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Introduction and events so far

1. Kaupthing Singer and Friedlander (KSF) Isle of Man (IOM) is an Isle of Man based subsidiary of Kaupthing hf, based in Iceland. Kaupthing hf gave Isle of Man authorities a reassuring and confidence-building “parental guarantee” in November 2007, which KSF IOM used to reassure depositors right up to the bank’s collapse.

2. KSF IOM has many customers: British expatriates, UK residents, Isle of Man residents and citizens of other countries. These customers are not tax evaders. Many people have banked with KSF IOM only because they cannot open onshore accounts in the UK or their country of citizenship, as they do not have a permanent address in their country of citizenship. Many depositors originally opened an account with Derbyshire Offshore or with Singer and Friedlander before these institutions were taken over by Kaupthing. KSF IOM depositors pay tax on interest as described in “Notes to editors”.

3. On 7th October 2008, the UK government’s Treasury issued a Transfer Order to transfer most deposits from Kaupthing Singer & Friedlander Limited’s (KSF UK, a UK incorporated subsidiary of Kaupthing and an affiliate of KSF IOM) Internet-based “Kaupthing Edge” savings brand to Dutch bank ING’s ING Direct banking operation. KSF UK was then placed into administration.

4. On 8th October 2008, Isle of Man Financial Supervision Commission authorities held a meeting with the board of KSF IOM. Together, they agreed to suspend KSF IOM’s banking licence with immediate effect, and appoint a provisional liquidator (also referred to by Isle of Man authorities as liquidator provisionally), Mike Simpson of PriceWaterhouseCoopers.

5. As a result of the removal of the bank’s licence, the bank was unable to conduct any transactions, leaving depositors unable to access their funds. 


This has caused immediate problems for:

· depositors relying on the bank’s current account facilities for their day-to-day banking needs

· depositors who had their entire life savings or proceeds of property/business sales deposited with the bank

· depositors who depend on interest payments as their primary source of income


The extent of the widespread concern, anxiety and despair felt amongst depositors is clearly understandable when it is considered that many depositors are retirees with their entire life savings in KSF IOM. They are now facing a future of poverty and destitution despite lives of sound and prudent financial management and saving.

There is significant concern, coupled with a lack of official information, around so-called “in flight” transactions—requests for withdrawals received by the bank, supposedly actioned but yet to arrive at their destination.

6. On 9th October, frustrated with a complete lack of information from any source concerning KSF IOM’s status, a small number of depositors created the KSF IOM Depositors web site and the Depositors’ Action Group was born. Other web sites were also created, highlighting the sheer level of concern and panic amongst depositors.

7. Initial discussions on the action group’s web site focused on how the bank could have ended up in its present situation.

Subsequent updates from the provisional liquidator have revealed that KSF IOM held deposits of GBP 840 million. Approximately GBP 105 million of this was held on the Isle of Man itself with various other institutions. However, the bulk of this money, some GBP 557.154 million (as stated in a KSF IOM summary balance sheet included as exhibit AA7 in the second sworn affidavit of Aidan Doherty, KSF IOM Managing Director) was held in KSF UK’s London office. This amount, representing the hard-earned savings of many depositors, was effectively frozen by the UK government when they placed KSF UK into administration. The affidavit (page 4, paragraph 13(iv) ) states: “The arrangements in place with KSF [UK] allowed the Company to pay its debts, including its liabilities in respect of depositors, as and when they fell due”.

8. Placing KSF UK into administration directly led to KSF IOM being put into provisional liquidation, as the bank clearly did not have sufficient liquidity to continue operating normally. The UK government’s actions were primarily aimed at protecting the interests of UK onshore depositors, but have had serious consequences for KSF IOM depositors. Had KSF UK not been placed in administration, KSF IOM would have been able to continue normally. Until recently, both Kaupthing and Landsbanki (the two biggest banks in Iceland) enjoyed high credit ratings well above both Bradford and Bingley and Alliance and Leicester. Furthermore, KSF IOM had little if any direct exposure to sub-prime mortgages, hence the bank was in a strong position.

9. Since the start of this crisis, further details have emerged. It is now clear that the UK Financial Services Authority was concerned about the state of the Icelandic economy. Recognising that KSF IOM was directly owned by Kaupthing hf in Iceland, and the possible risk of the bank’s assets being used to guarantee domestic Icelandic deposits, the Financial Services Authority advised the Isle of Man’s Financial Supervision Commission to secure deposits by “upstreaming” them. In this case, KSF IOM sent the majority of customer deposits to KSF UK in London.

10. An administrator from Ernst & Young is now managing KSF UK’s assets. The “court file on proceedings” are “sealed”—that is, they are confidential. Mike Simpson, the KSF IOM provisional liquidator, has described this as “without precedent”. This secrecy has only increased the frustration and concern amongst KSF IOM depositors.

11. A court hearing in Douglas, Isle of Man, on Friday 24th October to decide whether KSF IOM should be wound up has been adjourned until 27th November to allow more time for high-level negotiations between Isle of Man and UK authorities.

Position of the Kaupthing Singer and Friedlander (Isle of Man) Depositors’ Action Group

1. The action group wishes to recover 100% of deposits held within the bank in a timely manner. The action group considers a full return of deposits to protect the interests of KSF IOM depositors essential as:

a) depositors have saved prudently, in some cases over entire working careers. Saving and careful financial planning is clearly behaviour which should be encouraged, incentivised and defended.


b) depositors are not best placed to bear the risk of the bank’s insolvency, as they have no practical access to the bank’s management, no involvement in day-to-day operations and so on.


Depositors must not be allowed to suffer financially from the bank’s failure.

2. The action group considers even the revised Isle of Man Depositors Compensation scheme as largely inadequate as:

a) there is no “standing fund” in the event that payments are required. The Isle of Man government can only impose relatively low levies on other banks on the island, and therefore claims can take many years to get settled.


b) the compensation scheme will not help those with deposits of over GBP 50,000. Many depositors have deposits of well over GBP 50,000.

c) many categories of KSF IOM saver are not covered by the scheme. For example, those who invested in bonds with organisations like Royal Skandia are not directly covered as these organisations are treated as single depositors.

3. The action group believes that poorly thought-out action taken by the UK government contributed significantly to the collapse of KSF IOM.

4. The action group requires the immediate return of KSF IOM assets held within KSF UK.

5. The action group does not expect nor require the UK government to compensate depositors. It simply demands that the UK government returns money rightfully owed to KSF IOM depositors.

The action group further demands that the UK government acknowledges that the vast majority of action group members are UK citizens, many of whom have plans to eventually return to the UK for retirement. Many depositors were saving towards buying a house in the UK for their retirement, and are now unable to do so, causing a significant knock-on effect for the UK economy.

It is also worth restating KSF IOM’s strong position and solvency. It had a very favourable loan to deposit ratio, with little if any exposure to “toxic” sub-prime debt. The bank did not require government intervention.

6. The action group is aware of the “parental guarantee” lodged by Kaupthing hf with Isle of Man authorities, but consider this a “last resort” solution, given the current state of the Icelandic economy. The group views the return of deposits held in KSF UK or at least a clear commitment to do so as crucial to solving the crisis.

7. Due to its strong and secure position, KSF IOM was able to offer small but marginally more competitive rates of interest than other banks. Thus it attracted depositors who naturally sought the best return for their money. There was never any suggestion that their money might be ‘at risk’ solely on account of the mal-administration of the bank. 

8. The action group (including the Isle of Man and UK teams and the wider member base) will continue its fight for all depositors to be compensated in full. The group will build on its successes and achievements thus far: meeting held with the Icelandic ambassador to the UK and a petition with ~1,000 signatures submitted.
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Notes to editors:

1. The Isle of Man is a United Kingdom Crown Dependency. It is not part of the United Kingdom nor is it part of the European Union.

2. The Isle of Man’s substantial financial services industry (accounting for a large proportion of the island’s economy) is regulated by the Financial Supervision Commission.

3. KSF IOM account holders are overwhelmingly ordinary, hardworking people—not tax evaders. KSF IOM account holders fall into one of four broad tax liability categories:

· Inline with the European Savings Tax Directive, UK and wider EU resident savers could be taxed at source by the Isle of Man, which then withheld a proportion (income for the island) and remitted the remainder to the relevant jurisdiction. Alternatively, savers could agree to information sharing with their home tax authority.

· UK expatriate savers outside the EU who have no liability to UK or Isle of Man taxation until they return, and who are prohibited by law from having a UK onshore bank account without a permanent UK address. These savers are taxed in their country of residence.

· Non-British, non-resident savers who have no liability to UK or Isle of Man taxation.

· Isle of Man savers who used the bank as their ordinary high street bank and pay tax on interest through annual tax returns (as interest is paid gross). 
