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CAPITALISATION OF IMPAIRED INVESTMENTS 
 

1. Purpose of Report 

1.1 The purpose of the report is for Members to consider the capitalisation of impaired 
investments following approval to do so by the Department for Communities and Local 
Government (CLG). 

 

2. Recommendations 
 It is recommended that the Council: 
2.1 Agrees to the inclusion of impaired investments within the 2009/10 capital programme. 
 
2.2 Agrees the value of impaired investments to be set at a maximum of £4,580,000. 
 
2.3 Delegate to the S151 Officer, in consultation with the Portfolio holder for Governance 

and Corporate Development, the power to fund impairments by the setting aside of 
capital receipts or the consumption of revenue reserves, whichever is deemed most 
appropriate during the closure of the 2009/10 final accounts. 

 
2.4 Delegate to the S151 Officer, in consultation with the Portfolio holder for Governance & 

Corporate Development, the power to replenish resources set aside to finance capital 
expenditure should the final value of impairments prove to be a lower value. 
 

 
Note:  In preparing this report, due regard has been had to equality of opportunity, 
human rights, prevention of crime and disorder, environmental and risk management 
considerations as appropriate.  Relevant officers have been consulted in relation to any 
legal, financial or human resources implications and comments received are reflected in 
the report. 
 

3. Information, Issues and Options 

3.1 Background 

3.1.1 In October 2008 127 Local Authorities and many other public sector bodies 
(including the Audit Commission) found they held investments in Icelandic financial 
institutions (£954m) whom through the collapse of the Icelandic economy were 
unable to honour their financial obligations to depositors. This matter has been the 
subject of much media attention and Members will be well briefed on past events. 

3.1.2    At the time of the collapse Breckland Council had invested £6m with Landsbanki, 
£4m with KSF and £2m with Glitnir. This report seeks to update Members on our 
progress to recover these deposits and to consider our ability to capitalise any 
impairments. 

3.2 Current Position 

3.2.1 Glitnir – Following the decision of the Glitnir Winding-up Board (WUB) to reject the 
argument that local authority claims have priority status, the Local Government 
Association (LGA) and their advisors recently attended a mediation meeting. The 
purpose of the mediation meeting was to provide an opportunity to discuss the 
objection filed in response to the WUB’s decision, to see if agreement could be 
reached before the issue had to be referred to the Icelandic District Court. 

3.2.2    The meeting was constructive, although the WUB were not minded to change their 



decision on priority status, and it therefore seems likely that the issue will be referred 
to the court in due course. The LGA and their advisors are now collating further 
information and refining the legal arguments supporting our case for priority status. 
The LGA remain confident that there is a strong legal argument supporting the case 
for local authorities to be recognised as depositors and entitled to priority status. 

3.2.3    Landsbanki – Similar processes are underway in relation to Landsbanki, although the 
timetable is a couple of weeks behind and the starting point is somewhat different: 
the Landsbanki WUB has accepted local authority claims as having priority status, 
but other creditors (notably bond holders, including various international banks) have 
filed objections to this decision. 

3.2.4   A mediation meeting is scheduled to be held in February, at which there will be 
discussions with bondholders on their objections, and our own objections to the 
WUB’s decision not to accept our claims for interest and costs. The LGA will be 
writing to Landsbanki administrators with more information shortly; however, given 
the crossover with issues affecting Glitnir, much of the preparatory work required for 
the mediation has already been undertaken. It is anticipated both the Glitnir and 
Landsbanki matters will be referred to court. 

3.2.5    The latest update from the administrators of KSF forecast a return of 60-75 pence in 
the pound. This is an improvement on the previous forecast of 50p, which formed the 
basis of the figures used in the final accounts. To date the authority has received 
£1.25m back from this claim, with the next dividend due in Spring 2010.   

3.3 Impairments 

3.3.1 On the 15 December 2009 we wrote to Communities and local Government (CLG) 
applying for a capitalisation direction of £4,580,000 in respect of the impairment of 
Icelandic investments. This application reflects the Glitnir WUB’s decision not to 
recognise Local Authorities as having priority creditor status and may therefore be 
seen as a prudent scenario.  

3.3.2 Accordingly , the Secretary of State has directed, in exercise of his powers under 
sections 16(2)(b) and 20 of the Local Government Act 2003 (“the Act”), that 
Breckland Council (“the Authority”) shall treat as capital expenditure, expenditure 
which: 

            i)    is incurred by the Authority on impairment of Icelandic investments; 

            ii)   exceeds both 5% of the Authority’s General Fund available reserves and 0.25% 
of the Authority’s General Fund budgeted expenditure for the financial year that 
began on 1st April 2009; 

            iii) does not exceed a total of £4,580,000; and 

            iv) is properly incurred by the Authority during the financial year that began on 1 April 
2009. 

3.3.3   The Authority must provide a written return to the CLG by the 15 July 2010 to confirm 
how much expenditure has been capitalised by virtue of this direction. Clearly this 
value will be subject to further change as the legal process develops. It is likely our 
appointed auditors will work with us on this valuation during the closure of the 
2009/10 accounts. 

3.3.4    Members will need to be aware that the value impaired in the 2009/10 accounts is 
unlikely to be the same as that eventually unrecovered. This will necessitate the 
Authority recognising gains or losses within its Income and Expenditure Account until 
such time as the recovery is completed. This may also provide the opportunity to 
replenish set aside resources as and when it is prudent to do so. 

3.3.5    For clarity, should the court find in favour of the legal arguments being prepared by 
the representatives of the LGA, losses could be capped at approximately £2m with 
the opportunity to reduce this through the charging of penalty interest up until the 22 
of April 2010. 



3.4 Options 

3.4.1 To accept the direction from CLG and capitalise impaired investment up to the 
maximum allowed. 

3.4.2 To not capitalise and allow the impairments to become a charge to the Income & 
Expenditure account which would consume general and specific reserves. This is 
not recommended as it could generate “exceptional difficulties” for the medium term 
financial plan. 

3.4.3     To adopt the most beneficial hybrid solution of options 3.4.1 and 3.4.2.  

3.5       Conclusion 

3.5.1    Council are encouraged to take advantage of the approval to capitalise impairments 
which provides certainty of any losses not falling on revenue reserves or council tax 
payers. The capitalisation of impairments would result in an accounting entry that 
demonstrates prudent management of the Councils finances. The value of losses 
remains uncertain and should they prove to be lower than allowed for, the set aside 
resources would be replenished and become available for general use. 

3.6       Reason for Recommendations 

3.6.1   The recommendations will allow the Council to act in a prudent manner and show 
they have in place robust arrangements for managing potential impairments 
regardless as to whether they materialise or not.  

4. Risk and Financial Implications 

4.1 Risk  

4.1.1 There is a risk that the consumption of financial resources will prevent the Council 
from delivering its medium term financial plan (MTFP). This is unlikely as the MTFP 
makes full allowance for the impairments and requires no redirection or revision of 
the Council’s spending plans. 

4.1.2    It is possible that a worse case scenario, where the courts consider that Councils do 
not have preferred creditor status, then the value of losses would be higher than 
planned for. If this scenario were to occur then the MTFP holds adequate capital 
resources to cover further losses without impacting upon the delivery of services. 
Such a scenario would require the Authority to review its capital spending plans. 

4.2 Financial  

4.2.1 The S151 Officer encourages the Council to accept the direction to capitalise 
granted by the Secretary of State.  

5. Legal Implications 

5.1 The Councils Head of Legal Services will provide a watching brief as matters 
progress through the Icelandic courts. 

6. Other Implications    

6.1        None 

a) Equalities:  

b) Section 17, Crime & Disorder Act 1998:  

c) Section 40, Natural Environment & Rural Communities Act 2006:  



d) Human Resources:  

e) Human Rights:   

f) Other:   

7. Alignment to Council Priorities 

7.1 To manage the Council’s resources well to deliver value for money 

8. Ward/Community Affected 

8.1 N/A 

 
Background Papers 
None 
 
Lead Contact Officer: 
Name/Post: Robert Barlow 
Telephone: 01362 656277 
Email: Robert.barlow@breckland.gov.uk 
 


