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Quarterly financial accounts for financial institutions in Iceland  

The Central Bank of Iceland has begun publishing on its website the financial accounts of 

Icelandic financial institutions from Q4/2003 onwards. Financial accounts are a part of national 

accounts calculation, which is carried out according to harmonised international accounting 

methods and provides an exact overview of the Icelandic economy and Iceland’s trade with 

other countries. Iceland has not published information in this form before, but the practise is 

well known in other countries and is included in international standards for statistics. The 

financial accounts will facilitate statistical comparison with other countries1. At first, data from 

2003 onwards will be published and updated on the Bank’s website with a time lag of about 10 

weeks. The financial accounts will supplant the credit system accounts that were published on a 

quarterly basis from 1991 to mid-2008. There are some methodological differences between the 

two methods; thus it is not possible to compare credit system accounts with the financial 

accounts. The chief difference is that Treasury foreign borrowings are listed under the public 

sector, whereas they were previously listed under credit systems. In addition, internal 

transactions between parties were deducted in credit system accounts, while this is not done in 

financial accounts calculation.  

Financial accounts for financial institutions are prepared from the balance sheet summaries of 

the Central Bank of Iceland, deposit money banks (DMBs), pension funds, insurance companies, 

miscellaneous credit institutions, and mutual and investment funds. In addition, Government-

administered credit funds2 and financial institutions in winding-up proceedings or composition 

of creditor’s negotiations3 are included among financial institutions while they retain their 

operating licences from the Financial Supervisory Authority (FME).  

 

The financial accounts are prepared in co-operation with Statistics Iceland, which oversees the 

project. The division of tasks between these institutions is carried out so that Statistics Iceland 

handles the accounts of households, the public sector, and non-financial corporations, while the 

Central Bank handles external accounts and financial institutions’ accounts. At a later date, 

Statistics Iceland will publish a summary of financial accounts for the general economy and each 

individual sector. Financial accounts are structured so that one party’s assets are another 

party’s liabilities, and all amounts are sorted by counterparty. When financial accounts 

calculations covering all economic sectors are published in their entirety, it could therefore 

affect the financial accounts for the financial institutions, and some variables could change. This 

will not affect lending or deposits, however. An example is household deposits with credit 

institutions. Households’ deposits are classified as currency and deposits on the assets side of 

household accounts, while they are classified as liabilities in the credit institutions’ accounts and 

entered as currency and deposits there.  

 

 
1 The financial accounts on the OECD‘s website. 
2 These credit funds are the Icelandic Student Loan Fund, Orkusjóður, the New Business Venture Fund, 
and the Depositors’ and Investors’ Guarantee Fund.  
3 List of financial institutions in winding-up proceedings or composition of creditors negotiations. 

http://stats.oecd.org/Index.aspx?DatasetCode=SNA_TABLE720
http://www.sedlabanki.is/lisalib/getfile.aspx?itemid=9122
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Financial accounts are prepared using international methodology, according to the EU’s 

European System of Accounts, ESA95.4 Financial accounts show capital flows between economic 

sectors and with other countries. Only financial assets and liabilities are included. As such, real 

estate, landholdings, and operational assets such as inventories are not part of the financial 

accounts. The financial accounts contain financial assets and liabilities of individual economic 

sectors, classified by counterparty, and capital flows between these sectors. The Central Bank 

publishes only balance sheet stocks at present, however. All amounts in the financial accounts 

are presented at the current year’s price level.  

Parties to the financial accounts  

• The banking system: The Central Bank of Iceland, commercial banks, and savings banks.  

• Other financial institutions: Miscellaneous credit institutions such as investment banks, 

credit undertakings, the Housing Financing Fund and the Institute of Regional Development, 

mutual and investment funds, Government credit funds, and financial institutions in 

winding-up proceedings or composition of creditors negotiations5. 
• Pension funds and insurance companies: Pension funds and insurance companies, both non-

life insurance and life insurance companies. 

The counterparts in financial accounts are classified in the following five economic sectors:  

• Public sector  

• Households 

• Non-financial corporations 

• Financial institutions  

• Foreign countries 

 

In ESA95, it is assumed that all financial products are valued at market value.6 Financial assets 

and liabilities are divided into seven types of financial products:  

• Monetary gold and special drawing rights (SDR) with the International Monetary Fund 

(IMF) 

• Currency and deposits 

• Securities other than shares 

• Loans7 

• Shares and other equity 

• Insurance technical reserves 

• Accounts receivable/payable  

 
4 The European Union’s national accounts standard, ESA95, is based on SNA 1993, the international 
national accounts standard of the United Nations (UN) and thereupon International Monetary Fund 
(IMF).  
5 In the data for financial institutions in winding-up proceedings or composition of creditors negotiations 
information are missing from SPRON, BYR and SpKef.  
6 It is difficult to estimate the market value of shares in unlisted companies. International standards 
recommend that companies listed on the exchange be used to approximate the value of unlisted 
companies. The Icelandic equity market is very small, however, and this method is not viable. It has 
therefore been decided to record unlisted shares at book value.  
7 Loans are valued at book value, that’s the value that reflects the amount that is expected to be recovered 
from the loans. 

http://circa.europa.eu/irc/dsis/nfaccount/info/data/ESA95/en/esa95en.htm
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Table 1 shows a summary of the financial accounts for the second quarter of 2011. Financial 

system assets totalled 10,906 b.kr. at the end of second quarter 2011, including loans8 

amounting to 4,213 b.kr., or just under 39%. Financial system liabilities totalled 15,365 b.kr., 

including deposits amounting to 4,429 b.kr., or just under 28%. A large share of the financial 

system’s financial assets and liabilities are with financial institutions in winding-up proceedings 

or composition negotiations. These companies’ assets amounted to almost two times GDP as of 

the end of second quarter 2011. Their liabilities are considerable; for example, their negative 

equity amounted to over six times GDP. The table also shows totals excluding financial 

institutions in winding-up proceedings or composition negotiations, as these firms will 

disappear from the financial accounts once their estates have been settled.  

Excluding the financial institutions in winding-up proceedings or composition negotiations, the 

banking system comprises the largest part of the financial system, with over 51% of financial 

assets. In second quarter of 2011, the banking system funded itself primarily with customer 

deposits. About 45% of the banking system’s financial assets were loans, and 31% were 

securities.  

The assets of pension funds and insurance companies consist primarily of marketable securities 

and equity capital. Loans granted by these firms constituted about 9% of their financial assets as 

of second quarter of 2010.  

Table 1. Financial accounts for financial institutions, by type of institution – 2. Quarter 

2011  

 
Source: The Central Bank of Iceland 

 

 
8 In these figures, the loans of Arion Bank hf., Íslandsbanki hf., and NBI hf. are assessed at purchase value; 

that is, the price at which these parties purchased the loan portfolio from Kaupthing Bank hf., Glitnir Bank 

hf., and Landsbanki Íslands hf. The purchase value is the amount that is expected to be collected on the 

loans.  
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Table 2 shows the financial institutions’ financial accounts, classified by economic sector. As is 

stated above, one party’s assets are another party’s liabilities. Financial institutions’ assets from 

households – or households’ debts to financial institutions – are estimated at 1,507 b.kr., or 

slightly less than GDP. Of that total, loans to households are estimated at 1,490 b.kr. Financial 

institutions owe households 622 b.kr. in deposits with DMBs and currency issued by the Central 

Bank of Iceland along with 79. b.kr. in insurance assets with insurance companies. Financial 

institutions’ assets from corporations were estimated at 2,016 b.kr. Financial institutions’ 

financial assets and liabilities abroad are all placed in one category – foreign countries – and not 

classified by country. Financial institutions have loans abroad amounting to 5,520 b.kr., the 

majority of them to financial institutions in winding-up proceedings or composition of creditors 

negotiations.  

Table 2. Financial accounts for financial institutions, by counterparty – 2. Quarter 2011 

 
Source: The Central Bank of Iceland 

Lending to households and non-financial companies 

Tables showing lending to households and businesses will be released concurrent with the 

publication of financial accounts. Because of extraordinary circumstances that have dominated 

the Icelandic credit market as a result of the financial crisis of October 2008, loans granted have 

been entered at book value in the financial institutions’ accounts; that is, loans have been 

recognised at the value at which the banks purchased the loan portfolio and should reflect 

expected recovery. Until all loans have been restructured, the book value does not reflect the 

borrowers’ actual debt to the financial institutions. Loan portfolio values are re-evaluated on a 

quarterly basis and may increase or decrease as the financial institutions’ estimate of payment 

flows on the loans changes. They may also change when loan restructuring yields a balance that 

differs from book value. Also shown is the credit provisioning account, which shows 

precautionary entries in connection with lending.  

When the banks collapsed in October 2008, a portion of the failed banks’ deposits and loans 

were transferred by administrative decision to the new banks established on the foundations of 
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the failed institutions. The rule of thumb was that domestic deposits and loans were transferred 

to the new banks. This practise was not followed in all cases, however. Some loans to residents 

of Iceland remained in the old banks, together with loans to non-residents. It should also be 

borne in mind that, upon the collapse of the banks, a portion of the loan portfolios had been 

transferred to special purpose vehicles (SPVs), which then issued bonds secured by the loan 

portfolios in question.9 These instruments are often called collateralised debt obligations 

(CDOs). The SPVs were both domestic and foreign entities. The CDOs remained in the failed 

banks and are recognised as holdings in the SPVs, not as loans. Figures showing loans to 

businesses and households therefore do not provide a comprehensive view of lending to these 

entities. When the operating licences of the financial institutions in winding-up proceedings are 

revoked by the Financial Supervisory Authority (FME), the institutions will no longer be 

classified as financial institutions but as holding companies. At that point, their loans will 

disappear from the tables showing financial institutions’ loans and be transferred to the 

corporate sector. At the end of Q2/2011, three licensed financial institutions were in winding-

up proceedings: Kaupthing Bank, Landsbanki Íslands, and Glitnir.  

Chart 1 shows financial institutions’ lending to households, classified by lender and by type of 

loan, as end of 2. quarter 2011. It is not possible to swap leasing contracts for exchange rate-

linked, indexed, or non-indexed loans; therefore, they are shown separately. The largest lender 

to households is other financial institutions, with 56% of lending. The Housing Financing Fund 

and the Icelandic Student Loan Fund are most prominent in that group. The banking system 

accounts for about 32% of lending to households. The vast majority of loans to households 

(83%) are indexed.  

Chart 1.  

 

Chart 2 shows financial institutions’ lending to corporations from year-end 2003 until the end of 

June 2011. Until Q3/2008, the banking system was the largest lender to corporations. A portion 

of corporate loans were transferred after the commercial banks failed. Some loans remained 

with the winding-up committees of the failed banks and were thereby transferred between 

sectors, from deposit money banks in winding-up proceedings to miscellaneous credit institutions. 

 
9 In some instances, the bookkeeping entries had not been completed by September 2008; therefore, the loans 
were still on the loan books of the parent companies when the banks failed but were recognised as holdings in 
SPVs in the December 2008 accounts of the financial institutions in winding-up proceedings.  
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The loans of parties transferred to the new banks have remained in the sector entitled banking 

system, however. 

Chart 2.  

 

 


