
APPENDIX B 

Note – Impairments of Financial Investments 
 
Early in October 2008, the Icelandic banks Landesbanki, Kaupthing and Glitner collapsed and the 
UK subsidiaries of the banks, Heritable and Kaupthing Singer and Friedlander went into 
administration. The authority had £12.0 million deposited across three of these institutions, with 
varying maturity dates and interest rates. 
 
Investments included in current assets figure in the Balance Sheet include the following 
investments that have been impaired because of the financial difficulties being experienced by 
Icelandic Banks: 
 

Bank Date 
Invested 

Maturity 
Date 

Amount 
Invested 

Interest 
Rate 

Carrying 
Amount 

Impairment 

Glitner 06/11/2007 06/11/2008 £2,000,000 6.22% £2,124,740 £   127,812 

Kaupthing 16/11/2006 17/11/2008 £2,000,000 5.45% £2,109,597 £1,158,640 

Kaupthing 07/03/2008 09/03/2009 £2,000,000 5.82% £2,117,038 £1,185,186 

Landesbanki 04/10/2006 05/10/2009 £2,000,000 5.36% £2,051,985 £   359,222 

Landesbanki 12/10/2006 12/10/2009 £2,000,000 5.45% £2,159,767 £   380,706 

Landesbanki 06/11/2006 06/11/2009 £2,000,000 5.45% £2,152,301 £   379,510 

 
The carrying amounts of the investments included in the balance sheet have been calculated using 
the present value of the expected repayments, discounted using the investment’s original interest 
rate. The expected repayments have been estimated as follows, based on the statements made by 
the administrator: 
 

Date Glitner Bank KSF Bank Landesbanki Bank 

31 July 2009  £416,470  

31 December 2009  £416,470  

31 March 2010 £2,124,740  £1,497,935 

31 December 2010  £416,470 £1,497,935 

31 December 2011  £416,470 £1,497,935 

31 October 2012  £416,470  

31 December 2012   £1,435,520 

 
Interest credited to the Income and Expenditure Account in respect of the investments is as follows: 
 

Bank Credited 
2007/08 

Received 
2007/08 

Credited 
2008/09 

Received 
2008/09 

Glitner £49,419 £0 £75,322 £0 

Kaupthing £156,969 £109,000 £178,666 £0 

Landesbanki £472,144 £325,200 £254,428 £108,081 

 
Regulations issued in May 2009 allow the authority not to charge amounts relating to impaired 
investments to the General Fund. Such amounts are instead transferred to the Financial 
Instruments Adjustment Account (FIAA), an account that records the timing differences between 
charging these amounts to the General Fund in accordance with the regulations. The authority has 
taken advantage of the regulations, and has transferred the following amounts to the Financial 
Instruments Adjustment Account: 
 

Bank Amount Transferred to Financial 
Instrument Adjustment Account 

Glitner £       3,071 

Kaupthing £2,117,192 

Landesbanki £   755,385 

 
Under the regulations, the authority must transfer the balance on the Financial Instruments 
Adjustment Account to the General Fund no later than 31 March 2011, and must also credit the 
Financial Instruments Adjustment Account with interest earned until such time as the balance has 
been transferred to the General Fund. 
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The current situation with regards to recovery of the sums deposited varies between each 
institution. Based on the latest information available the authority considers that it is appropriate to 
consider an impairment adjustment for the deposits, and has taken the action outlined below. As 
the available information is not definitive as to the amounts and timings of the payments to be made 
by the administrators/ receivers, it is likely that further adjustments will be made to the accounts in 
future years. 
 
Kaupthing Singer and Friedlander Ltd 

The creditor progress report issued by the administrators Ernst and Young, dated 17 April 2009 
outlined that the return to creditors was projected to be a minimum of 50p in the £ but no timescale 
is indicated. The administrator indicated that the estimate could be lower or higher if significant 
issues arose; the 50p in the £ stated is therefore the best estimate within a range of possible 
amounts. The first dividend payment of 10p in the £ minimum is due in the summer of 2009. The 
authority has decided to recognise an impairment based on it recovering 50p in the £ up to October 
2012 (the date when the High Court has permitted the administration to be extended to).  

In calculating the impairment the Authority has therefore made the assumption that the remaining 
40% recovery will be split evenly between December 2009, December 2010, December 2011 and 
October 2012.  

Recoveries are expressed as a percentage of the authority’s claim in the administration, which 
includes interest accrued up to 7 October 2008. 
 
Landesbanki 
 
Landsbanki Islands is an Icelandic entity. Following steps taken by the Icelandic Government in 
early October 2008 its domestic assets and liabilities were transferred to a new bank (new 
Landsbanki) with the management of the affairs of Old Landsbanki being placed in the hands of a 
resolution committee. Old Landsbanki’s affairs are being administered under Icelandic law. Old 
Landsbanki’s latest public presentation of its affairs was made to creditors on 20 February 2009 
and can be viewed on its website. This and other relevant information indicates that recovery of 
between 90-100 % could be achieved, and the authority has taken a mid point position and 
assumed recovery at 95% by 2012. The authority has therefore decided to recognise an impairment 
based on it recovering 95p in the £.  

Recovery is subject to the following uncertainties and risks:  

• Confirmation that deposits enjoy preferential creditor status which is likely to have to be 
tested through the Icelandic courts.  

• The impact of exchange rate fluctuations on the value of assets recovered by the 
resolution committee and on the settlement of the authority’s claim, which may be 
denominated wholly or partly in currencies other than sterling.  

• Settlement of the terms of a ‘bond’ which will allow creditors of old Landsbanki to enjoy 
rights in New Landsbanki.  

• The impact (if any) of the freezing order made by the UK Government over Landsbanki’s 
London branch assets.  

Failure to secure preferential creditor status would have a significant impact upon the amount of the 
deposit that is recoverable. The total assets of the bank only equate to one third of its liabilities, 
assuming that the Bond remains at its current value. Therefore, if preferential creditor status is not 
achieved the recoverable amount may only be 33p in the £.  

No information has been provided by the resolution committee about the timing of any payments to 
depositors. Because it is anticipated that all the assets of Landsbanki Islands will need to be 
realised to repay priority creditors, settlement in a single sum is unlikely. Therefore, in calculating 
the impairment, the authority has used the estimated repayment timetables for Heritable and KS&F 
as a basis for its assumption about the timing of recoveries. It is therefore assumed that the 
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repayment will be split roughly evenly between March 2010, December 2010, December 2011 and 
December 2012.  

Recoveries are expressed as a percentage of the authority’s claim in the administration, which it is 
expected may validly include interest accrued up to 14 November 2008.  

Glitnir Bank  

Glitnir Bank is an Icelandic entity. Following steps taken by the Icelandic Government in early 
October 2008 its domestic assets and liabilities were transferred to a new bank (new Glitnir) with 
the management of the affaires of Old Glitnir being placed in the hands of a resolution committee. 
Old Glitnir’s affairs are being administered under Icelandic law. Old Glitnir’s latest public 
presentation of its affairs was made to creditors on 6 February 2009 and can be viewed on its 
website. This indicates that full recovery of the principal and interest to 14 November 2008 is likely 
to be achieved. Recovery is subject to the following uncertainties and risks:  

• Confirmation that deposits enjoy preferential creditor status which is likely to have to be 
tested through the Icelandic courts.  

• The impact of exchange rate fluctuations on the value of assets recovered by the 
resolution committee and on the settlement of the authority’s claim, which may be 
denominated wholly or partly in currencies other than sterling.  

• Settlement of the terms of a ‘bond’ which will allow creditors of old Glitnir to enjoy rights in 
New Glitnir. 

The authority has therefore decided to recognise impairment based on it recovering the full amount 
of principal and interest up to 14 November 2008 in the future. The impairment therefore reflects 
the loss of interest to the authority until the funds are repaid.  

Failure to secure preferential creditor status would have a significant impact upon the amount of the 
deposit that is recoverable. The total assets of the bank only equate to 40% of its liabilities, 
assuming that the Bond remains at its current estimated value. Therefore, if preferential creditor 
status is not achieved the recoverable amount may only be 40p in the £.  

No information has been provided by the resolution committee about the timing of any payments to 
depositors. Since the value of deposits is small compared to the total asset value of the bank, in 
calculating the impairment the authority has therefore made an assumption that the repayment of 
priority deposits will be made by 31 March 2010.  

Recoveries are expressed as a percentage of the authority’s claim in the administration, which it is 
expected may validly include interest accrued up to 14 November 2008.  

 


