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Re; Reply to query on the occasion of the statement in Intervention of
the EU Commission to the EFTA Court in Case No. E-16l11 - (EFTA
Surveillance Authority and European Commission v lceland)

Reference is made to your letter of 6 June 2012, where the opinion and
assessment of the Central Bank of Iceland is requested as to whether,
and if so how, the new banks, which were established following the
economic collapse, could have financed the obligations of the
Depositors'and Investors' Guarantee Fund (TIF). This was occasioned
by a statement in the brief of the European commission in the case of
the EFTA Court no.E-l6lll.
The central Bank is of the opinion that the statement in question, that
the "... new andfinancially sound banlcs... " could have undertaken the
obligations referred to, is incorrect, because these obligations would
have meant the banking system would not have been able to function,
and it would have been impossible to respond to this.

This opinion is divided into two parts. Firstly, the question is
examined as to whether the public authorities could, from a formal
perspective, have made arangements as proposed in the statement
concerned. secondly, an assessment is made as to whether it would
have been possible to provide the necessary funding at the time the
events took place.

In examining the former point, it must firstly be borne in mind that
upon the establishment of the new banks, a valuation was made by an
independent party of the assets and liabilities transferred. to them. The
Financial Supervisory Authority also set requirements concerning their
minimum capital ratio and liquidity requirements, in addition to certain
conditions regarding risk management, corporate governance etc.
Among the conditions set by the Financial supervisory Authority was
a minimum capitalratio of I6Yo, and l2%oTier 1 capital.

The preparations were carried out in 2009. The new banks' balance
sheets were not finalised until the latter half of 2009, and that of
Landsbankinn not until December 2009. In September 2009, the



insolvent estates of the old banks had not yet decided whether they
would exercise their pre-emptive riglrts to share capital in the new
banks.

According to the new banks' balance sheets at year-end 2009, their
assets amounted to ISK 2,536 billion and their equity to ISK 340
billion. The obligations of rIF resulting from deposits of Landsbanki's
branches in the Netherlands and the uK amounted to, according to the
premises stated in the Foreign Ministry's letter, the equivalent of ISK
707 billion. or around 28o/o of the banks' total assets. It is therefore
clear that if they had been made to pay TIF's obligations, the
conditions for their operating licences would not have been satisfied,
since the obligation was more than double the banks' equity. The
banks' capitalisation would have obviously been so weak that it would
have prevented their borrowing or an additional equity contribution.
The majority of the banks' assets was in ISK. Their effective foreign
currency balance was just under ISK 90 billion at year-end 2009, or
close to 25Yo of the bank's capital base. From this it should be evident
that no foreign assets existed which the banks could have sold for ISK
in order to finance the guarantee fund.

At the end of September 2009, the three new banks' liquid funds,
according to the Centr¿il Bank's Rules, amounted to some ISK 300
billion. Liquidity requirements, however, were increased since, among
other things, there was known to be high uncertainty concerning their
asset portfolios and certain claims had yet to be written down. It was
also known that a large portion of deposits had to be available, since
large depositors held only short-term deposits. As a result, the amount
which could be considered liquid funds was considerably lower.
The central Bank of lceland has a copy of the reply of the Financial
Supervisory Authority, to this same query, dated 11 June 2012. Having
regard to the above, the Central Bank in other respects seconds the
account provided in the response of the Financial Supervisory
Authority.

In the Central Bank's estimation, those actions which are proposed in
the statement would have exhausted completely all the liquid funds
and equity of the new banks and would have required additional
funding, which was not available. It must therefore be deemed that the
financing concerned, i.e. amassing amounts equivalent to EUR 1.322
billion, on the one hand, and GBP 2.254 billion on the other, in ISK,
would have been completely impossible at the time the events took
place.

As previously mentioned, when these events took place, TIF,s
obligations resulting from deposits in Landsbanki's branches in the
UK and the Netherlands amounted to ISK 707 billion. For purposes of
comparison, it could be pointed out that this amount was equivalent to
47Yo of Iceland's GDP in 2009 while, by comparison, 47yo of the
Eurozone GDP amounted to EUR 4,160 billion and a similar
proportion of the UK GDP amounted to GBp 3,700 billion.

It should therefore be obvious that financing of this magnitude would
have been completely impossible for the new banks, and this would
probably be the case for any bank whatsoever. It must be borne in



mind that the new banks had no possibilities of obtaining credit. They
had no access to foreign credit markets and in fact this remains
negligible. As a clear example of this, one of the new banks, Arion
Bank hf., concluded an issue of covered bonds in May this year, of
which it managed to sell a total of ISK L22 billion to institutional
investors. It should be evident that the size of such issues which the
new banks can manage, even three years after the events took place, is
minuscule compared with the amounts which are involved in the
statement under discussion here. No other Icelandic bank has
aftempted such a bond issue during the time which has elapsed since
the economic collapse.

It might seem tempting to conclude that the state, as the majority or
even sole owner of the new banks, could have assisted them. Two
options could have been considered. Firstly, financing them
domestically with bond issues by the Treasury. The figures concerned
here, however, must be regarded as of such magnitude that this would
have been completely impossible. It must be remembered that at this
time uncertainty was high concerning the cost to the public sector
resulting from the financial collapse. The prospect was for public debt
to soar to well over 1000á of GDP. The Treasury's additional bond
issuance, which was necessary in part due to the establishment of the
banks, was considered to be pushing the limits of what was possible.
Significant borrowing by the Treasury in excess of this would have
threatened both the sustainability of the Treasury's debt position and
the budget deficit targets which were part of the Economic Recovery
Programme agreed by the Icelandic govemment and the International
Monetary Fund (IMF).

Foreign financing markets were closed to the state, in part due to the
Icesave dispute and a freezing order imposed by the UK govemment.
The actions of the UK government were particularly onerous and
played a role in allowing the Icelandic state only access to bilateral
loans from the Nordic countries and the IMF, on the condition that
these funds would not be used for payment of claims made on TIF. In
fact, it could be pointed out that credit markets were practically closed
to the Icelandic state right from the beginning of 2008, even though its
credit rating atthattime was very high; this rating would subsequently
plummet in the wake of the economic collapse. Not only were
international credit markets therefore completely closed to the
Icelandic state, in every traditional sense, this applied also to the
Icelandic banking system.

Although the Treasury eventually did manage to complete an offering
on foreign financial markets, which was in fact the Treasury's largest
issue since 2006, the amount of this issue came nowhere near to
bridging the gap concerned in the statement. The purpose of that issue
was, in particular; to extend Treasury financing, in order to strengthen
the country's currency reserves in preparation for sizeable foreign
maturities in late 20II and to build confidence on markets abroad in
the Treasury's payment capacity. A larger borrowing for another



purpose would have completely destroyed the state's possibility of
gaining permanent access to foreign financing.

The above-mentioned facts clearly demonstrate that it is completely
unrealistic to imagine that TIF could have financed itself at the time
when the events took place. Its possibilities could, at best, have been
similar to that of the Icelandic state, with its guarantee, or the Icelandic
banks at this time.

In view of the above, the Central Bank is of the opinion that the
statement referred to in your letter, and concerning which an opinion
was requested, is incorrect on all principal points because the
obligations which would have resulted from responding in the manner
indicated in the statement would not only have made the new banking
system unable to function, it would have been impossible to establish
it if such had been attempted under the burdens anticipated in the
statement.

Respectfully yours,
CrNrn¿,r BeNr oF IcELAND

Arnór Sighvatsson [sign.]
Deputy Governor

Ragnar Árn Sigurðarson,
District Court attorney [sign.],
Alternate Chief Legal Counsel

I hereby certify this to be
a true and fair translation of
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Utanríkisráðuneytið
Rauðararstíg 25
15ü Reykjavík

{Fj; Svar við $,¡**U*o í tilefej af greinargerð Fr¿rnkvæmdas,tj,órnar
ÐSB til EFTA-dómstólsins í máli nr. E-l6/1f {8S.4. og
Framkvæmdasdórn ESB gegn Íslandi).

Vis*ð er tÍl c-rç,fs raõuneytisins, d*gs. ð, j,ú,fií 2$12, þar ser:: *skað er
eftir xmsrign og rn*Èi SeðlabffikÊ IsIânds á því hv.ort og þã hvernig
hinir. nyjtr bankar, sem settir voru á laggiraar eftir cfnahagshfffiið,
hefðu getað {ármagnað skuldbi:rdíngar Tryggingarsjóõs
iunrtæðucige*da og $,arfeste. fir það i tilefni af fuliyrðingu Í
greinatgerð framkvæmdas$órnarinnar í máli EFTA-dómstólsins nr. E-
1611 1.

Seðlabankinfl er þein"ar skoðunar að fullyrðing sú sem urn ræðir, um
að hið nfj,a og tra*sta bankaker$ {u,... neu, and ,finctneially sousd
b*n'Íæ'.") hefäi getað axlað þær skuld,,bi*dingar ser¡ vícað er til, sé
röng vegna þess að þær skuldbindingar hefðu gert bankakerflrð
óstarftræft, c* ó,nnögulegt hef,ðj vcrið að bregðast viö því.
Umsögn þessi skiptist í tvo þætti. i fyrsta lagi er skoðaö hvort
stjérnvöld hefðu for+rlega s*ð getað !et{ið á ¡ndlurn eins cg lagt er upp
með í fullyrðingunni sem unr ræöic. i tiöru lagi er lagt mai rå þaö hvãrt
mög*legt keffii verið að veita nauðsEnìega frármuni á þeim tirna serrl
afvi.k áttu sér stað.

Við. skeö,uû á fy¡ra atriðiru: er í fyrsËa lagÍ að lí¡a ti1 þess að viö
stelhun nfjri bærkenna fór fram rnat o*ráðs aðila á eignum cg skutrd.um
sem fTuttar voru í þrå. $rirmrílacftirlitið gerði einnig knifur um lágmark
eigiafiårhlutf¿lls, l*use,$,i*rlrðfur. arrk þess sem nfju bankamir þnr,ft.u
aö up¡fy,Iia viss skilyrði.urn ¿ihæ$nsf$ringu, stjérnarhætti o.fl. Meðal
þeirra shilyrða sem Fit*mrriieeft:rlitið setri ver lsYo eigin$århlutfalÌ,
þar af I29rc sem sar,nanstôð af eiginÇfuþætti Á".

Þessi urÌdirhrl*ingw fór ftam å rárir.r--Rr ?tt9. Ëfnahagsreikningar nyjx
b+nkanna varu ekki kom*ir í enda*legÉ horf f,y+r e¿ á seinni hiurq,rårc
20û9 og eûrahaqsreikningur Landsbankafts var ekki tilbuinn fyrr en í
desernber 2009. I september 20tg höfðu þrctabri gömlu bankanna enn
ekki akveðið lwen þeir rnyad* nfia ka*prétri Í n¡iju bönkunun.
sqmhvæmt efhahagsreil*ni.ngum nfju banka*na Í árslo* 2tûg voru
eigcir þeina 2-536 m*.ler. og ergið fé þeirya *ary 34û ¡nri,kr.



-"ffiM
;ffiW;ù{eNu

Skuldbindingar tryggixgarsþðsins Y*g$ã itnstæõna i ritibúu:n
Lsndsbarrkau's Í H+llalrdi cg Bretlandi námu, skv. fursendrmr i bréfi
utanrikisráðuneytisinq krónugreiðslu að $rirhæð um 7Û7 ma' kr., eða

um 28% af heildareignurn bankanna. Því er ljóst að ef þeim hefði veriõ
gert að greiða skr¡l hindì$g*r try'gglngarsjððsins hefði skilyrði fyrir
sfarfsleyfi ekki verið fyrir her:di enda skuldbindingra meira err tvöfalt
eigiõ fé bankanna Augtjôslega heffii eiginfiárstaða ba¡rka*ca orðið
svo veik að það hcföi kor*ið í veg fyrir la::r$l<ur þeirra *õa atkiö
eiginfiarframlag.

Meirihtuti eig*a benkanna vår Í islenskur¡ lcró.n*'m. Virkr¡r
giatdeyrisjöftruður var tæplega 9t ma.kr. í lek ars 2COp eða tæplega

?5sl* af eigi*firirg,r,unni bankanne. ,4f þ-:rí má vera ljést að e*lci voru ti{
staðar edendar eig*ir sçHì benkðfitir ireåfti g.etêõ selt fyrir kxÓnw svo

unnl væri aS Sarmagna tryggingarsjéðinn.

I-*usa$ staöa *$;iu banka*n¿ þriggia skv. reglum $eðlaba¡ka¡¡s r¡ar

um 3tS ma.kr. í lok september 2Ût9. Kröit¡r u¡n lausï fé voru hins
v€gâr auknar þat setn vitaö v¿r r¡,*. að m'ikil óvissa ríkti urn
eignasafnið og eftir var að færa niður vissar kröfur. Einnig var vitað að

rnikill htr¡ti i$$fánâ þurfii âö vera tii te-.iðu þar sem storir
innstæðue-igerdrlr voru aöeins með irullån til sTtamr*s {Íl*a Því var $rn

aö ræða trituverr lægri $fuhæð sem måtti telja til lauss firår.

Seölabanki islands hefr¡r undir höndum svar FjármálaeftÍrlitsins um

hið sarna, d*gs. I t. júni 2t12. AÕ. tck*u titliti tit þest sem hér lrefur
verið sagt vill Seðlabankinn að öðru leyti taka undir það sem fram
kennrs i svari Fjárunálaeft irlitsins.

Það er þvÍ Ír¡at Seð,Iaba*kans, að þær aðgerðir sern lagðar en¡ til i
fullyrðingu*ui hefðu þrnkeð algerlega upp allt lar¡st fe *g eigi$ fe
hinna nfju hanka, og kallaö á auksa fiånntignun, ssnì el{:ki var fyrir
hendi. ÞvÍ verðsr að telja að firåHnd;Ignunitr serfl arrr ræðir, þ.e. að safna
fjfufuæðuu að jafovirði anrtars rrç€êr l,ïã?mifljarði svr'¡r g hias vegar
2"354 milljörðum breskra purlda, i íslenskum kró*um, hafi verið nreð

Õihr óm*guleg â þeim tÍr,*a sem alvik ¡åttu sé¡ ste*.

Senre Srr segir naru skuldbindingtryggingarsjóösins vegne innslæënn i
útibtum Lardsbankaes i Sretlandi og Hollendi 7ü? milljðrðum
isler¡skra lcróna þcgar ati'ile gerðust. Til ssnran'br¡rðs arå nefna að

fi,fuhæõi:r ¡rar¡r +?'9ô æf vergri landsframlsiðslu islands ådð ?Sû9. Ti¡
samanbwõar námu 47Yo af vergri landsframlciðslu er,t¡svæðisins iirið
2t0S 4.t60 rnil.tjtirðurn svr,å $g satnsv*randi hlutfatl af
Iandsf¡am}*i$slu Bretlærds nam 3.?$t miiljörõum punda.
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Því'må vera ljós* að {årrltögnun afþeini stærðargráðu lrefléi verið n$u
txinkunum með öllu ómöguleg og á þaõ líklega við um hvaða uan*u
$sm er. Rétt er að hafa í huqa að, hinu nfja baritcar hõfõu ekkert
Iãnstraust. .dðgengi þeirra að erle*dr¡m lénary¡örkuð*m v*r ekkeri +g er
rau$år enn hvsrfandi- se¡s dærni rná nefna þá iauk einn af nEju
bönk*nurn, .4rion baËki H.n í rnaí sl. við skuidabr,efaútbað, máð
sérE'yggðurn skuldabréfum, þar sêra seld vÊm skurdabréf tit
fagf.¡árfesta fyrir 1,,22 r*rilljarð lsler:skra hréns. Ljóst má vera að stæ¡ð
slíksrttboðs serrr w á f,æri njjn banka*as, jafrrvel þrenrur år,um eÊir að
atburðir átfu sér stað, er hverfandi i samanburði við þá {arhæð sern
ræÈt er un í fullyrðíngunni'sern h*r um ,ræðir. Enginn *rular íslensfu¡r
banki he*¡r rcyxt *lï'kt skr*dabréfaritboð :i þeim tÍma sern liði*n er frá
efnahagshruninu.

Einhver kyn*i að r*ffia sçïîì s:vo að ríkið, sem stór eða eini eìga*di
nyju bankanna, kefði getaö komið þeim til aðst$ðaË. Tvç*nt he{ði
lesmið til grcina. Annars vegar $áunögnun innanra¡ds rne
skuldabréfa{¡tspð,um ríkissjóðs. Teija ver,ður að þær stærðir sem héy
um ræðir hefðu verið svo háar að s¡íkr helõi verið með öllu ómögulegt.
tr'íta verður til þess að á þessum tlma ríkti mfül é,vissa um koàmáð
hins opinbera af fiánnrÈIallrurliau. l{orfur voru å aõ skr*ldir hfurs
opinbera gætu farið urntalsvert yfir 10û% af landsframleiõslu, að
Icesave-skuldbindingunni fráralinni. Aukin skuldabréfaútgáfa
ríkir,sþðs, sem neuðsynleg var m.¿l vsgEâ stofnr¡nar bankanna, var
talin viõ rnörk hins mögulnga. LÉn{aha rÍ,kissjóõs ünfa}sverf umfram
það. heföi teflt sjålfbæmi skuldastöðu rikissjoðs í tvísþu og þim
rnarltlniðullr unr h{la á rítrissj'óðí seïn var hh¡ti af ef"a*ag&ælun
s tj érvalda í samstarfî vi ö A lþj óðagj aldeyr! s sjéðinn.

Erlçndir lfusS,r{rl*arkaðk voru lokaðir rÍkissjôði, meðal aÊaår¡ 1¡egnå
Ieesave deîh¡nnar ng aðgeröa breskra stjómvalda {e. freezing *udãÐ,
vonr aðgerðir bresiaa stjórnvalda sérstaklega þungàærar) og ãtt, ri*
þátt í þ,rí að isle*rska ríkinu buðr¡sJ eir$ragis TviHid Ián &á
Norður}<indunur¡ cg. Atþj,ððagialdelrissjóðnum, sem skilyrt var,rì við
þaõ $ þeir $rármunir yrõu e&,ti notâðir til greiðslu á því sem
tryggingarsjóöurinn var krafinn urn. Raunar má bendi â, að
l¡i*arnarksðir voru því sern næsÊ lckaðir islcnsk¿ rfkinu alveg frá
ársbyrjun 20û8, og það þó lánshæfismar haflr á þeim tíma verið afar
lt{tt, ea þaõ æat áfti svc cftir að hriðfaåla ï kjiïifar efnahagshr,unsias.
Alþjóðiegir l¿iÍâmarkaðir voru því ekki einungis algerlega lokaðir
íslenska ríkinu, í öllum hefðbundnurn skilning;, n*t¿L áfi*i það enn
frekar við u¡n Ístrerrska be¡,lcakerfið,

Þótt ríkisqj6ði tækist uÍn sÌðir aÕ ljrÉka våð útboõ å erlendwn
Srá*náxa*rörkwn, sem reyndar var stærsta útgåfa rÍkissj*ðs síðall árið
1û.?6,_T* firárhæð þeirrar úrgáfii ekki nåtægt þi að b*a það bil se*r
fully'rðinsin lgtur að" Tilgangur rltgiifuimar þ*¡ur *inkum sq eñ l**gi*,
Í Sr{nrlögnun ríkissjóð*, i þvi skyrri að sryrkja gialdeyrisforða landsins,
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d
Arnór Sighvadsson

Ê*uo*Å"*W-
Ragr{ar Á.rni Sigurða$on hdt,

f1'rir veruþar endurgreiðslsr af erlendur$ lánr¡rx siðIa a¡s 2ûll, og
hyggia upp traust å greiõslugetu sjéðsins å erler:dua æörkuðunr
stær,ri l¿{*taka í öðr¡rn tilgangi hef,ði ¡ueð öllu eyðìIeøt möguieika
ríkissj,ððs til þess as öðIast v.ar*nlegan aðgang að crlendr¡ Ëårlsfé,
Þå syna ofangreindar staðreyndir glägglega að fulrken:lega sraunsætt
er að tryggingarsjóðurinn. hefói sjrålå:r getað $ármagnað sig á þeirn
tíma þegar atvih gnrðust" &4'ðgui*ikar hans hefðu í besta falli getað
orõið svþðir og íslenslça ríkisins, með ábyrgð þe*s" eða ísteiskra
banka á þessum t{rna.

vegna þess sem að &a¡nan er ¡akið er seðlabanki*n þeinar skoðw¡ar
að sú fuIlyrðing sern vísað er til í brefi. råðu$ewisins, sg sern leitað er
$msagnar um, sé í öllurn rneginatriðum röng, vegna þess að þær
skuldbindiagðr seft1 lcitt hef,ði¡ al'þvi að bregõast við me-ð þei*l hã*i
yq fulb'rðingi1 kveðr¡r å urn hefð* ekki aðeins gert hið n$a
bankakerlì óstarfhæft, heldur hefói verið ógerleg aö kãma því á fbt
undìr þeim kvöðu$l sÊr:l fullyrðingin gerir ráð fyrir.

Virðingarf,yllst,
SEÐLABANKI iST-Ah¡ÞS

aðstoðarbank*stjóri staõgengill aõallögfræðirags


