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KAUPTHING SINGER & FRIEDLANDER LIMITED 
 

 

Directors’ Report 
 

The Directors submit their annual report, together with the audited accounts of Kaupthing Singer & Friedlander 
Limited ("the Company") for the year ended 31 December 2006. 
 
 
PRINCIPAL ACTIVITIES AND BUSINESS REVIEW 
 
The Company is an authorised institution for the purposes of the Banking Act 1987. 
 
Overview 
The company provides banking services to small and medium sized companies and high net worth individuals, 
as well as a full range of investment banking services, including treasury, asset finance and capital markets. Our 
business focuses on customer service and long-term relationships. 
 
Our parent company, Kaupthing Bank hf, is a northern European bank offering integrated financial services to 
companies, institutional investors and individuals. Kaupthing Bank hf operates in ten countries, including all the 
Nordic countries, Luxembourg, Switzerland, the UK and the US. Kaupthing Bank hf is the largest bank in Iceland, 
where it is headquartered, and its shares are listed on the Reykjavik and Stockholm stock exchanges with a 
market capitalisation of ISK 520 billion (£4 billion). 
 
During 2006, Kaupthing Singer & Friedlander Capital Markets Limited, a subsidiary of Kaupthing Singer & 
Friedlander Limited, was set up to provide high quality Equity Broking Services to compliment the Investment 
Banking activities of Kaupthing Singer & Friedlander Limited Group. The business is newly formed and has 
attracted some of the most talented people in the industry. It's activities include broking, equity trading, 
corporate finance and contracts for differences. 
 
In November 2006 Kaupthing Limited, a subsidiary of Kaupthing hf which primarily provides investment 
banking services, was acquired by and integrated into the Kaupthing Singer & Friedlander Group. 
 
As part of our strategy to provide extensive banking solutions, a Treasury business division was established to 
offer Kaupthing Singer & Friedlander Limited's customers the widest access to professional financial markets 
solutions. We offer a comprehensive range of interest rate, foreign exchange and liquidity management 
solutions. 
 
In August 2006 the Company was successfully re-branded as Kaupthing Singer & Friedlander and relocated to 
new offices in the West End. 
 
The focus of the Board has been the integration of the Kaupthing Limited and the Kaupthing Singer & 
Friedlander Limited operations, and the strengthening of the management team in order to build a platform to 
support future growth across all business lines. 
 
As part of this move the risk, operations, information technology, human resources and finance functions have 
been centralised. This has necessitated significant investment in people, premises and systems. 
 
The Company also purchased a small asset finance company, details of which can be found in note 3 to the 
annual financial statements. 
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KAUPTHING SINGER & FRIEDLANDER LIMITED 
 

 

Directors’ Report 
 

 

  

Review of Results 
 
 2006  2005 
 £'000  £'000 
 Net Interest Income  68,660   57,293 
 Fees and Other Income  65,030   39,829 
 Costs (104,214)  (72,593) 
    
 Impairment losses on loans & advances (24,543)   (6,526) 
    
 Impairment of intangible assets (1,241)   (3,375) 
      
 Pre-tax profit  3,692  14,628 
    
 Loans & advances to customers (£m)  2,093  1,620 
    
 Net Interest Margin (%)  4.0%  3.5% 
    
 Cost:Income Ratio (%) 78%  75% 
    
 Provision charge / Net customer loans (%) 1.11%   0.38% 
 Provision / Income earning assets (B/S) (%)         1.09%   0.80% 
    
 
Income 
The growth in net interest income is in line with the growth in and the blend of interest earning assets. The 
majority of the group's lending is secured over assets.  
Fees and other income include a benefit under IFRS from recognising gains on derivatives to the amount of 
£3,176k (2005: Loss £919k). Following the acquisition of Kaupthing Limited by Kaupthing Singer & Friedlander 
Limited in November 2006, banking advisory fees are also included. 
 
Costs 
The growth in costs reflects the inclusion of start up costs in respect of the new capital markets business and 
payments to incentivise staff and management following the acquisition of the Group by Kaupthing Bank hf. 
Additionally, costs incurred in relocating to the new premises have contributed to the increase. 
 
Provisions 
The total charge for bad debt provisions amount to £24,543,000 in 2006 (2005: £6,526,000), as follows: 
 

 2006  2005 
 £'000  £'000 
 Banking book:    
 - Individual assessment             19,685            4,046 
 - Collective assessment             1,636            433 
 LESS: release of specific provisions made in earlier 
years 

           (195)           (259) 

Total: Banking book            21,126            4,220 
    
 Consumer Finance and leasing businesses             3,417            2,306 
    
 Total charge for continuing operations            24,543           6,526 
    
 
At the same time, provisions as a percentage of Interest Earning Assets have increased marginally from 0.8% to 
1.09%. 
 
The bank maintains strict credit control procedures which are discussed in the risk management notes to the 
financial statements. 
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Note 38 Statement of changes in equity for the year ended 31 December 2006 
 

Group           

   Attributable to equity holders of the parent   

      
Share 
capital 

Share 
premium 

Other 
reserves 

Available 
for sale 
reserve 

Foreign 
exchange 
translation 

reserve 
Retained 
earnings Total 

Minority 
interest 

Total 
shareholders' 

equity 

      £000 £000 £000 £000 £000 £000 £000 £000 £000 
            

            

Balance at 1 January 2005 70,000   31,635 2 24 117,751 219,412 354 219,766 

            

Recognised gains and losses - 2005          

            
Foreign exchange translation 
differences -  - - 110 - 110 - 110 

Property revaluation -  (5,625) - - - (5,625)  (5,625) 

Acquisition of minority interest -  - - - - - 160 160 
Actuarial movement in pension 
scheme -  - - - (6,660) (6,660) - (6,660) 
Equity settled share based payment 
transactions,          

 net of tax -  - - - (931) (931) - (931) 
Net gains/losses on available for sale 
assets -  - (14) - - (14) - (14) 

Net profit for the period -  - - - 13,094 13,094 (238) 12,856 
Total recognised gains and losses -   (5,625) (14) 110 5,503 (26) (78) (104) 

            

Transactions with owners          

Issue of ordinary shares 20,000  -  - - 20,000 - 20,000 

Dividends -  -  - - - (20) (20) 

Balance at 31 December 2005 90,000   26,010 (12) 134 123,254 239,386 256 239,642 

            

            

Balance at 1 January 2006 90,000 - 26,010 (12) 134 123,254 239,386 256 239,642 

            

Recognised gains and losses - 2006          

             
Actuarial movement in pension 
scheme - - - -  413 413 - 413 
Equity settled share based payment 
transactions,       - - - 

 net of tax - - 573 - - - 573 - 573 

Net loss on available for sale assets - - - (83) - - (83) - (83) 

Net profit for the period - - - - - 4,288 4,288 (132) 4,156 
Total recognised gains and losses - - 573 (83) - 4,701 5,191 (132) 5,059 

            

Transactions with owners          

Issue of ordinary shares 65,010 12,990 -  - - 78,000 - 78,000 

Dividends -  -  - - - - - 

Balance at 31 December 2006 
155,01

0 12,990 26,583 (95) 134 127,955 322,577 124 322,701 
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Company           

   Attributable to equity holders of the parent   

      
Share 
capital 

Share 
premium 

Other 
reserves 

Available 
for sale 
reserve 

Foreign 
exchange 
translation 

reserve 
Retained 
earnings Total 

Minority 
interest 

Total 
shareholders' 

equity 

      £000 £000 £000 £000 £000 £000 £000 £000 £000 

            

Balance at 1 January 2005 70,000   2,913 2 - 73,227 146,142 - 146,142 

            

Recognised gains and losses - 2005          

            
Actuarial movements in pension 
scheme (net) -  - - - (6,234) (6,234)  (6,234) 
Equity settled share based payment 
transactions,          

 net of tax -  - - - (448) (448) - (448) 
Net gains/losses on available for sale 
assets -  - (14) -  (14) - (14) 

Net profit for the period -  - - - 6,758 6,758 - 6,758 

                     
Total recognised gains and losses -   - (14) - 76 62 - 62 

            

Transactions with owners          

Issue of ordinary shares 20,000  - - - - 20,000 - 20,000 

Dividends -  - - - - - - - 

Balance at 31 December 2005 90,000   2,913 (12) - 73,303 166,204 - 166,204 

            

Balance at 1 January 2006 90,000 - 2,913 (12) - 73,303 166,204 - 166,204 

            

Recognised gains and losses - 2006          

            
Actuarial movements in pension 
scheme (net) - - - - - 13 13 - 13 
Equity settled share based payment 
transactions,          

 net of tax - - 387 - - - 387 - 387 

Net loss on available for sale assets - - - (83) - - (83) - (83) 

Net loss for the period - - - - - (5,321) (5,321)  (5,321) 

                     
Total recognised gains and losses -   387 (83) - (5,308) (5,004) - (5,004) 

            

Transactions with owners          

Issue of ordinary shares 65,010 12,990 - - - - 78,000 - 78,000 

Dividends       - - - 

Balance at 31 December 2006 155,010 12,990 3,300 (95) - 67,995 239,200 - 239,200 
 
Group profit dealt with in the accounts of Kaupthing Singer & Friedlander Limited 
 
Group profit after taxation includes a loss of £5,321,000 (2005: Profit of £6,758,000) which is dealt with in the accounts of 
Kaupthing Singer & Friedlander Limited. A separate profit and loss account dealing with the results of the Company only has 
not been included, as permitted by Section 230 of the Companies Act 1985. 
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Note 39 Use of financial instruments and financial risk management 
 
a. Strategy in using financial instruments 
 
The Group enters into contracts involving financial instruments during the normal course of its business.  Such contracts may 
be entered into in order to facilitate customer requirements, to take trading positions on the Group’s own book or to hedge 
exposures arising either as a result of customer business or proprietary positions.  The Group primarily enters into financial 
instrument contracts involving deposits, loans, bonds, shares (including equity shares and preference shares), contingent 
liabilities and derivative financial instruments (including forward contracts, futures, swaps and options).  In addition, certain 
financial instruments such as trade debtors and trade creditors arise directly from the Group’s operations. 
 
Derivative contracts are used primarily for non-trading purposes.  However, the Group does occasionally enter into 
derivative transactions for trading purposes.  The risk management disclosures made below apply to both the trading and 
non-trading elements of derivative contracts. 
 
The use by business units of financial instruments (other than those which arise directly from the Group’s operations) must 
be approved in advance by senior management.  Approval will either be considered on a case by case basis or by the 
setting of limits within which financial instruments must be managed.  These limits are split between financial instruments 
held for trading purposes and financial instruments held for non-trading purposes.  The exposures which result from 
holding such financial instruments are managed in order that the cumulative interest rate mismatch and the maturity and 
currency profiles of the financial instruments are maintained within approved limits. 
 
The Group’s trading activities include providing financial instruments to clients,  taking proprietary positions and their 
related hedges.  The Group’s non-trading activities include traditional lending and deposit-taking, asset/liability and 
liquidity management, investment activity and related hedges. 
 
Risk exposures arising from financial instruments are monitored against the approved limits on a regular basis either by local 
management or by central risk management.  Further, there is at least monthly review of the exposures by central risk 
management. 
 
The main risks arising from the Group’s financial instruments are interest rate risk, liquidity risk and foreign currency risk.  
The exposure to and management of these risks is summarised below. 
 
The year-end figures reported in these financial statements for financial instruments are reflective of the position held 
throughout the year and are consistent with the objectives, policies and strategies approved by the Board. With the 
exception of the currency risk disclosures, the numerical disclosures provided in these notes for financial instruments have 
not included the effect of short-term debtors and creditors that relate to non-banking activities. 
 
b. Fair value hedges  
 
The Group uses interest rate swaps, forward rate agreements and futures contracts to manage its exposure against changes 
in the fair value of fixed-rate long and short term  financial instruments due to movements in market benchmark interest 
rates. 
 
All of these instruments are carried at fair value at the balance sheet date and any fair value changes is recognised in the 
income statement. 
 
The following table summarises the contract amounts and fair values of derivatives held for hedging purposes by product 
type:  

 Group and company       

   
Notional 
principal  

Positive 
fair value  

Negative 
fair value 

   £000  £000  £000 
Derivatives designated as fair value hedges       
 Interest rate swap (receive fixed and pay variable)  49,500  -  499 

 Total derivative assets held for hedging  49,500  -  499 
 
c. Credit risk 
 
The Group manages credit risk by setting procedures for the establishment of credit exposures as well as setting limits for 
credit risk, split between direct credit exposure, credit equivalent exposure and settlement exposure.  Further, limits are set 
for the country and currency of exposure as well as for total exposures to certain categories of business. 
 
The credit limits are monitored by the Risk Management Department with significant excesses reported to the Executive 
Committee and the Board of Directors. 
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i Industry concentration of assets, liabilities and off balance sheet items 
 

Group        
Year ended 31 December 2006        

 Corporate 
banking 

Private 
banking 

Property 
finance 

Asset 
finance 

Capital 
Markets 

Investment 
Banking 

Total 

 £002 £003 £004 £000 £000 £005 £000 
Cash and bank at central banks 10,951 - - - - - 10,951 
Treasury Bills 450,156 - - - - - 450,156 
Loans and advances to credit institutions 464,287 - - - - 2,765 467,052 
Loans and advances to customers 742,196 508,461 447,969 430,036 - - 2,128,662 
Financial assets held for trading and 
derivatives 8,840 - - - 3,169 - 12,009 
Financial assets held at fair value through profit 
and loss 18 - - - - 163 181 
Financial assets available for sale 105,212 - - - - - 105,212 
        

Undrawn irrevocable commitments 
   

340,673 
      

73,102 
     
46,260 

      
33,134                   -                   - 493,169 

Financial guarantees and acceptances 80,552 - - - - - 80,552 
 2,202,885 581,563 494,229 463,170 3,169 2,928 3,747,944 
        
Less: Allowances and provisions (24,088) - (6,252) (5,034)     (35,374) 
        

Total credit exposure net of allowances and 
provisions 2,178,797 581,563 487,977 458,136 3,169 2,928 3,712,570 

        
Company        
Year ended 31 December 2006        

 Corporate
banking

Private 
banking 

Property 
finance 

Asset 
finance 

Capital 
Markets 

Investmen
t Banking 

Total 

 £000  £000 £000 £000 £000 £000 
Cash and bank at central banks 10,951 - - - - - 10,951 
Treasury Bills 450,156 - - - - - 450,156 
Loans and advances to credit institutions 415,631 - - - - - 415,631 
Loans and advances to customers 1,283,669 508,461 447,969 - - - 2,240,099 
Financial assets held for trading and 
derivatives 8,709 - - - - - 8,709 
Financial assets held at fair value through profit 
and loss 18 - - - - - 18 
Financial assets available for sale 105,212 - - - - - 105,212 
        
Undrawn irrevocable commitments 307,539 73,102 46,260 - - - 426,901 
Financial guarantees and acceptances 80,552 - - - - - 80,552 
 2,662,437 581,563 494,229 - - - 3,738,229 
        
Less: Allowances and provisions (24,088) - (6,252) - - - (30,340) 
        

Total credit exposure net of allowances and 
provisions 2,638,349 581,563 487,977 - - - 3,707,889 
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Group      
Year ended 31 December 2005      

 Asset 
finance 

Corporate 
banking 

Private 
banking 

Property 
finance 

Total 

 £000 £000  £000 £000 
      
Loans and advances to credit institutions - 169,496 - - 169,496 
Loans and advances to customers 336,629 697,635 282,334 323,590 1,640,188 
Financial assets held for trading and 
derivatives - 14,733 - - 14,733 
Financial assets held at fair value through 
profit and loss - 35 - - 35 
Financial assets available for sale - 1,096,474 - - 1,096,474 
      
Undrawn irrevocable commitments 15,542 259,544 87,144 49,350 411,580 
Financial guarantees and acceptances - 73,736 2,367 - 76,103 
 352,171 2,311,653 371,845 372,940 3,408,609 
      
Less: Allowances and provisions (3,314) (13,011) (3,186) (0,237) (19,748) 
      

Total credit exposure net of allowances 
and provisions 348,857 2,298,642 368,659 372,703 3,388,861 

      
      
Company      
Year ended 31 December 2005      

  Corporate 
banking 

Private 
banking 

Property 
finance 

Total 

  £000  £000 £000 
      
Loans and advances to credit institutions  105,792 - - 105,792 
Loans and advances to customers  979,044 282,334 323,590 1,584,968 
Financial assets held for trading and 
derivatives  16,859 - - 16,859 
Financial assets held at fair value through 
profit and loss  35 - - 35 
Financial assets available for sale  1,090,439 - - 1,090,439 
      
Undrawn irrevocable commitments  249,277 87,144 49,350 385,771 
Financial guarantees and acceptances  70,879 2,367 - 73,246 
  2,512,325 371,845 372,940 3,257,110 
      
Less: Allowances and provisions  (12,338) (3,186) (0,237) (15,761) 
      

Total credit exposure net of allowances 
and provisions  2,499,987 368,659 372,703 3,241,349 
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d. Market risk 
 

i Currency risk     
 Concentration of assets and liabilities     
  Group Company Group Company 
  2006 2006 2005 2005 
 Net position - Sterling equivalent £000 £000 £000 £000 
      
 Denominated in Euro 292,032 290,941 22,121 22,304 
 Denominated in US Dollar 63,198 63,117 (54,878) (55,078) 
 Denominated in Swiss Francs 23,839 23,839 10,003 10,084 
 Other 12,957 12,957 264 (0,244) 
 Effect of hedging instruments (389,122) (389,122) 24,638 24,638 
      

 Net foreign currency exposure 2,904 1,732 2,148 1,704 
 
The Group's overall currency risk exposure is managed by the Group's central treasury department. All significant foreign 
exchange transactions are sourced by this department and they manage the overall currency risk within pre-defined limits 
which are independently monitored on a daily basis. As a result of the limits established and the ongoing monitoring of the 
currency risk the Group's trading book exposure to currency risk was not material during the year or at the year end. 
 
ii Interest rate risk 
 
The Group’s exposure to interest rate fluctuations on its borrowings and deposits is primarily managed by limiting interest 
rate mismatches and through using derivative instruments.  The limits for exposure to interest rate risk are set centrally.  The 
interest rate risk profiles of the Group as at 31 December 2006 and 31 December 2005 are summarised below. 
 
Part of the Group’s return on financial instruments is obtained from running a mis-match between the maturity or the next 
interest rate fixing date of assets compared to the maturity of liabilities.  The tables below summarises these repricing 
mismatches on the Group’s non-trading book as at 31 December 2006 and 31 December 2005.  Items are allocated to time 
bands by reference to the earlier of the next interest rate repricing date and the maturity date. The Group accepts a degree 
of interest rate risk as long as the interest rate mis-match between the Group's assets and liabilities does not breach pre-
defined limits. 
 
The Group manages its interest rate mis-match (both trading and non-trading) by using mis-match tables which plot the 
maturities of the various assets and liabilities held by the Group and which enable the overall exposure to interest rate 
movements to be monitored. Such mis-match tables are used by each of the Group's primary subsidiaries where interest 
rate risk could arise. However, trading exposures are only permitted in the Group's authorised Banking entities, being 
Singer and Friedlander Limited and Singer and Friedlander (Isle of Man) Limited. The mis-match tables are monitored on an 
ongoing basis by local management and are reviewed on a monthly basis by senior independent management.  
 
The interest rate mis-match of the Banking entities are considered on a monthly basis by the Asset Liability Committee.  
 
As a result of the limits established and the ongoing monitoring of the interest rate mis-match position the Group's trading 
book exposure to interest rate risk was not material during the year or at year end. 
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Group         
          
          

 
Interest rate sensitivity gap as at  
31 December 2006         

   

Not more 
than 3 

months 

3 to 6 
months 

6 months 
to 1 year

1 year to 
5 years 

More 
than 5 
years 

Non 
interest 
bearing 

Total 

   £000 £000 £000 £000 £000 £000 £000 
 Assets         
 Derivative financial instruments  4,583 606 452 2,703 496 - 8,840 
 Cash and bank at central banks 4.57% 10,001 950     10,951 
 Treasury Bills 5.04% 450,156     3,169 453,325 
 Financial assets held available for sale 4.50% 2,062 103,150     105,212 
 Financial assets held at fair value       181 181 
 Loans and advances to credit institutions 5.00% 467,052      467,052 
 Loans and advances to customers 7.44% 1,616,490 130,299 86,458 245,868 14,173  2,093,288 
 Non-current assets held for sale       388,517 388,517 
 Other assets       224,992 224,992 
          
 Total assets  2,550,344 235,005 86,910 248,571 14,669 616,859 3,752,358 
          
 Liabilities         
 Derivative financial instruments  4,440 622 519 777 499 - 6,857 
 Deposits by credit institutions 5.00% 525,648 19,808 32,354 2,472   580,282 
 Deposits by customers 4.63% 1,185,961 226,681 353,950 36,213   1,802,805 
 Certificates of deposit 5.13% 167,804 4,000 24,000 3,000   198,804 
 Borrowings 5.22% 251,504    29,974  281,478 
 Subordinated loans 7.31% 35,056 15,000   49,482  99,538 
 Other liabilities       108,700 108,700 
 Non-current assets held for sale       351,193 351,193 
 Minority interest       169 169 
 Shareholders funds       322,532 322,532 
          
 Total liabilities and equity  2,170,413 266,111 410,823 42,462 79,955 782,594 3,752,358 
          
 Off balance sheet items  112,958 (530,283) 351,291 19,034 47,000 - 0 
          

 Total interest sensitivity gap  492,889 (561,389) 27,378 225,143 (18,286) (165,735) - 

          

 Cumulative interest sensitivity gap  492,889 (68,500) (41,122) 184,021 165,735 - - 
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Interest rate sensitivity gap as at 31 
December 2005     

 

Effective 
interest 

rate 

Not more 
than 3 

months 

3 to 6 
months 

6 months 
to 1 year 

1 year to 
5 years 

More than 
5 years 

Non 
interest 
bearing 

Total 

  £000 £000 £000 £000 £000 £000 £000 
Assets         
Derivative financial instruments  3,502 97 18 835 1,919 - 6,371 
Cash and bank at central banks 0.10% - 539 - - - - 539 
Financial assets held for trading 4.60% 8,362 - - - - - 8,362 
Financial assets held available for sale 4.50% 1,095,912 - - - - 562 1,096,474 
Financial assets held at fair value  - - - - - 35 35 
Loans and advances to credit 
institutions 4.04% 169,496 - - - - - 169,496 
Loans and advances to customers 6.06% 1,266,991 125,779 80,857 144,673 2,140 - 1,620,440 
         
Other assets  - - - - - 186,590 186,590 
         
Total assets  2,544,263 126,415 80,875 145,508 4,059 187,187 3,088,307 
         
Liabilities         
Derivative financial instruments  3,024 575 151 407 21 - 4,178 
Deposits by credit institutions 4.43% 398,366 53,524 26,815 - - - 478,705 
Deposits by customers 4.18% 1,576,248 107,282 137,462 32,750 - - 1,853,742 
Certificates of deposit 4.60% 59,306 9,000 14,000 3,000 - - 85,306 
Borrowings 4.97% 251,177 - - - 29,973 - 281,150 
Subordinated loans 7.50% - - - - 61,867 - 61,867 
Other liabilities  - - - - - 83,717 83,717 
Minority interest  - - - - - 256 256 
Shareholders funds  - - - - - 239,386 239,386 
         
Total liabilities and equity  2,288,121 170,381 178,428 36,157 91,861 323,359 3,088,307 
         
Effect of hedging instruments  122,519 (81,302) (15,344) (70,373) 44,500 - 0 
         

Total interest sensitivity gap  378,661 (125,268) (112,897) 38,978 (43,302) (136,172) 0 
         

Cumulative interest sensitivity gap  378,661 253,393 140,496 179,474 136,172 - 0 
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 Company         
          

 
Interest rate sensitivity gap as at 31 
December 2006         

  
Effective 

interest rate 

Not more 
than 3 

months 

3 to 6 
months 

6 months 
to 1 year 

1 year to  
5 years 

More than 
 5 years 

Non 
interest 
bearing 

Total 

   £000 £000 £000 £000 £000 £000 £000 
 Assets         
 Derivative financial instruments  4,579 606 409 2,620 495  8,709 
 Cash and bank at central banks 4.57% 10,001 950     10,951 
 Treasury Bills 5.04% 450,156      450,156 
 Financial assets held for trading        0 
 Financial assets held available for sale 4.50% 2,062 103,150     105,212 
 Financial assets held at fair value       18 18 

 
Loans and advances to credit 
institutions 5.04% 415,631      415,631 

 Loans and advances to customers 6.49% 1,980,134 164,288 13,513 50,689 1,135 - 2,209,759 
 Other assets       132,568 132,568 
          
 Total assets  2,862,563 268,994 13,922 53,309 1,630 132,586 3,333,004 
          
 Liabilities         
 Derivative financial instruments  4,743 659 711 2,658 1,023 - 9,794 
 Deposits by credit institutions 5.00% 525,634 19,808 32,354 2,472   580,268 
 Deposits by customers 4.88% 1,731,786 158,831 194,024 36,102 - 30,751 2,151,494 
 Certificates of deposit 5.13% 167,804 4,000 24,000 3,000   198,804 
 Sub ordinated loans 7.31% 35,056 15,000   49,482  99,538 
 Other liabilities       53,906 53,906 
 Shareholders funds       239,200 239,200 
          
 Total liabilities  2,465,023 198,298 251,089 44,232 50,505 323,857 3,333,004 
          
 Effect of hedging instruments  (421,238) 102,375 204,848 64,515 49,500 - 0 
          

 Total interest sensitivity gap  (23,698) 173,071 (32,319) 73,592 625 (191,271) 0 

          

 Cumulative interest sensitivity gap  (23,698) 149,373 117,054 190,646 191,271 - (0,0) 
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Interest rate sensitivity gap as at 31 
December 2005         

 

Effective 
interest 

rate 

Not more 
than 3 

months 

3 to 6 
months 

6 months
 to 1 year 

1 year to  
5 years 

More than  
5 years 

Non 
interest 
bearing 

Total 

  £000 £000 £000 £000 £000 £000 £000 
Assets         
Derivative financial instruments  4,010 - 137 2,241 2,109 - 8,497 
Cash and bank at central banks 0.10% - 539 - - - - 539 
Financial assets held for trading 4.60% 8,362 - - - - - 8,362 
Financial assets held available for sale 4.50% 1,090,439 - - - - - 1,090,439 
Financial assets held at fair value 0.00% - - - - - 35 35 
Loans and advances to credit 
institutions 4.26% 105,792 - - - - - 105,792 
Loans and advances to customers 5.61% 1,438,485 96,416 16,615 17,691 - - 1,569,207 
Settlement balances  - - - - - - 0 
Other assets  - - - - - 64,047 64,047 
         
Total assets  2,647,088 96,955 16,752 19,932 2,109 64,082 2,846,918 
         
Liabilities         
Derivative financial instruments  3,109 314 148 719 72 - 4,362 
Deposits by credit institutions 4.32% 507,285 73,511 33,114 3,972 - - 617,882 
Deposits by customers 4.38% 1,594,825 77,554 133,031 28,927 - 24,727 1,859,064 
Certificates of deposit 7.50% 59,306 9,000 14,000 3,000 - - 85,306 
Sub ordinated loans 7.59% 5,000 10,000 - - 51,867 - 66,867 
Other liabilities  - - - - - 47,233 47,233 
Shareholders funds  - - - - - 166,204 166,204 
         
Total liabilities  2,169,525 170,379 180,293 36,618 51,939 238,164 2,846,918 
         
Effect of hedging instruments  130,731 (111,544) (13,832) (53,855) 48,500 - 0 
         
Total interest sensitivity gap  608,294 (184,968) (177,373) (70,541) (1,330) (174,082) 0 

         

Cumulative interest sensitivity gap  608,294 423,326 245,953 175,412 174,082 - 0 
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iii Liquidity risk 
 
The Group's objective is to maintain funding which is both flexible and which has a range of maturities and for a diverse 
customer base. Liquidity risk is primarily managed by the Group's central treasury operations with reference to liquidity 
limits set internally by senior management and by external regulators. The Group has reference to regular reports which 
summarise the current liquidity position, thus helping to ensure that the Group has sufficient liquid assets to be able to meet 
its future expected cash outflows. 
 
The tables below summarises the remaining contractual maturities of the Group's and Bank's financial assets and financial 
liabilities. 

        
Group       
        

 As at 31 December 2006 
Up to 1 
month 

1-3 
months 

3-12 
months 

1-5 
years 

Over 5 
years Total 

  £000 £000 £000 £000 £000 £000 
        
 Assets       
 Derivative financial instruments 8,840 - - - - 8,840 
 Cash and bank at central banks 10,001 950    10,951 
 Treasury Bills 450,156     450,156 
 Financial assets held for trading 3,169     3,169 

 
Financial assets held available for 
sale 2,062 103,150    105,212 

 Financial assets held at fair value 181     181 

 
Loans and advances to credit 
institutions 467,052     467,052 

 Loans and advances to customers 635,615 130,730 260,931 822,242 243,770 2,093,288 
        
 Total assets 1,577,076 234,830 260,931 822,242 243,770 3,138,849 
        
 Liabilities       
 Derivative financial instruments 6,358    499 6,857 
 Deposits by credit institutions 361,074 164,575 52,161 2,472 - 580,282 
 Deposits by customers 1,185,961 226,681 353,950 36,213  1,802,805 
 Certificates of deposit 56,403 111,401 28,000 3,000  198,804 
 Borrowings 251,504 - - - 29,974 281,478 
 Sub ordinated loans     99,538 99,538 
        
 Total liabilities 1,861,300 502,657 434,111 41,685 130,011 2,969,764 
        
 Net liquidity gap (284,224) (267,827) (173,180) 780,557 113,759 169,085 
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 As at 31 December 2005 
Up to 1 
month 

1-3 
months 

3-12 
months 

1-5 
years 

Over 5 
years Total 

  £000 £000 £000 £000 £000 £000 
        
 Assets       
 Derivative financial instruments 4,452 - - - 1,919 6,371 
 Cash and bank at central banks - - 539 - - 539 
 Financial assets held for trading 8,362 - - - - 8,362 

 
Financial assets held available for 
sale 586,474 510,000 - - - 1,096,474 

 Financial assets held at fair value 35 - - - - 35 

 
Loans and advances to credit 
institutions 157,972 11,524 - - - 169,496 

 Loans and advances to customers 638,277 123,867 213,117 465,704 179,475 1,620,440 
        
 Total assets 1,395,572 645,391 213,656 465,704 181,394 2,901,717 
        
 Liabilities       
 Derivative financial instruments 4,178 - - - - 4,178 
 Deposits by credit institutions 176,001 222,365 80,339 - - 478,705 
 Deposits by customers 956,775 628,472 246,494 22,000 - 1,853,741 
 Certificates of deposit 59,306 9,000 14,000 3,000 - 85,306 
 Borrowings - - - 251,177 29,973 281,150 
 Sub ordinated loans - - - - 61,867 61,867 
        
 Total liabilities 1,196,260 859,837 340,833 276,177 91,840 2,764,947 
        
 Net liquidity gap 199,312 (214,446) (127,177) 189,527 89,554 136,770 
        

Company 
Up to 1 
month 

1-3 
months 

3-12 
months 

1-5 
years 

Over 5 
years Total 

 As at 31 December 2006 £000 £000 £000 £000 £000 £000 
        
 Assets       
 Derivative financial instruments 8,709     8,709 
 Cash and bank at central banks 10,001 950    10,951 
 Treasury Bills      - 

 
Financial assets held available for 
sale 2,062 103,150    105,212 

 Financial assets held at fair value 18     18 

 
Loans and advances to credit 
institutions 415,631     415,631 

 Loans and advances to customers 1,135,665 77,970 141,383 638,953 215,788 2,209,759 
        
 Total liquid assets 1,572,086 182,070 141,383 638,953 215,788 2,750,280 
        
 Liabilities       
 Derivative financial instruments 9,295    499 9,794 
 Deposits by credit institutions 361,060 164,575 52,161 2,472  580,268 
 Deposits by customers 1,249,813 512,724 352,855 36,102 - 2,151,494 
 Certificates of deposit 56,403 111,401 28,000 3,000  198,804 
 Subordinated loans     99,538 99,538 
        
 Total liquid liabilities 1,676,571 788,700 433,016 41,574 100,037 3,039,898 
        
 Net liquidity gap (104,485) (606,630) (291,633) 597,379 115,751 (289,618) 
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 As at 31 December 2005 
Up to 1 
month 

1-3 
months 

3-12 
months 

1-5 
years 

Over 5 
years Total 

  £000 £000 £000 £000 £000 £000 
        
 Assets       
 Derivative financial instruments 6,578 - - - 1,919 8,497 
 Cash and bank at central banks - - 539 - - 539 
 Financial assets held for trading 8,362 - - - - 8,362 

 
Financial assets held available for 
sale 580,439 510,000 - - - 1,090,439 

 Financial assets held at fair value 35 - - - - 35 

 
Loans and advances to credit 
institutions 105,792 - - - - 105,792 

 Loans and advances to customers 981,302 67,491 109,665 250,811 159,938 1,569,207 
        
 Total liquid assets 1,682,508 577,491 110,204 250,811 161,857 2,782,871 
        
 Liabilities       
 Derivative financial instruments 4,362 - - - - 4,362 
 Deposits by credit institutions 268,936 242,322 106,625 - - 617,883 
 Deposits by customers 801,458 827,094 212,335 18,177 - 1,859,064 
 Certificates of deposit 59,306 9,000 14,000 3,000 - 85,306 
 Subordinated loans - - - 15,000 51,867 66,867 
        
 Total liabilities 1,134,062 1,078,416 332,960 36,177 51,867 2,633,482 
        
 Net liquidity gap 548,446 (500,925) (222,756) 214,634 109,990 149,389 
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e. Fair values of financial assets and liabilities 
 
 (i) Comparison of fair values with carrying values  
 
The following table summarises the carrying amounts and fair values of those financial assets and liabilities not presented on 
the Group's balance sheet at fair value. 
 

 Fair values as at 31 December 2006     
  Group Group Company Company 

 
 Carrying 

value 
Fair value Carrying 

value 
Fair value 

 

 £000 £000 £000 £000 
      
 Financial assets     
 Loans and advances to banks 467,052 467,052 415,631 415,631 
 Loans and advances to customers 2,093,288 2,091,969 2,209,759 2,209,759 
      
  2,560,340 2,559,021 2,625,390 2,625,390 
      
 Liabilities     
 Deposits by banks 580,282 580,282 617,883 617,883 
 Deposits by customers 1,802,805 1,803,221 1,859,064 1,859,480 
 Borrowings 281,478 290,884 - - 
 Sub ordinated loans 99,538 99,538 99,538 99,538 
      
  2,764,103 2,773,925 2,576,485 2,576,901 
      
      
      
 Fair values as at 31 December 2005     
  Group Group Company Company 

 
 Carrying 

value 
Fair value Carrying 

value 
Fair value 

 

 £000 £000 £000 £000 
      
 Financial assets     
 Loans and advances to banks 169,496 169,496 106,331 106,331 
 Loans and advances to customers 1,620,440 1,622,421 1,569,227 1,569,227 
      
  1,789,936 1,791,917 1,675,558 1,675,558 
      
 Liabilities     
 Deposits by banks 478,705 478,657 617,722 617,834 
 Deposits by customers 1,853,741 1,853,628 1,858,903 1,858,951 
 Borrowings 282,470 297,065 - - 
 Sub ordinated loans 61,867 61,867 66,867 66,867 
      
  2,676,783 2,691,217 2,543,492 2,543,652 
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(ii) Methods and assumptions in determining fair values   

 

   

 Derivative financial instruments Discounted cash flow  
 Cash and balances held at central banks Carrying value 
 Financial assets held for trading Discounted cash flow  
 Financial assets held at fair value to profit and loss Market value 

 Financial assets available for sale 
Discounted cash 
flow  

 Loans and advances to credit institutions Carrying value 
 Loans and advances to customers Carrying value  
 Debt securities Market value  
 Equity shares Market value  
 Settlement balances Carrying value  
    

 Derivative financial instruments 
Discounted cash 
flow  

 Deposits by credit institutions 
Combination of carrying value and 
market value 

 Deposits by customers 
Combination of carrying 
value and market value 

 Borrowings 
Combination of carrying 
value and market value 

 Subordinated loans 
Combination of carrying 
value and market value 

   
 
Note 40 Operating lease arrangements 
 

  Group  Company 
   2006  2005  2006  2005 
   £000  £000  £000  £000 
 The Group/Company as lessee        
          
 Lease payments under operating leases recognised        

 during the year 60,937  1,139  2,797  2,822 

          

 
At the balance sheet date, outstanding commitments for future minimum lease 
payments      

 
under non-cancellable operating leases, fall due as 
follows:        

          
 Within one year 6,049  26  -  26 
 In the second to fifth years inclusive 23,577  174  -  - 
 after five years 31,311  939  2,797  2,796 

   60,937  1,139  2,797  2,822 
 
Operating lease payments primarily represent rentals payable by the Group for certain of its office properties and office 
equipment. 
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Note 41 Commitments 
 

  Group  Company 
  2006  2005  2006  2005 

  
Notional 
Principal  

Notional 
Principal  

Notional 
Principal  

Notional 
Principal 

  £000  £000  £000  £000 
Commitments        

 
Documentary credits and short-term trade related 
transactions 109,110  76,103  104,975  73,246 

 Undrawn formal standby facilities, credit lines and 
other commitments to lend: 

       

  - 1 year and over 278,814  217,728  261,725  206,405 
  - Less than 1 year 170,291  193,852  165,176  179,366 

  558,215  487,683  531,876  459,017 
Concentrations of off balance sheet exposure: 
At 31 December 2006 and 2005, the vast majority of the Group's commitments were in respect of Corporate Banking 
clients. 
 
Note 42 Related parties 
 
Group 
 
a Identity of related parties 
 
The Company's' ultimate parent company is Kaupthing Bank hf, a company resident and incorporated in Iceland. The results 
of the Company are consolidated in the financial statements of Kaupthing Bank hf. No other group financial statements 
include the results of the Company. 
 
The consolidated financial statements of Kaupthing Bank hf are available to the public and may be obtained from: 
Kaupthing Singer & Friedlander Limited 
One Hanover Street 
London W1S 1AX 
 
The previous ultimate holding company was Singer & Friedlander Group plc, a listed entity. On 10 July 2005 Kaupthing 
Bank hf acquired Singer & Friedlander Group plc, when Singer & Friedlander Group plc became an intermediate holding 
company of Singer & Friedlander Ltd. 
 
b Transactions with related parties 
 
(i) The Group have amounts of £76,953,307 (2005:  £717,161) outstanding from fellow subsidiaries, and interest received 
during the year was nil (2005: £962,171).  
 
(ii) The Group have amounts of £73,443,776 (2005: £51,339,000) outstanding to fellow subsidiaries, and interest paid 
during the year was £3,169,321 (2004: £1,871,000). 
 
(iii) Recharges to related companies are disclosed in note 9. 
 
All amounts are on an arms length basis. 
 
c Transactions with key management personnel 
 
(i) The Group and Company advanced loans to the directors of the Company for £6,066,163 (£869,623), and the Group and 
Company received interest of £29,989 for 2006 (2005:£21,538). The terms of these loans are market related.  
 
(ii) Directors emoluments are disclosed in note 10. Share-based payment transactions are disclosed in note 36. 
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Company 
 
a Transactions with related parties 
 
(i) Management fees of £7,908,370 (2005: £4,313,000) were received from a fellow subsidiary, £1,661,766 (2005:£994,000) 
was received from subsidiaries, and £2,087,000 (2005:£4,374,000) was received from an intermediate holding company. 
 
(ii) The Company has intercompany balances outstanding to its subsidiaries and fellow subsidiaries of £557,213,169 
(2005:£423,274,000) and interest amounting to £22,952,142 (2005: £20,529,000) was received from the subsidiaries and 
fellow subsidiaries during the year.   
 
(iii) The Company has intercompany balances outstanding from its subsidiaries and fellow subsidiaries of £549,076,729               
(2005: £499,448,000) and interest amounting to £22,356,790 (2005: £18,720,000) was received from the subsidiaries and 
fellow subsidiaries during the year.  
 
(iv) The Company has an intercompany balance of £14,488,816 (2005: £28,883,000) with an intermediate parent company 
and interest amounting to £1,424,373 (2005: £1,504,000) was paid during the year. 
 
(v) The Company paid rent of £2,854,640 (2005: £2,353,000) rent to a subsidiary for the use of office space. 
 
b Bad and doubtful debts 
 
There were no provision made for bad and doubtful debts in respect of amounts due from related parties in 2006 (2005: 
£nil). 
 
Note 43 Events after the balance sheet date 
 
On 1 January 2007, the sale of Singer & Friedlander (Isle of Man) Holdings Limited to Kaupthing Bank hf was completed at 
net book value. The sale price was £37,292,060. 
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44 Investment in Group undertakings 
   2006  2005   
   Company  Company   
   £000  £000   
        
At 1 January  45,401  51,693   
        
Increased investment in subsidiaries 42,001  1,300   
        
Movement in foreign exchange -  (6)   
        
Disposals  -  (7,586)   
        

At 31 December 87,402  45,401   

        
        
Subsidiaries       
        

 
Details of the Company's principal subsidiaries at 31 December 2006 are 
as follows:    

        

  Name of subsidiary 
Place of 

incorporation  Proportion of ownership 
     2006  2005 
  Continuing operations      
  Banking companies      
  Singer & Friedlander Funding Plc Great Britain  100%  100% 
  Singer & Friedlander Trade Finance Limited Great Britain  75%  75% 
  Kaupthing Limited Great Britain  100%  - 
        
  Asset Finance companies      
  Singer & Friedlander Leasing Limited Great Britain  100%  100% 
  Singer & Friedlander Finance Limited Great Britain  100%  100% 

  
Kaupthing Singer & Friedlander Premium Finance 
Limited Great Britain  100%  100% 

  Singer & Friedlander Commercial Finance Limited Great Britain  100%  100% 
  Hermes Group Limited Great Britain  100%  100% 
  Coachlease PLC  Great Britain  100%  100% 
  East Anglian Finance Limited Great Britain  100%  - 
        
  Other activities      
  Sinjul Investments Limited Great Britain  100%  100% 

  
Singer & Friedlander Investment Properties 
Limited Great Britain  100%  100% 

  
Kaupthing Singer & Friedlander Capital Markets 
Limited Great Britain  67%  - 

        
  Discontinuing operations      

  
Kaupthing Singer & Friedlander (Isle of Man) 
Limited Isle of Man  100%  100% 

  
Singer & Friedlander (Isle of Man) Holdings 
Limited Isle of Man  100%  100% 

  Singer & Friedlander Trust Company (IOM) Limited Isle of Man  100%  100% 
        

 
On 1 January 2007, the sale of Singer & Friedlander (Isle of Man) Holdings Limited, including its subsidiaries Singer & 
Friedlander (Isle of Man) Limited and Singer & Friedlander Trust Company (Isle of Man) Limited, to Kaupthing Bank hf was 
completed. The sale price was £37,292,060.
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