HoTo line and the main transformer 
station in Akureyri is estimated kr. 25,240,000o-, based on the ruling 
price level in January 1949 0 

In table IV a tabulation of the estimated cost is shown, . 
where the cost is split into local cost and foreign currency expenditure. 
In table V, below, the estimated distribution of local cost and the 
foreign currency expenditure over the erection period is showno 

The fi gures in these tables are estimated, but based on 
information gathered from various firms as regards purchase of machinery 
and equipment, and a firm schedule of cost cannot be made until definate 
offers are at hand, both as regards constructional work and mechanical 
and electrical equipment. 
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TABLE IV. 

Cost Es timate. 

1 . The Power Plant on Iaxa 
' Construction: 

Materials 
Freight, duty, transpor t , 
erection 
l/.achinery: 
Materials , freieht , 
foreign labour 
Duty, transport , ~rection 
Construction and 
machinery: 
Prer;ara tion a nd 
supervision 

· J:anking and inter est 

2 .;.'he l~ --1'.! Tranmnission Line 

Material s 
Freight, duty etc . 
Transport and erection 
Prer:ara tion and 
supervision 
Banking and inter est 

3. The Transformerstation in 
Akureyri. 

Construction: 
Materials 
F'reight, duty, transport , 
erection 
Electrica l equipnent 
materials,frei ght,foreign 
labour 
Duty, transport, erect ion 
Construction and el. 
equipment. 
Preparation a nd 
supervision 
Banking and interest. 

I.Axa Develonment total 

I 

Total 
mill.kr. 

3 ,102 

7,421 

3, 951 
1,437 

Local cost 
mill . kr. 

7,421 

1,437 

7. 

I•'oreign currency 
expenditure 
mill . kr. 

3,102 

3,951 

0,943 0,435 1 ,378 
1,901 19,1~0 ___ 1_,0_7_4 __ 1_0_,_87_5 __ 0_,_s_2_7 __ 8 ___ ,_3_15 _ _ _ 

1,250 
0,590 
1,.310 . 

0,230 
0,370 

0 , 100 

0,292 

1,142 
0,359 

0, 180 
0,227 

3,750 

2,300 

25 .240 

0,590 
1,310 

0,230 
0, 2,30 

0,292 

0,359 

0, 120 
0,083 

1,250 

2,360 0,140 1, 390 

0,100 

1,142 

o, 854 
o,o6o 
0,144 1 ,446 

14.089 11.151 

JAN1JJffiY 1949. 



VHI,i X• 

WMRYIBLJUN 11,soo H.P. 
Estimated Dis tribution of Local Cost and Foreign Currency Expenditure over the Erection Period. 

• 1949 1950 1951 Total 
LOCAL FOREIGN TOTAL wOCAL FOREI GN TOTAL LOCAL FOREIGN TOTAL LOCAL FOREIGN TOThL 
THOUS THOUS. THOUS THOUS THOUS THOUS THOUS THOUS THOUS THOUS THOUS THOUS 

KR. KR. KRo KR. KR . KR. KR. KR. KR. KR. KR. KR. 

------------·-------•-----------------+--------------
Power Plant 3500 2315 5815 4500 3762 8262 2875 2238 5113 10875 8315 19190 

----·-----•tt---t-----t---•----------------------------➔-------~ 

2360 1 1390 
---M-ai_n_T_r_a_n_s-fo_r_m·e--r-11-----+------1~---+--~---·-+------·--+-----1-----a--- . Ii __ --+ __ __ 

St4t.ion - 366 366 600 580 1180 254 500 754 854 , 1446 2300 

Transmisson Line 100 400 500 1560 890 2450 700 100 3750 

T· o ta 1 3600 3081 6681 6660 5232 11892 3829 2838 6667 14089 11151 25240 
::================= =================== =====! ===-==== ===== =====:::;====== ===== =====:. :===-== ====== 

JANUARY 1949. 



~- Operation Cost. 

In ·ordi3r to make an estirr:n te of eventual operation c ost 
of the Laxa developrient , an exami nati on has been made of the operation 
cost of the Sog power plant i n the years 1938 - 1947. The Sog power 
plant, which suppl ies Reykjavik with electricity, is s ituated at 
approximately th,e same distanee f rom its main source of demand as the 
Lax4 plant, and is in the same cla ss as regards genera ting power as 
the new developm,ent in Lax,, or 20,000 H.P., the lower f a lls in Lax, 
being 11,500 H.P. Maintenance of the High Tension line f:r;-om La_x, tQ 
Akureyri wil l probably be higher than that of the Sog ~ .T. line, as 
conditions are less favourable in the north. Also, the maintenance 
of the Laxa pens tock will probably be hi gher than t hat of the Sog plant, 
as the Sog pens tocks are very short. Furthermore, maintenance has to 
be considered on the surge tank in Laxa, while the Sog plant has no such 
arrangement . Caretaking on the river Lax~ is a lso t o be expec ted to 
be higher than a t Sog. On the other hand maintenance of plant ~achinery 
and substations should be comparatively less than at Sog , as Lax4 w1ll 
have onl7 one generating unit, while the Sog plant ha s three. 

In the following t able is shown the .operation cost of the 
Sogsv1rk ju.n in 1938 - 194?. 



'IABLE vr. 

The ope~ation co~t of Sog Plant 1938 - 1947. 

I . 
I 

. 1938 1939 1940 1941 1942 1943 1944 1945 1946 1947 Total 
1000 % 1000 % 1000 % 1000 % 1000 % 1000 % 11000 % 1000 % 1000 % 1000 % 1000 % 

kr o kr . kr. kr . kr . kr. kr. kr. kr . kr. kr. 

r. 
Maintenance. 
a . Power Plant 29 23 22 21 35 30 37 23 46 20 53 17 149 29 1306 44 109 20 1250 32 1036 28. 7 
b. H.T. Line 14 11 1 1 1 1 1 1 2 1 11 3 29 6 9 1 2 - 7 1 77 2 .1 
c. 3ubstation 1 1 2 2 1 1 4 2 1 - 1 - 5 1 17 2 21 4 40 5 93 2 . 6 
a. :3undr ies 2 2 4 4 4 4 5 3 8 3 4 1 24 5 29 4 22 4 18 2 1 20 3 .3 

Total 46 36 29 27 41 36 47 29 57 - 25 69 22 207 40 361 52 154 28 L115 40 1326 36.7 

II. I Opera tion and l 
caret akino 
a . Power Plant 28 22 32 30 33 28 46 29 76 33 123 38 157 31 157 23 208 38 1229 30 1089 30.2 
b.H. T. Line l 1 - - - - 3 2 - - 3 1 - - 3 - 7 1 24 3 41 1.1 
c . Substation 6 5 5 5 6 5 10 6 20 9 39 12 18 4 19 3 21 4 23 3 167 4 . 6 

- Total 35 28 37 35 39 33 59 37 96 42 165 51 175 34 179 26 236 43 276 35 1297 35.9 

III. 
Overhead Cost 32 25 12 11 12 10 20 13 22 9 27 8 46 9 47 7 52 10 62 8 332 9.2 

rv. 
Other Expenses 14 11 29 27 25 21 34 21 56 24 61 19 85 17 108 15 107 19 138 17 657 18.2 

Total 127 100 107 100 117 100 160 100 231 100 322 100 513 100 695 100 549 100 !'791 100 3612 100 



• 
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A s i mila r s urvey ha s been made of the Laxa Pl ant operat ion 
cost in t he years 1940 - 1946 as shown in the following Table o 

TABLE VIIo 

Laxa Plant operation cost 1940 .. 1946 • 

l9l1-0 1941 1942 1943 1944 1945 1946 ~'otal 
1000 % 1000 % 1000 % 1000 % 1000 % 1000 C'I ,~ 1000 a 

J-J 1000 
kr. kro kro kr. kr. kr . kro kro 

I . 
1fa.intem nce. 

a . Power Plant 13 30 7 ll 8 11 15 11 7 7 
b .H.To Line 10 23 36 56 22 .30 32 25 13 13 
c.Substati on l 3 - - - - 3 2 - -

24 56 43 67 30 l1-l 50 .38 20 20 55 27 72 29 294 

II. 
012era ti on and 
care taking. 

. 

Salaries 12 28 17 27 37 50 66 51 65 64 102 50 107 44 l+c.6 

III. 
Sundri es . 

Overhead Cos t 7 16 4 6 7 9 14 11 16 16 46 23 b5 27 159 

Total 43 100 64 100 74 100 130 100 101 100 203 100 21+4 100 
~ 

On Annexur e 4 is a diagr am showi ng the operation cost of 
Sog Plant and the pr esent Laxa planto All the items included a re sub j ect 
to price fluc tuati ons both in respect of spar e parts fr om a for e i gn 
mar ket, and the domestic price index , in particular t he wages rate. 

I' r; I 

-

• I 

3i.. 

4 1 

J9 
I 

I 
l ( 

I 

: 

The price i ndex has not been calculated for the separa t e cost items , a s 
i t i s doubtful if a f actua l conclusion could be r eached. Ba sed on t he 
present cost of living it seems reasonable to estimate the opera t i on 
cost, less i nterest and repayment of loans, at kr. 8oo,ooo.- f or t he 
Sog Plant , and kr. 300 ,000.- for the Laxa Plant. By comparing the 
operation and ma intenance cost of these t wo development s and taking 
the particulars of the deve l opment of the l ower fall s at Br uar in account, 
it .is estimated that the annual cost of t his 11,500 H.P. dvelopment, 
less interest and annuti es , will reach kr . 460 , 000o - • 



. 
In ·the following estimate of the annual expenditure for the 

lower falls in Laxa, the capi ta'l cost is set at 25 mill. kr., and · 
calculated with a 5 ~- % loan for a t erm of 25 years , t o be repa i d in 
annuties. It is also estimated tha t t he proportionate cost of indi• 
vidual items will be similar to t hat of the Sog Plant: 

Laxa development. 

Lower Falls 11 2 500 H.P. 

Operation Cost: 

Maintena nce. 

a. Power Plant 
b. H.T. Line 
c. Main Transformer Station 
d. Sundries 

Operation. 

a. Power Plant 
b. H.T. Line 
c. Substation 

kr. 
II 

II . 
II 

kr. 
" 
" 

Office expense 
Other expenses 
Interest and repayment of 5½% loan 
in 25 years, 7.45% of kr. 25 mill. 
Unforeseen abtG 10% 

130,000.-
10,000.-
15,000.-
15 , 000.-

140 , 000.-
5,ooo.-

20,000.-

kr. 

kr . 

II 

II 

II 

" 
Total kr: 

170,000.-

165,000.-

45,000.-
80,000.-

1.860 ,000.-
230,000.-

2,,so,000.-
As pointed out before, it is to be expected that some cost 

items will' be higher for the Laxa Plant .than corresponding items for 
Sog Plant, and this would in particular refer to the H.T. Line. This 
higher cost is taken under the item unforeseen above . 

12, 

It is proposed to operate the projected extension and the 
present plant as one undertaking. The operation cost of the present 
plant, including interest and repayment of loans is now about kr. 
000,000. - annually. This cost is not expected to alter in future., and 
will be added to the above estimated cost. The total operation cost 
of the Lax4 Plant, at the ruling price level is then estimated as 
follows: ' 

Plant extension 
Present plant 

kr. 2,550,000.-
11 600,000.-

Total kr. 32150 1000.-



6. ' Financial Survey. 

Estimated Cost and Receipts for Laxa Plant in the Fi rst 9 Years of 

Operation after Development of t he Lower Fallso 

In t he following Table (Table VIII) is shown a survey ·of the 
estimated income and expenses for .Laxa Plant in the first 9 years of 
operation of the 11,500 HoP. development of the. lower falls at Bru.ar • . 
The year 1952 is set down· as the first year of operation, and . the 
estimated sal e of power is taken from the last column in Table III above. 
Attention is drawn to the fact that in Table III the l oad peak i s 
estimated to reach 12,800 kW in 1959 and 13,600 kW in 1960, while the 
installed generating power is only 12,500 kWo It is possible that the 
machinery can be overloaded to produce this amount of power, but in 
Table VIII, the Laxa Plant is not estimated to produce more than the 
stated generating capacity allows. 

TABLE VIII o 

Lax~rvirkjun 12 2 500 kW. Financial Balance Estimate. 

Loan for 25 yearso Interest 5¼%. Sinking funds period 25 yearso 

Year of operation lo ' 2o 3. 4. 5. 6. 7. 8. 9 and 
later 

Energy sold, 
kW.year 9000 9400 9900 10500 11100 11600 12100 12500 12500 

Price: kr/kW.year 300 300 300 300 300 300 300 300 265 

Revenue 1000 kro 2700 2820 2970 J l50 3330 3480 3630 3750 3315 
\ 

Annual cost 
1000 kr o 3150 3150 3150 3150 3150 3150 3150 3150 3150 

Interest on 
deficit at 6% 

48 62 1000 kro - 27 66 59 43 17 -
Total annual 
cost 1000 kro .3150 . 3177 3198 3212 3216 3209 3193 3167 3150 . 
Deficit 1000 kr. 450 357 228 62 - - - - -
Surplus 1000 kr. - - - - 114 271 447 583 165 

Revenue Balance 
1000 kr. 3150 3627 4005 4247 4313 4192 3905 3750 3315 

Accumulated I 

deficit 1000 kr. 4,50 807 1035 1097 983 712 275 - -. 
Accumulated 

. 
surplus 1000 kr. - - - - - - - 308 473 



As will be s een f r om the tab le above t he pr ice of the power 
produc ed is estimated t o be kr . 300.- pr . k\7. year, f or the f irst 8 
year s , then to be reduced to 265. - kr . /kW~ye.ars According t o tho 
s urvey ther e is a loss e s tima t ed i y the f irst four year s , which i s 
to be recover ed in the next four years . The s ur plus in the 8t h year 
is est imat ed a t kr . 308 , 000. ~, to be pa i d i nto the r eserve fund of 
t he deve l opment . Further i t i s estima ted t ha t 5% of t he income or 
kr . 165 ,000.- will be pa i d to the r eserve f und a s of and f r om the 
9t h year of oper a t ion . 

14. 

I t shoul d be mentioned tha t in the foregoing t he gener a ting 
power and price of electric i t y i s based on plant cond i tions . It is 
t o be ex pected that owing to t r ans mission los ses , t he consumer s ' price 
wi l l be higher . However, thi s diff erence is pa rtly e l i minated by t he 
concur r ent load f actor a s mor e than one cons umer is conc erned . This 
point is not t o be enla r ged upon here , as the operation es t ima t e is 
only i nt ended to submit a survey o f ·the economic possibilities of t he 
Lax, Pl ant itse l f . 

The ab ove l oan terms are rat he r unfav orab l e as t he i nt e r est 
i s high , 51 %, a nd t he sinki ng f unds period is a s s umed t o begin after 
the f irs t year of operati on . I n Tab l e IX be low a financial balance· 
estimate is shown when it i s a ssumed t ha t no annuities will be pa id 
the f irst two ·years of operation, and t he s inking f unds pe r i od then 
23 year s . Besides t he t able shows t he effect of decreasing r ate of 
interest on t he est imated f ina ncia l ba l ance. For t he s a ke of 
compar i s i on the price of energy , kr./kW. yr . , remain una lter e_d f r om 
Table VIIf.. 



TABLE IX. 

LAXARVIRK.JUN 122500 kW. 

Financial Balunce Estimate. 

Loan for 2,5 years . Inter est 5 1/2 %, a l t o 5 %2 alt 4- 1/2 %. Sinking funds pcriocl; 

23 years. 

Year of operation 1. 2. 3. 4. 5. 6. 7. ~ I ..... 

Energy s old , k\'l. yrs. 9000 9400 9900 10500 11100 11600 12100 125,00 

Price, kr./kw.yr. 300 300 300 300 306 300 .300 3·00 

Revenue , thous kr. 2700 2820 2970 3150 3330 3480 3630 3750 

Annual cost, thous kr . 2665 2665 3230 3230 3230 3230 3230 32:30 

5 1/2% Surplus , II II 35 155 -260 -80 100 250 400 520 

interest Accumulated 
surplus II II 35 190 - 70 - 150 -50 200 600 1120 

Annual cost, thous kr. 2540 2540 3140 3140 3140 311+0 3140 3140 

5 1t ~urplus , " " 160 280 - 170 10 190 340 490 610 

interest Accum. :_;urplus ti II 160 440 270 280 470 810 1300 1910 

Annual cos t , thous kr. 2415 2415 3o60 3o60 3o60 3o60 jo60 3060 

l~ 1/2% Surplus , 11 II 285 405 -90 90 270 420 510 690 

interest Accum. Sur plus t1 
II 285 690 600 690 960 1380 1950 26.40 

9~ 

12500 

265 

3.315 

3230 

85 

1205 

3140 

175 

2085 

3o60 

2.55 

289.5 



16 .. 

It is evident from Table• IX, that the above financial terms 
are much more f avorable for the Laxarvirkjun than the t erms assumed 
in Table VIII. If the interes t is ~-f :ci def:i_ci t is only expect~d in 
the 3rd and the 4th year, and the a rcumulat~d defic it is reaching i ts 
maxi mum totaling kr .. 150,000. - the fo;xr•th year , decreasing to kr. 500000. ­
during the fifth year and disappearing during the sixth year. If the 
interest is 5 or 4~i only the third year is showing a deficito The 
accumulated surplus from the first two years , when no annuities are paid, 
is then, however, sufficient to cover the deficit of this third year, 
so a revenue balance deficit will not oc cur . 

In the above financial survey the ·energy price, kr.,/kW.yr.,, 
has been determined in accordance with the loan terms assumed in 
Table VIII, and these prices retained in Table IX . According to the 
Act of the Laxarvirkjun the Development is only entitled to put 5% 
of the annual revenue a side to a reserve fund . The price of energy 
may therefore become somewhat lower if the more favorable loan ter□s 
assumed in table IX are obtained. In spi te of that 300 kr/k'!!.yr. 
is considered a very moder a te price of energy, a still lower price is 
very likely to stimulate increasing demand , and thus stabilze the 
financial foundations of the Development. 

Reykjavik, Aprii 13th, 1949. 
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DEVELOPMENT OF THE LOWER FALLS AT BRUAR. en 
PLAN VIEW ANO LONGITUDINAL SECTION. 
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I . 

II . 

Capitel 

Financing Program 
for the Sog and Lax4 Projects 

(All figures in Jill .of Kroner) 
(1 krona A 6 . 1404 u.s . cents) 

Rev1oed ultimo April 1951. 

expenditure 

Sos DeveloI?ment 
End of 1.balt 2 .balt 1 . halt 2.half Total 

1950 1951 1951 1952 1952 

:l European Expenditnre 2. 70 4 . 50 11. 00 7 .06 4 . 40 29 . 66 
Dollar Expenditure 6 . 60 18. 50 27.09 5. 00 3 . 70 61 . 69 
Domeatic Expenditure 1-20 11. ,20 17. 60 1~. 20 12. 10 68. 60 

Totala 16 .80 40. 50 56 .49 25. 96 20 . 20 159. 95 

Lax, DeveloEment •i Burdpean Expenditure 0 .60 2. 04 2.64 0 . 92 6 -~~ b Dollar Expenditure 1 . 16 4 . 26 a .45 1 .93 - 15. 8 
o Do eetic Expenditure 2.ao i -06 2•l2 6 .09 22 . ~o 

4 . 56 10. 36 20. 44 a . 94 44 . 30 

Both Developmonts 

a) European Expenditure 3 . 30 6 . 54 1'3 . 64 7. 9s 4 .40 35 ,86 
b~ Dollar Expenditure 1 .16 22.76 36 -34 6 . 93 3.70 77 .49 
c Domeetio Expenditure 10.30 21 . 56 26 . 95 19. 99 12. 10 90 . 90 

21 . ,6 50. 86 76 . 9'3 34 • 90 20. 20 204 . 25 

Financing Prosrem 

) European Expenditure 

The Eurppean Expenditure is estimated to be ae 
~ollowa, distributed on oountries . 

Sog Development End of l .halt 2. halt l .halt 2 .halt Total 
1950 1951 1951 1952 1952 

Sweden 2. 15 2. eo 5. 00 2 . 00 1 . 69 13. 64 
Denmark 0 . 35 1 . 00 1 . 50 2. 50 2. 17 7 . 52 
Germany 0 . 65 2 . 00 0 . 45 , . 10 
Great Britain - 0 . 05 2. 50 1 . 65 - 4 . 20 
Norway 0 . 20 - - o.~6 0 . 24 1 . 20 

2. 70 4. 50 11.00 7 .06 4 .40 29 .66 
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Laza Deyelopment End of 1 .half 2 t,hal:t l . hal:t 2 . halt Total 
1950 1951 1951 1952 1952 

Sweden 0 . 34 0. 94 Ct . 99 0 . 55 2 . 82 
Denmark 0. 26 o.,, C>. 80 0 . 06 - 1 . 45 
Germ.a~ 6 . 20 C> . 55 0 . 05 - o.ao 
Greet ritain 0 . 4a c, . 12 0 . 07 0 -67 . 
Norway 0. 0Q CJ. 18 0 . 19 0 . 46 

0 . 60 2.04 :~ . 64 0 . 92 6 . 20 

Both Develo~ments 

Sweden 2.49 3.74 ~5 . 99 2. 55 1. 69 16.46 
Denmark 0 .61 1 . 33 ~~ . :,o 2. 56 2 .17 a. en 
Germaey o.es :;~ . 55 0 . 50 3. 90 
Greet Britain. 0 . 53 ~~ -62 1 . 72 4. e7 
Norway 0.20 0 .09 C) . 18 0 . 65 0 . 54 1 . 66 

'3.'.30 6 . 54 l:~ .64 7.9a 4 .40 55 . 86 

The International Bank (IBRD) l:ui1s been approached with 
a view to obtaining a long term loan to ctover the European ex­
penditure, in the above specified ourronc,ies . !?he European 
ezpendi ture to date hae been covered by 1~emporary loans. 

b) Dollar expenditure 

ECA approved on May 10, 1950 thtt projects tor ECA . 
financing on the basia of estimated e~rpenditure for purchases 
trom the United States, amounting to ~13 . 955 .ooo i - tor the 
Sog Project and 11 .110. 000:- for the JC.Sx4 Project . The above 
figure for total expenditure, 77.49 aclll . kronur is slightly 
lower according to present estimate, ,,hich however ie not 
final . ,CA funds already authorized ·to the projeota amount 
to 
loan against 1949/50 allotment, :12 . 00~:>.000:- or 32. 64 mill . kr . 
grant " 1950351 allotment, 12 . 501:,. 0001- or 40 .80 mill .kr . 

s4 . 5oi:, . ooo:- or 73 . 44 m111 .1tr. 

In this program it is assumed tlb.at estimated additional 
ECA tun~e required, 4.05 mill . kr . , will be allotted on grant 
baaie. 

o) Domeetio h'xpenditure. 

The counterpart requirements fo:r the assumed EC.A grant 
are estimated to be 44 .86 mill . kr . an1a the total kroner re­
quirements tor both developments ea tollowai 
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End of l.helf 2. balf l . half 2•hal:t Total 
Xroner Expenditure 1950 1951 1951 1952 1952 

Domestic h'%pend1ture 

1 . Sog Development 7 . 50 17 . 50 17. 60 1,. 90 12. 10 68.60 
2. Lau Development 2.ao 4 ,06 ~-'~ 6. 02 - 22 . ~o · 

Total& 10. 30 21 , 56 26 . 95 19. 99 12. 10 90, 90 

Counterpart requirements 

1 . Sog Development - 25, 77 5. 00 , .10 ,4 ,47 
2 . Lax, Development - - 8 , 45 1 . 23 - 10.~e 

Totel: - ~4 . 22 I 6.~, ~. 70 !!•85 
1, 

Grand Total: l0e'~0 21 , 56 61 .17 1 26·,92 15, 80 1'35, 75 

It is proposed to raise the required kroner funds es 
followsi 

Sog Develo12ment 
Municipal .Provieory Bonda Total Contribution Loan Proceed■ 

(Rey-kjav!k) 
End ot 1950 4 . 00 3 , 50 7 . 50 
l . hel:t 1951 2.00 - 15, 50+3. 50 21 . 00 
2. halt 1951 , .oo - 40 .37 4'3 .37. 
l. half 1952 1 . 00 17. 90 18. 90 
2, halt 1952 2 . 00 1;,.ao 15.ao 

Total: 12. 00 :, . 50 91 .07 106 , 57 
Repe1ment of pro-
vieory loan, 1 , 

3 , 50 halt 1951 - - ,. ,o 
Total: 12.00 - 91 ,07 10:,. 07 

In thia table ie shown• provioory loan which has been 
obtained, but whioh beo to be repaid in the first half o~ 1951, 
from Bond Proceed■ , 

The eelea o~ Bonds .Proceeds for Sogevirkjun have re­
turned to date 4 . 5 mill . kr . leas prepaid interest of o.e mill , 
kr . and it ie intended to continue the sale indefinately. 
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Lextt Develo;ement 

Municipal .Provieory Bonda ~otal Contribution Loan Prooeeda 
(Akureyri) 

End of 1950 1 . 40 1 . 40 2 . 80 
1 . halt 1951 0 . 40 3 .66+1 .oo 5. 06 
2 . half 1951 0 . 70 - 17. 10+0. 40 18 . 20 
l . half 1952 0 . 70 - 7.32 a . 02 

Total 3. 20 1 . 40 29 .4e 34 .oe . 
Repayment of pro-
visory loan, 1. 
half 1951 1 . 40 - 1 . 40 

Total 3 . 20 29-48 32. 68 

In this table is shown a provisory loan •hich has been 
obtained, but whioh haa to be repaid 1n the first half of 1951, 
from Bond Proceeds . 

The e~lea of Bonde Proceeds for Lax,rvirkjun have re­
turned iodate 1 . 3 mill. ~r . less prepaid interest of 0 . 23 mill . 
kr . and it is intended to continue the sale indetinetely . 

Both Developments 

Municipal Provisory 
Contribution Loan 

End. of 1950 
1 . half' 1951 
2 . half 1951 , 
1 . half 1952 
2 . half 1952 

Total: 
Repayment of provis­
ory loan, 1 . half 1951 

Total: 

5. 40 
2 . 40 
3 .70 
1. 7d 
2. 00 

15 . 20 

15 . 20 -

Bonde Total Proceeds 

10.30 
19.16+4 -50 26 . 06 
57. 47+0. 40 6 1 .. S, 

25 . 22 26 . 92 
13 ~80 15.eo 

120. 55 140.65 

... 4. 90 

120 . 55 135 .75 

It is assumed that the contribut1ona from the llluni­
oipali tiee, Reykjavik end Akureyri , will be in the form or long 
term loans . It is further assumed that the developments will 
•ell bonds in order to cover the kroner expenditure in exoees 
of munioipal contributions . 
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n or.ne 
f the present embargo on exports of wooden produc 

~orway.and on the advice 01 the ~inistr,r of Agricultilre 
ffice for Timber and ooden Goods ('l'otlJ:lCr-og trelast;ko 
·t nad een decided that the export of wood~n stave pip 
he Lax.a H,rdroelectric Power Station could t 

'l Aprill, 1952. 

I ' feel sure that you have been infonaed of this embargo 
and are taki.~g the necessary steps to obtain the ~ooden stave 
pipes elsellhere . I would, however, appreciate it if you woul d 
inform me exactl71'hat the situation is at the present time, 
and also how much success you have had in placing your or ders 
elsewhere in order -that the Bank may be in a position to obtain ,._ 
other if necessary. 
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(This document is for the use of the President, Vice President and members 
of the Staff Loan Committee only. Its contents should not be communicated to 
othe r persons except in the course of duty.) 

Minutes of Meeting of titaff .Loan Committee held Ju:00 A.M., i'fednesday., 
April 11:l 1951. 

1. 

2. 

There were present: In attendance: 
Mr. E. H. Clark 

Mr. ,, .A.B. Iliff Mr. s . R. Cope 
Mro L.B. rust Mr. rl. . H. Demuth 
Mr. Ho 1M-. Riley Mr . I~ • Hill 
Mr. A. Broches Mr. N. Patersom 
Mr. M. L. Lejeune ., Secretary Mr. H. rtobinson 

Mr. A. D. .:ipottswood 
Iceland 

The Committee considered the Acting Loan Director's Memorandum on 
Iceland - El.ectric Power Devel opment SLC/0/317, and the Economic 
Department I s Report No. E-148., 'l'he Economic Position of Iceland, and 

(a) CONCURRED in: 

The recommendations of the Acting Loan DirE~ctor. 

(b) AGREED: 

(i) '.Lnat a brief memorandum should b e prepared for sub­
mission to t he Executive Directors stating the Bank1 s 
intention to enter into negotiations vri. th t he Government 
of .Leeland on the Sog and Laxa hydroelectric projects 
and including a note on I celand's creditworthiness and 
an appraisal of t he projects to be financed; 

(ii) 'l'hat thereafter the Bank invite t he l<::elandic Government 
to begin negotiations in Washington as soon as formal 
confirmation of French approval of t h 1e use of Ul% 
French currency for the two projects :i.s received. 

3o Tne Committee took note of Mro E. Harris-on Clark 1 s R,eport Noo E-149 
11::iwmnary .i:ieport of the 'fechnical Assistance Mission t,o Iceland", and 

AGREED: 

{i) That the ~~orking Party should consider Mr. Clark ' s 
.H.eport to the Government of I ceJ.and b,efore it is 
distributed to the Executive Di.rector:s or transmitted 
to the Government of I celanct; 
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