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Iceland Schedules Auction to Buy Offshore
Kréonur, a Credit Positive

From Credit Outlook

Last Wednesday, Iceland’s (Baa2 stable) central bank announced that it will hold an auction in
mid-June in which it will purchase offshore (so-called trapped) Icelandic kronur with euros from its
sizable foreign exchange reserves. The Icelandic parliament had approved a bill authorizing the
exchange the previous day, codifying restrictions on offshore kronur, clarifying the eligible assets
that could be sold, and specifying the disposition of those kronur assets that are not tendered in
the sale. The credit-positive auction is the latest in a series of steps that the authorities have taken
to reduce the external vulnerabilities that led to the October 2008 banking system collapse and
subsequent imposition of capital controls.

Investors who choose to participate in the auction will now be able to gain access to their
Icelandic krénur-denominated assets from the Icelandic banking system, which had been
restricted from being withdrawn since the capital controls were imposed except through
intermittent auctions conducted by the central bank. The authorities have controlled the
withdrawals of funds in order to avoid causing sudden violent shifts in the exchange rate and
unsettling domestic financial markets, since the amount still trapped amounts to ISK320 billion,
or roughly 15% of GDP.

Recent offshore transactions in these assets and the central bank’s past auctions took place at
much lower exchange rates (between I1SK200 and 1SK220 krénur per euro) than the current rate of
around ISK140 per euro in the onshore foreign exchange market, which is not a true market rate
owing to the presence of foreign-exchange restrictions. Accordingly, the central bank has offered
to buy the trapped assets at rates similar to the average rate at which its previous auctions were
held, offering more favorable exchange rates of up to ISK190 per euro the more that asset holders
sell collectively.

Those assets not tendered in the 16 June sale can still be sold up until T November at an exchange
rate of ISK220 per euro, otherwise they will thereafter continue to be held as they are now, in
segregated bank deposits that can be converted into central bank certificates of deposit initially
earning interest of 0.5% per year. The deposits also now can be exchanged for central bank
certificates of deposit initially earning interest of 0.5% per year. Should investors currently holding
krénur-denominated Icelandic government bonds decide not to tender them early, as they would
be eligible to do in the auction, the bonds will continue to pay interest, again as is the case now.
When those bonds mature, however, the principal will be trapped anew until such time as capital
controls are further eased.
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The June auction is the latest step in the government's capital control liberalization process, which was
preceded by last year's settlement of the failed banks’ estates with their creditors, mainly hedge funds that
bought up the failed banks’ assets at values significantly below par after the imposition of the capital
controls.” That settlement involved the banks' creditors paying the government to gain control of their
foreign assets in return for writing off the banks’ domestic holdings, virtually eliminating the country's net
international investment deficit in the process. The next step will be an incremental release of the capital
account restrictions on Icelandic residents, including pension funds, and then ultimately a general unfreezing
of cross-border transactions in Icelandic krénur.

The upcoming auction is credit positive insofar as it gives investors whose money is currently trapped in
offshore krénur an exit, if they so wish, and helps relieve some of the pressure that has built up on Icelandic
domestic assets as a result of the capital controls, as reflected by a steep appreciation of the onshore
exchange rate over the past two years. The timing is also prudent since the authorities waited to conduct
the auction until they had sufficient foreign exchange reserves to both buy the trapped assets but still retain
enough to fund the country’s potential external liquidity needs.

Rate this Research

1

See |celand’s Capital Controls and the New Liberalization Strategy, 15 July 2015.

2

MAY 30, 2016

ISSUER COMMENT: ICELAND SCHEDULES AUCTION TO BUY OFFSHORE KRONUR, A CREDIT POSITIVE


http://www.moodys.com/viewresearchdoc.aspx?docid=PBC_1006366
http://www.surveygizmo.com/s3/1133212/Rate-this-research?pubid=190221
http://www.moodys.com/

MOODY'S INVESTORS SERVICE SOVEREIGN & SUPRANATIONAL

Report Number: 190221

Authors Senior Production Associate
Kristin Lindow Vikas Baisla
Joshua Grundleger

© 2016 Moody's Corporation, Moody's Investors Service, Inc., Moody's Analytics, Inc. and/or their licensors and affiliates (collectively, “MOODY'S"). All rights reserved.

CREDIT RATINGS ISSUED BY MOODY'S INVESTORS SERVICE, INC. AND ITS RATINGS AFFILIATES (“MIS") ARE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT
RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT RATINGS AND RESEARCH PUBLICATIONS PUBLISHED BY MOODY'S (“MOODY'S
PUBLICATIONS") MAY INCLUDE MOODY'S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MOODY'S DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY
ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET
VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND MOODY'S OPINIONS INCLUDED IN MOODY'S PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL
FACT. MOODY'S PUBLICATIONS MAY ALSO INCLUDE QUANTITATIVE MODEL-BASED ESTIMATES OF CREDIT RISK AND RELATED OPINIONS OR COMMENTARY PUBLISHED BY
MOODY'S ANALYTICS, INC. CREDIT RATINGS AND MOODY'S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS
AND MOODY'S PUBLICATIONS ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. NEITHER CREDIT RATINGS NOR
MOODY'S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MOODY'S ISSUES ITS CREDIT RATINGS AND PUBLISHES
MOODY'S PUBLICATIONS WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, MAKE ITS OWN STUDY AND EVALUATION OF EACH
SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE.

MOODY'S CREDIT RATINGS AND MOODY'S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD BE RECKLESS AND INAPPROPRIATE FOR RETAIL
INVESTORS TO USE MOODY'S CREDIT RATINGS OR MOODY'S PUBLICATIONS WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR
OTHER PROFESSIONAL ADVISER.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR
OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH
PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN CONSENT.

All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as other factors,
however, all information contained herein is provided “AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that the information it uses in assigning a credit rating is

of sufficient quality and from sources MOODY'S considers to be reliable including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and cannot in every

instance independently verify or validate information received in the rating process or in preparing the Moody's Publications.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for any indirect, special,
consequential, or incidental losses or damages whatsoever arising from or in connection with the information contained herein or the use of or inability to use any such information, even if
MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not limited to:
(a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject of a particular credit rating assigned by MOODY'S.

To the extent permitted by law, MOODY'S and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or compensatory losses or damages
caused to any person or entity, including but not limited to by any negligence (but excluding fraud, willful misconduct or any other type of liability that, for the avoidance of doubt, by law cannot
be excluded) on the part of, or any contingency within or beyond the control of, MOODY'S or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from
or in connection with the information contained herein or the use of or inability to use any such information.

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR
OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR MANNER WHATSOEVER.

Moody's Investors Service, Inc., a wholly-owned credit rating agency subsidiary of Moody's Corporation (“MCQO"), hereby discloses that most issuers of debt securities (including corporate and
municipal bonds, debentures, notes and commercial paper) and preferred stock rated by Moody's Investors Service, Inc. have, prior to assignment of any rating, agreed to pay to Moody's Investors
Service, Inc. for appraisal and rating services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies and procedures to address the
independence of MIS's ratings and rating processes. Information regarding certain affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings
from MIS and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at www.moodys.com under the heading “Investor Relations — Corporate
Governance — Director and Shareholder Affiliation Policy.”

Additional terms for Australia only: Any publication into Australia of this document is pursuant to the Australian Financial Services License of MOODY'S affiliate, Moody's Investors Service Pty
Limited ABN 61 003 399 657AFSL 336969 and/or Moody's Analytics Australia Pty Ltd ABN 94 105 136 972 AFSL 383569 (as applicable). This document is intended to be provided only to
“wholesale clients” within the meaning of section 761G of the Corporations Act 2001. By continuing to access this document from within Australia, you represent to MOODY'S that you are, or
are accessing the document as a representative of, a “wholesale client” and that neither you nor the entity you represent will directly or indirectly disseminate this document or its contents to
“retail clients” within the meaning of section 761G of the Corporations Act 2001. MOODY'S credit rating is an opinion as to the creditworthiness of a debt obligation of the issuer, not on the
equity securities of the issuer or any form of security that is available to retail investors. It would be reckless and inappropriate for retail investors to use MOODY'S credit ratings or publications
when making an investment decision. If in doubt you should contact your financial or other professional adviser.

Additional terms for Japan only: Moody's Japan K.K. (“MJKK") is a wholly-owned credit rating agency subsidiary of Moody's Group Japan G.K., which is wholly-owned by Moody's Overseas
Holdings Inc., a wholly-owned subsidiary of MCO. Moody's SF Japan K.K. (“MSFJ") is a wholly-owned credit rating agency subsidiary of MJKK. MSF] is not a Nationally Recognized Statistical Rating
Organization (“NRSRO"). Therefore, credit ratings assigned by MSF] are Non-NRSRO Credit Ratings. Non-NRSRO Credit Ratings are assigned by an entity that is not a NRSRO and, consequently,
the rated obligation will not qualify for certain types of treatment under U.S. laws. MJKK and MSF] are credit rating agencies registered with the Japan Financial Services Agency and their
registration numbers are FSA Commissioner (Ratings) No. 2 and 3 respectively.

MJKK or MSF] (as applicable) hereby disclose that most issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and preferred stock rated by
MJKK or MSF] (as applicable) have, prior to assignment of any rating, agreed to pay to MJKK or MSF] (as applicable) for appraisal and rating services rendered by it fees ranging from JPY200,000 to
approximately JPY350,000,000.

MJKK and MSFJ also maintain policies and procedures to address Japanese regulatory requirements.

Mooby’s

INVESTORS SERVICE

3 MAY 30, 2016 ISSUER COMMENT: ICELAND SCHEDULES AUCTION TO BUY OFFSHORE KRONUR, A CREDIT POSITIVE


http://www.moodys.com/

	What is Moody’s Credit Outlook?

