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Endorsement by the Board of Directors
and the CEO

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no.139/2001 on the founding of the
partnership Orkuveita Reykjavikur. The Group provides services through its subsidiaries that operate power plants,
distribute electricity, hot water and cold water, operates the sewage systems in its service area as well as a fibre optic
system in its service area.

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS’s)
as adopted by the European Union. The financial statements comprise the consolidated financial statements of
Orkuveita Reykjavikur and subsidiaries.

Profit of operations of Orkuveita Reykjavikur for the year was ISK 8.871 million (2013: ISK 3.350 million). According to
the statement of financial position the Company’s assets were ISK 299.330 million at the end of the year (31.12.2013:
ISK 283.107 million), book value of equity at the end of the year was ISK 99.410 million (31.12.2013: ISK 80.969
million), resulting in equity ratio of 33.2% (31.12.2014 28,6%).

At the beginning of the year and at the end of the year the Company’s shareholders were the following three
municipalities:

Share
REYKJAVIKUIDONT ..ttt e ittt e ekt e e aab et e e st e e e st e e e eanbn e e e nnnneas 93.539%
F N =11 1] = LR o153 = Uo 10 PSS 5.528%
1201 (0 =14 0) Yo o o HNUUUU O OO ST PP PP PP PP PPPPPPP 0.933%

According to an agreement between the Board of Directors and owners from the year 2011, the Board of Directors do
not propose dividend payments to owners of the parent company in the year 2015 due to the operating year 2014.

Changes due to unbundling of Orkuveita Reykjavikur January 1, 2014

On 1 January 2014 the provision of the Electricity Act that obligates companies in that market to segregate licensed
from competitive operations, came to effect. At the beginning of the year 2014, Orka nattirunnar ohf., began operating
on the competitive electricity market as a subsidiary, wholly-owned by Orkuveita Reykjavikur, this being done to fulfil
the act. The unbundling of Orkuveita Reykjavikur involved numerous tasks. Care had to be taken to maintaining
lenders' trust. The company had to safeguard that the changed Group kept the benefit of its taxable loss, and that the
finances of individual units were sufficiently solid after the segregation.

In connection with the unbundling, parliament passed a new comprehensive act for the company, Act no. 136/2013. It
reflects decisions of the company's owners on its core operations. At the same time, decisions on the internal
governance of Orkuveita Reykjavikur are more in the hands of the owners.

In order to ensure that the unbundling would surely be in accordance with governmental requirements without harming
consumers, Orkuveita Reykjavikur's owners decided to segregate various aspects of the operations as clearly as
possible. Mandatory services, water and sewage utilities, are operated in a separate company, and exclusively
licensed operations in another one. The competitive units in the field of electricity and fibre optics are in independent
companies, owned by Orkuveita Reykjavikur. The core of Orkuveita Reykjavikur's operations is and will be utility
services. They will continue to be operated under Orkuveita Reykjavikur's banner, both the mandatory municipal
services, like water and sewage utilities, and the exclusively licensed services of electricity distribution and heating. In
the parent company of the unbundled group, joint service divisions for the subsidiaries is operated, for example
finance, quality- and environmental affairs, HSE as well as a joint service desk.

Corporate governance

The Board maintains and seeks to improve good corporate governance. Corporate governance is directed by law nr.
136/2013, collective ownership contract, owners policy and the Board’s operating procedure. The procedures also take
into account the company’s moral guidelines, Guidelines on corporate governance, which were issued byt the
Icelandic Chamber of Commerce, Nasdaq OMX Iceland ehf. and SA - Business Iceland and a handbook for board
members, issued by KPMG. Subsidiaries have their seperate company agreements and their Board’s procedures.
These documents can be found on the Company’s website, www.or.is. The Board of Orkuveita Reykjavikur has
appointed a Compensation committee and has nominated a representative in Reykjavik City’s Audit committee.

In an appendix with the Financial Statements further information regarding corporate governance can be found and
information on the Company’s risk management is in notes 23-26 to the Financial statements.
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Endorsement by the Board of Directors
and the CEO

Statement by the Board of Directors

According to the best knowledge of the Board of Directors and the CEO of Orkuveita Reykjavikur, the consolidated
financial statements are in accordance with IFRS’s as they have been approved by EU. It is the opinion of the Board of
Directors and the CEO that the Financial Statements give a fair view of the Group’s assets, liabilities and financial
position 31 December 2014 and the Group’s operating return and changes in cash and cash equivalents in the year
2014. The Financial Statements also describe the main risk factors and uncertainties faced by the Group.

The Board of Directors and the CEO of Orkuveita Reykjavikur hereby confirm the Group’s Financial Statements for the
year 2014.

Reykjavik, 23 March 2015.
The Board of Directors:
Brynhildur Davidsdottir
Valdis Eyjo6lfsdattir

Gylfi Magnusson

Kjartan Magnusson
Aslaug Fridriksdottir

Pall Gestsson

CEO:
Bjarni Bjarnason
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Independent Auditor’s Report

To the Board of Directors and owners of Orkuveita Reykjavikur.

We have audited the accompanying consolidated financial statements of Orkuveita Reykjavikur, which comprise the
consolidated statement of financial position as at December 31, 2014, the consolidated income startement, the
statement of comprehensive income, changes in equity and cash flows for the year then ended, and notes, comprising
a summary of significant accounting policies and other explanatory information.

The Board of Directors and CEQO’s Responsibility for the Consolidated Financial Statements

The Board of Directors and the CEO are responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards as adopted by the EU, and for
such internal control as they determine is necessary to enable the preparation of consolidated financial statements that
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we comply
with ethical requirements and plan and perform the audit to obtain reasonable assurance whether the consolidated
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also includes
evaluating the appropriateness of accounting principles used and the reasonableness of estimates made by
management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of
Orkuveita Reykjavikur as at December 31, 2014, and of its consolidated financial performance and its consolidated
cash flows for the year then ended in accordance with International Financial Reporting Standards as adopted by the
EU.

Report on the Board of Directors report

Pursuant to the legal requirement under Article 104, Paragraph 2, of the Icelandic Financial Statement Act No.
3/2006, we confirm that, to the best of our knowledge, the report of the Board of Directors accompanying the
consolidated financial statements includes the information required by the Financial Statement Act if not disclosed
elsewhere in the consolidated financial statements.

Reykjavik, 23 March 2015.

KPMG ehf.
Guony Helga Gudmundsdottir
Kristran H. Ingélfsdattir
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Income Statement 2014

Notes 2014 2013

OPEFALiNG FEVENUE ......eeiiiiiiieiiieee ittt et e et e s e e s eeabreee e 38.448.260 38.587.479
Profit from sale of 8SSEtS ........coccviiiiiiiii 77.627 621.959
Operating revenues, total 3 38.525.887 39.209.438

ENErgy PUICNASE .....eeiiiiiiiii et ( 5.334.718) ( 5.401.633)
Salaries and salary related EXPENSES .......cooouiuiiiiiiieiiiieiee e 5 ( 4.020.412) ( 3.639.815)
Other Operating EXPENSES .......veiiiiriieiiiiie et e ettt et ( 4.325.884) ( 4.084.336)
Operating expenses, total ( 13.681.015) ( 13.125.784)

EBITDA oottt 24.844.873 26.083.654
[D]=T o] {=T ot =i [o] o E O PP PURPPRN 6 ( 9.152.340) ( 8.927.345)
Results from operating activities, EBIT ... 15.692.533 17.156.310
INEIEST INCOME ...eiiiiiiiie sttt e et e e 708.769 208.723
INEEIESE EXPENSES ...eeiiieiiiiitieee ettt e et e e e e e et e e e e e e e e anneaes ( 4.574.146) ( 6.307.674)
Other expenses on financial assets and liabilities ............cccccooieiniiiinn. ( 954.116) ( 133.335)
Total financial income and expenses 7 (  4.819.493) (  6.232.285)

Share in profit (loss) of associated COMPANIES ..........occviiieieieiiiiiiiiieee e 11 1.672 ( 2.309)
Profit before income tax 10.874.711 10.921.715

INCOME TAX ..eeiiiiiii et e e 8 ( 2.004.170) ( 7.571.959)
Profit for the year 8.870.541 3.349.756

The notes on pages 11 to 48 are an integral part of these Consolidated Financial Statements.
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Statement of Comprehensive Income
for the year ended 31 December 2014

Notes 2014 2013

Profit for the YEAI .......eeiiieee e 8.870.541 3.349.756

Other comprehensive income

Items moved to equity that will not be moved later to the income statement

Revaluation reSErve, INCIEASE ........oiiiiviieieeee e 9 7.600.000 14.682.883
Revaluation reserve, decrease 9 ( 253.603) (  4.000.000)
Income tax effect of revaluation 8 ( 1.469.279) ( 2.183.524)

Effect of change in tax rate on the revaluation reserve 0 7.934.264
5.877.118 16.433.623

Iltems moved to equity that could be moved later to the income statement
Changes in fair value of assets available for sale ..........cccccooiiiniieiiiienn. 7 ( 542.248) 542.248
Translation diffEreNCe ... 19 4.235.355 0
3.693.107 542.248
Comprehensive income moved directly to equity, after taxes ..............cc.e.... 9.570.225 16.975.871
Total comprehensive income for the year 18.440.766 20.325.627

The notes on pages 11 to 48 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position
31 December 2014

Assets

Property, plant and eqUIPMENT ..........cooiiiiiiiiieii e
INtANGIDIE BSSELS .. ..eeiiiiiii e
Investments in associated COMPANIES ...........eeeieiiiiiiiiiieee e
Investments in other COMPANIES .........occviiiiiiiiiiii e
Embedded derivaties in electricity sales contracts ............ccccceevvviiiiiieneennn.
HEAQGE CONLFACES ...eoiiiiiieiiiit et e
Other fiNanNCial BSSELS .........cccvviiiiiie e
Deferred taX ASSELS ..c.oiviiiiiiiiie ittt

LN VZ=T g (0] 1= PP
Trade reCeIVADIES .......cooviiiieiiiiee s
HEAQE CONIIACES ...oiiiiiiiiiiiiiie ettt e e e e e e neees
Other reCeIVADIES ... raree
(D= o0 L] | OO PRSPPI
Cash and cash eqUIVAIENES ...........oooiiiiiiiiiie e

Total current assets

Total assets

Equity

REVAIUALION FTESEIVE .....ovvviiviiiieiiieieieeeiteisesesesesesesssssssssssessesssrersnessrsrererennrrnne
[ T Y [T T YT CY VR
Translation reserve
Retained ArNINGS .......eieiiiiieiiii et

Liabilities
Loans and DOMTOWINGS ........eviiiiiiiiie e
Retirement benefit obligation ...
Embedded derivaties in electricity sales contracts ............cccccceevviiiiiieneennn.
HEAQGE CONLFACES ...eeiiiiiieiiiie et e
Deferred tax liabilities

ACCOUNES PAYADIE ..o
Loans and DOMTOWINGS ........uuiiiiieiii e
Embedded derivaties in electricity sales CoONtracts ...........cccoccvveevvvieeniiiennn.
HEAQE CONIIACTES ...ooiiiiiiiiiiiiie ettt e e et e e e e e e e neaes
Other current lIabilItIES .........oovviiiiiii e

Total current liabilities

Total liabilities

Total equity and liabilities

The notes on pages 11 to 48 are an integral part of these Consolidated Financial Statements.

Notes

9

16
17
14
17
18
18

19

20
21
13
14
15

20
13
14
22

31.12.2014 31.12. 2013
265.929.409 251.400.707
1.333.728 1.242.808
59.189 57.517
2.236.179 3.734.550
0 965.916
656.173 1.127.246
8.480.317 7.502.804
2.674.881 1.646.049
281.369.876 267.677.597
434.943 367.347
4.632.281 5.579.218
237.282 232.031
508.560 257.795
3.000.144 0
9.147.113 8.993.410
17.960.323 15.429.801
299.330.199 283.107.398
69.446.324 66.354.727
1.760.000 2.302.248
4.235.355 0
23.968.184 12.312.122
99.409.863 80.969.097
164.157.105 175.319.931
520.264 492.925
2.377.756
1.842.134 80.847
4.529.006 0
173.426.264 175.893.703
1.826.346 1.988.525
19.766.122 19.619.524
649.933 548.176
1.194.980 1.390.870
3.056.691 2.697.502
26.494.072 26.244.598
199.920.336 202.138.301
299.330.199 283.107.398
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Statement of Changes in Equity

for the year 2014

The year 2014

Equity at 1 January 2014

Revaluation, increase
Revaluation, decrease
Income tax effect of revaluation
Changes in fair value of
assets available for sale
Translation difference
Profit for the year ........c.occoeiiiiniinins

Total comprehensive income
Depreciation transferred to
retained earnings

Equity at 31 December 2014

The year 2013

Equity at 1 January 2013
Revaluation, increase
Revaluation, decrease
Income tax on revaluation
Effect of group changes 1.1.2014
on income tax on revaluation
Changes in fair value of
assets available for sale
Profit for the year .........cccocoveeviiiinnnn.

Total comprehensive income

Depreciation transferred to
retained earnings

Other changes

Equity at 31 December 2013

The notes on pages 11 to 48 are an integral part of these Consolidated Financial Statements.

Fair

Revaluation value Translation Retained Minority Total

reserve reserve reserve earnings interest equity
66.354.727 2.302.248 0 12.312.122 0 80.969.097
7.600.000 7.600.000
( 253.603) ( 253.603)
(1.469.279) ( 1.469.279)
( 542.248) ( 542.248)
4.235.355 4.235.355
8.870.541 0 8.870.541
5.877.118 ( 542.248) 4.235.355 8.870.541 0 18.440.766
(2.785.521) 2.785.521 0
69.446.324 1.760.000 4.235.355 23.968.184 0 99.409.863
51.791.161 1.760.000 0 7.092.309 4.353 60.647.823
14.682.883 14.682.883
(4.000.000) ( 4.000.000)
(2.183.524) ( 2.183.524)
7.934.264 7.934.264
542.248 542.248
3.349.756 3.349.756
16.433.623 542.248 3.349.756  3.349.756 20.325.627
(1.870.057) 1.870.057 0
( 4.353) ( 4.353)
66.354.726  2.302.248 0 12.312.122 0 80.969.096
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Statement of Cash Flows
for the year 2014

Notes 2014 2013
Cash flows from operating activities

Profit fOr the YEAN ... 8.870.541 3.349.756

(0] (=101 (=To [ o)V O ST P PP PP PPPRR PPN
Financial income and eXPENSES ......cooouviiiiiiiiiiiiieiee e 4.819.493 6.232.285
Share in P/L Of BSSOCIAES .......cuviiiiiiieeiiiiec et ( 1.672) 2.309
INCOME TAX eeeiiiiiiiiiiiiiei ittt ettt e e et e e e e e e e e e e e eeeeeeees 2.004.170 7.571.959
Depreciation and amortiSAtioN ............cocvvieiiiieeiiiiie e 9.152.340 8.927.345
Profit from sale of property, plants and equipment ...........ccccceeeiiiciiiieneennne ( 77.633) ( 621.959)
Retirement obligation, Change ... 27.339 9.548
Working capital from operation before interest and taxes 24.794.578 25.471.243
Inventories, (INCrease) dECIEASE .........cuieiiiiiuiiiiiie et ( 54.837) 35.525
Current assets, decrease (increase) 806.444 ( 1.213.943)
Current liabilitieS, INCIEASE .....cuuur i 515.887 827.483
Cash generated from operations before interests and taxes 26.062.072 25.120.308
Received iNtereSt INCOME ........ooiiiiiiiiiiie e 741.624 210.379
Paid iNtEreSt EXPENSES ......ueiiiiiieiiiiiti ettt e e e e e ( 4.927.063) ( 4.966.841)
DIiVIAENd rECEIVEM ......eeeiiiiii i 1.268 52.124
Received (paid) due to other financial income and expenses ...................... 206.340 ( 383.224)
Net cash from operating activities 22.084.241 20.032.746

Cash flows from investing activities

Acquisition of property, plant and equipment ...........ccccceeeiiiiiiieeeee . ( 5.593.920) ( 3.459.378)
Acquisition of iNtangible aSSetS .........ccovuiiiiiiiiii e ( 167.012) ( 70.795)
Proceeds from sale of property, plant and equipment ..........c.cccocciiieeeennn. 104.559 5.972.782
Sale Of SUDSIAIAIIES ......eeveeiiieeee e 0 ( 10.833)
Proceeds from sale of other companies ... 1.499.248 6.529
Investment in dePOSItS .......occvveeiriiiiiiiiiee e ( 3.000.144) 0
Proceeds and repayment of other financial assets 579 5.986
Net cash used in investing activities (  7.156.692) 2.444.291
Cash flows from financing activities
Proceeds from NeW DOIMMOWINGS ....c.cooiiiiiiiiiiieai e 5.700.000 3.080.750
Repayment of DOITOWINGS .......cveiiiiiiiiiiii e ( 20.330.237) ( 23.571.061)
Proceeds from new borrowings from the OWNers .........ccccooiiieiieiiiniiieenen. 0 4.000.000
Credit facility, Change ..o 0 ( 2.500.000)
Current liabilities, ChANGE .........oocuiiiiiie e ( 71.544) ( 152.190)
Net cash to financing activities ( 14.701.782) ( 19.142.500)
Increase in cash and cash equivalents ...........cccccovviiinicc e, 225.768 3.334.537
Cash and cash equivalents at year beginning .........ccccceeeviveeeininieninnn. 8.993.410 6.885.693
Effect of currency fluctuations on cash and cash equivalents .............. ( 72.065) ( 1.226.819)
Cash and cash equivalents at year-end ..........cccoocoviiriiieeiiiieenniee e, 18 9.147.113 8.993.411
Investments and financing without payment effects:
Acquisition of property, plant and equipment ............ccceeeeeiiiiiiieeeeenns ( 191.027) ( 131.085)
Current liabilities, change 191.027 131.085
Other information:
Working capital from Operation ............ccccooiiiiiiiiiiiiiiee e 18.881.122 19.675.015

The notes on pages 11 to 48 are an integral part of these Consolidated Financial Statements.
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Notes

1. Reporting entity

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no. 136/2013 on the founding of the
partnership Orkuveita Reykjavikur. The Company's headquarters are at Baejarhals 1 in Reykjavik. The
Company's consolidated financial statements include the financial statements of the parent company and its
subsidiaries, (together referred to as "the Group") and a share in associated companies. The consolidated
financial statements of Orkuveita Reykjavikur is a part of the Financial statements of Reykjavik city.

The Group provedes services through its subsidiaries that operate power plants, distribute electricity, hot water
and cold water, operates the sewage systems in its service area as well as a fibre optic system in its service area.

2. Basis of preparation

a. Statement of compliance
The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standars (IFRSs) as adopted by the EU.

New reporting standards and their interpretation

The Group has adopted all International Financial Reporting Standards, their interpretation and changes on
existing reporting standards that are valid at year end 2014 and are related to the Group’s operations. The main
effect of the implementations can be seen below. The Group has not adopted in advance interpretations or
changes according to IFRS that take effect after 31 December 2014. It is not considered that their adoption would
have a significant impact on the Flnancial statements

At the beginning of the year three new standards took effect. IFRS 10 Consolidated Financial Statements, IFRS
11 Joint Arrangements and IFRS 12 Disclosure of Interests in Other Entities. IFRS 10 redefines the consept of
dominance and contains new rules for estimating whether control exists or not. IFRS 11 sets out the principles of
accounting by entities that engage in joint ventures. IFRS 12 sets out the requirements of information in notes to
enable readers of the financial statements evaluate the nature and risk involved in having interests in other
companies and its effect on operation, assets and cash flow. With the implementation of these new standards,
Changes in IAS 27, Seperate Flnancial Statements and IAS 28, Investments in Associates, where also
implemented. The implementation of the standards have insignificant impact on the presentation, use of
estimates and notes to the consolidated financial statements.

Other changes to the existing standards or interpretations than those set out above, have insignificant impact on
the presentation, use of estimates and notes to the Consolidated Financial Statements according to management.

The financial statements were approved by the Board of Directors on 23 March 2015.

b. Basis of measurement
The consolidated financial statements have been prepared on the historical cost basis except for a part of
property, plant and equipment have been revalued at fair value, derivative agreement are stated at fair value and
assets held for sale are stated at fair value. The methods used to measure fair values are discussed further in
note 34.

c. Functional and presentation currency
The consolidted financial statements are presented in Icelandic kronas, which is the Company’s functional
currency. All financial information has been rounded to the nearest thousand unless otherwise stated.
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Notes

2. Basis of preparation, contd.
d. Foreign currency

Trade in foreign currencies is reported into each consolidation company at the rate of the business day. Monetary
assets and debts in foreign currencies are reported in the rate of the reporting date. Other assets and debts
reported at fair value in foreign currency are reported at the rate of the day the fair value was set. Exchange
difference due to foreign trade is reported through P/L.

Assets and debts in the operations of a company of the consolidated financial statements that has USD as its
functional currency are calculated into Icelandic kronas at the rate of the reporting date. Income and expenses of
this companies operation is calculated into Icelandic kronas at the average exchange rate of the year. The
exchange difference due to this is reported in a special account in the statement of comprehensive income. When
operations with another functional currency than the Icelandic krona are sold, partly or in full, the accommodating
exchange difference is recognised in P/L.

e. Use of estimates and judgements
The preparation of the consolidated financial statements in conformity with IFRSs requires management to make
judgements, estimates and assumptions that affect the application of accounting policies and the reported
amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the year in which the estimates are revised and in any future periods affected.

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amounts recognised in the financial statements is
included in the following notes:
- note 9 - Property, plant and equipment (revaluation of the distribution- and production system and
valuation of impairment.)
- note 12 - Investments in other companies (presumptions made when calculating fair value of assets
classified for sale.)
- note 13 - Embedded derivaties in electricity sales contracts (presumptions when calculating fair value.)
- note 14 - Other financial assets and other financial liabilities (presumptions when calculating fair value.)
- note 15 - Deferred tax assets and liabilities (valuation of future taxable profits against carry forward tax losses.)
- note 21 - Retirement benefit obligations (presumptions when calculating the obligation)
- note 24 - Market risk
- note 29 - Property leases (classification of property leases.)
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Notes

3.  Segment reporting
Business divisions and sectors

The Group’s service area is mainly in the Reykjavik city area, but it also extends to the southern and western
parts of Iceland. The Group is divided into three seperate divisions: production and Sales, Utilities and Other
Operation.

The subsidiary Our nature generate electricity and harness hot water from the power plants as well as selling
electricity to wholesale and retail customers.

The subsidiaries OR Veitur and OR vatns- og fraveita distribute electricity, harnessing hot water from low-
temperature fields and the geothermal plants and distribute it for space heating. It also collects and distributes
cold water from reservoirs, runs a sewerage system.

Other operations cover the fibre optic system, the new construction and operation of street lighting, rental of
housing and equipment, incidental sale of specialist consultancy services and more.

The Group is income taxed and collects value added tax, except for operations regarding cold water and sewer
but they are regulated by law no. 33/2004 concerning cold water suppliers of municipalities and law no. 9/2009
concerning the operations of sewer. The provision of hot water supply is subject to law no. 58/1967, concerning
earnings from hot water. The distribution of electricity is subject to law no. 65/2003, which stipulates revenue caps
that are decided by the National Energy Authority.

Sector Official obligations

Minister approves utility rates not subject to the open market. These take
Hot water effect upon publication in the Ministerial Gazette.

Price rates are subject to authorisation from the The National Energy
Electricity, distribution Authority. Rates are officially published.

Energy sales are subject to the open market, electricity rate changes are
Electricity, production therefore not subject to government approval.

The legal limitation on the upper limit of the rate is 0.5% of the real estate
Cold water value. Rates are officially published in the Law and Ministerial Gazette.

The Rates for the sewer system shall cover all costs. Rates are officially
Sewer system published in the Ministerial Gazette.

This is a competitive practice that is supervised by The Post and Telecom
Fibre-optic data system Administration.

Customers that have significant effect on the Group’s revenues
One customer has significant effect on the Group’s revenues in the year 2014, i.e. Nordural Grundartangi inc.

The Group’s revenues from Nordural Grundartangi inc., represents approximately ISK 6.506 million or 16.9% of
total revenues. This income is mainly reported in the subsidiary Our nature (2013: ISK 6.589 million, or 16.8% of
total revenue).
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Notes

3. Segment reporting

Segment information is presented by the Group's internal reporting. Due to the unbundling of the Company 1 January 2014 there is a change in the internal reporting
between the comparative years. Therefore information between years is not fully comparable. Business segments now presented are Utilities, that represent licenced
operations in hot and cold water, distribution of electricity and sewage, Our nature, representing the competitive operations in producing electricity and hot water and
Other Operation, that represents the activities of the parent company and the fibre optic operations. Segement reporting is contucted by using the same accounting
principle as the group uses and is described in Note 33.

Business segments - divisions Other Adjust-

The year 2014 Utilities Our nature Operation ments Total
EXIErNal FEVENUE ......ooiiiiiiiiiiiiii et 25.357.642 11.643.144 1.525.102 0 38.525.887
INtEr-SEgMENT FTEVENUE ...t 2.358.481 3.107.370 4.427.677 ( 9.893.528) ( 0)
Total SEGMENT FEVENUE .....uvviiiiie ettt e e s rae e 27.716.123 14.750.514 5.952.778 ( 9.893.528) 38.525.887
SEGMENE FESUIL 1.eeeieesiiiee ettt e st e e e s e e s nnb e e e nneaeeeenees (  11.423.820) ( 6.664.017) ( 5.486.706) 9.893.529 (  13.681.014)
Segment profit EBITDA ....coouiiiiiie et 16.292.303 8.086.497 466.072 0 24.844.872
Depreciation and impairment ..........coccoveirieeeiiee e ( 5.021.266) ( 3.178.196) ( 952.878) 0 ( 9.152.340)
Segment results, EBIT ...t 11.271.037 4,908.301 ( 486.806) 0 15.692.533
Financial income and eXPenSes ........ccuueeiieeiiiiiiieiiee e ( 4.716.681) ( 1.372.662) 4.447.986 ( 3.178.136) ( 4.819.493)
Share of loss of associated COMPANIES ........oeeveeeiiiiiiiiiiiee e 0 0 1.672 0 1.672
g ToT0) 3 LTSN - SRR ( 750.306) ( 840.807) ( 1.653.411) 1.240.354 ( 2.004.170)
Profit fOr the YEAI .......eeiiiiiie e 5.804.050 2.694.832 2.309.441 ( 1.937.782) 8.870.540

The year 2013

External revenue .........ccccccoeeviiiiiiennennn. 25.893.741 12.498.245 817.452 0 39.209.438
Inter-segment revenue 239.225 11.361.307 507.128 (  12.107.660) 0
Total SEGMENT TEVENUE ....oovviiiiiiiiiieriiee ittt 26.132.966 23.859.552 1.324.580 ( 12.107.660) 39.209.438
SEGMENE FESUIL 1.eeiee ittt e e st e e s e e s nna e e e e nnraeeeenees 11.440.742 4.930.163 996.482 0 17.367.387
(0 F= Y| Lo Yoot (=T I =D o 1= T ET= PRSPPI ( 211.077)
RESUILS frOM OPEIALING BCLVITIES ....eeiiiiiiiiiiiiie ittt ettt st e e ettt ookttt e oo h s et e e aaE et e o R e et o4 eh R e e e e 4a ket e o2k e e £ oo as et e e oa kb e e e aann et e e nnne e e e et reeensneeeennnes 17.156.310
Financial income and expenses ( 6.232.285)
Share 0Of [0SS Of ASSOCIAIEA COMPANIES .......veiiiiiiii ettt e ettt e et e e ok et e e st e oo s e b et e o4k h e e e e R e et e o ea R et e e aa ke e e e Re et e s aan et e e an b b e e e e sne e e e naneeeeannneeenanee ( 2.309)

INCOME X .. ( 7.571.959)
Profit for the year 3.349.757
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3. Segment reporting, contd.

Business segments - divisions, contd. Other Adjust-
The year 2014 Utilities Our nature Operation ments Total

Balance sheet (31.12.2014)

Property, plant and equipment and intangible assets .............ccccceveveeenne 130.832.247 119.638.235 16.792.655 0 267.263.137

OthEr @SSELS ..uiiiiiiiiiiie et 6.933.241 8.856.968 358.495.745 ( 342.218.892) 32.067.062
299.330.199

Loans and BOIMOWINGS ......cooiuiiiiiiee et 74.907.939 72.332.482 183.923.227 ( 147.240.418) 183.923.230

Other ADIlITIES ...vveiviiee e 5.174.555 4.379.156 17.647.348 (  11.203.950) 15.997.109
199.920.339

Investsments

Property, plant and equipment and intangible assets ..............c.cccceuveee. 2.551.353 1.870.898 1.531.142 0 5.953.393

The year 2013

Balance sheet (31.12. 2013)

Property, plant and equipment and properties held for sale ................... 144.445.946 104.928.005 9.286 2.017.471 251.400.708
INtANGIDIE ASSELS ....eeiiiiiiie e 0 0 0 1.242.808 1.242.808
S LI T = T Lol - L= T PSPPI 57.517
(@1 =T QU Eo | oot (To = TS ] £ PR SUUUPERPT 30.406.365
B0 = L= Y=Y £ PSPPI 283.107.398
(0T F= [ o= =T BN L= o 11 = TSP UOPRTR 202.138.301
Investsments

Property, plant and eqUIPMENT .........ooeiiiiieiiiiie e 2.692.093 557.264 0 240.347 3.489.704
INtANQIDIE ASSELS ...uviiiieiie e 0 0 0 70.795 70.795
Depreciation

Property, plant and eqUIPMENt ...........ccoiiiiiiiiiiie e 4.957.625 3.787.859 0 151.032 8.896.516
INtANGIDIE ASSELS ....eeiiiiiiie e 0 0 0 30.829 30.829
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4. Analysis of geothermal power plant operation

Return analysis of production of electricity and hot water, cf. Article 41, paragraph 5 of law no. 65/2003:

Electricity Hot water Electricity Hot water
2014 2014 2013 2013

Geothermal power plant
REVENUE ....oovviiiii e 9.247.259 2.591.105 8.139.505 2.700.000
Operating eXPENSES .........eeeeieeeiiiiiiiiieeeeaeeiiieeeass ( 1.587.189) ( 628.104) ( 1.322.543) ( 662.894)
Depreciation ..........ccooccuiviereee i ( 2.434.546) ( 722.203) ( 2.525.250) ( 808.745)
Profit before financial expenses ...........ccccceeeeeen. 5.225.524 1.240.798 4.291.712 1.228.360
Return oninvestment ..........ccccccvvieviee e, 6,8% 4,6% 4,7% 2,1%

The power plants at Hellisheidi and Nesjavellir are mixed production plants, where both hot water and energy are
produced.

The cost allocation is based on Our nature’s methods, that the National Energy Authority (NEA) has not approved.
NEA is obligated to set new cost allocation rules after having disapproved Our natures proposal, NEA has not yet
carried this out. Until NEA sets new rules for cost allocation, the return of the segments are reported using Our
natures methods.

5. Salaries and salary related expenses

2014 2013

Salaries and salary related expenses are specified as follows:
ST 1= L= ST PRPTR SR 3.439.515 3.179.776
Defined contribution pension expenses 447.995 419.024
Defined benefit pension eXpenses ..........ccccvcvveennee. 48.441 28.748
Other salary related EXPENSES .......ooiiuiiiiiie e e e 353.401 331.935
Expensed salaries and salary related expenses due to early retirement

plan and laid-off eMPIOYEES 1) .....cuuiiiiiieiiiiei e 80.915 54.887
Total salaries and salary related EXPENSES ......cccceiiiiiiiiirieeiiiiiiiee e e e e 4.370.267 4.014.369
Salaries and salary related expenses are stated in the financial statements as follows:
Expensed in the iNCOmMe STAateMENT ...........coooiiiiiiiieee e 4.020.412 3.639.815
CapitaliSEd ON PrOJECES ..ocoueiiiiiiiiee et e 349.855 374.554
Total salaries and salary related EXPENSES ......cccceiiiciiiiiiiiee e e e 4.370.267 4.014.369
Number of employees:
Number of annual WOrking UNItS ..........ooiuiiiiiiiiiiii e 441 445

Management's salaries and benefits for the parent company and subsidiaries are specified as follows:

Salaries to the Board of Directors of the Parent Company .........cccccevvviveniiineeennn 16.017 20.137
Salaries of the CEO of the Parent CoOmpPany ..........ccceiiiuiiieieeeiiniiiiee e 22.151 20.566
Salaries of three Managing Directors of the Parent Company (five 2013) ............... 49.515 82.072
Salaries to the Board of Directors of three subsidiaries (one 2013) ..........ccccvveeeennn. 14.985 3.600
Salaries of three Managing Directors of subsidiaries (one 2013) .........cccoceveernneenn. 56.476 16.261
Termination expenses, pension expenses included 2) .........cccccoviiiiiiieneennnne 13.888 0

173.032 142.636

Included in salaries are benefits and vehicle subsidy.

1) A part of curtailing in the operations is to decrease the number of employees. This is achieved partly by offering
employees that have reached the age of 63, early retirement. Those who accept this offer are not expected to work
for the Group during the termination. When employees leave the Group either due to early retirement or due to lay-
offs the termination cost is recognised immediately.

2) The manager of Gagnaveita Reykjavikur left his position at year-end 2014. Salaries and salary related
expenses were all expensed in P/L upon his departure.
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6. Depreciation and amortisation

2014 2013
Depreciation and amortisation is specified as follows:
Depreciation of property, plant and equUIPMENt ...........cccviiiiieeiiiiiii e 9.076.247 8.496.515
Amortisation of assets under CONSIIUCLION ..........coooiiiiiiiiiiiiie e 0 400.000
Depreciation and amortisation, total, cf. NOte 9 .......cocooiiiiiiiiiiiiiii e, 9.076.247 8.896.515
Amortisation of intangible assets, cf. NOte 10 .........oooiiiiiiiiiiiiiii e 76.092 30.829
Depreciation and amortisation recognised in the income statement ........................ 9.152.340 8.927.345

7. Financial income and expenses

2014 2013
Financial income and expenses are specified as follows:
INEEIEST INCOME ..eiiiiiee ittt e e e e e e s et e e e e e e e e st b e et e eeesesntbaneeaaeesannnes 708.769 208.723
1) e (= A=Y 0= LT SRS ( 3.847.073) ( 5.489.263)
Guarantee fEe t0 OWNEIS 1) ..ot e e e e e e e e sneaaees ( 727.073) ( 818.411)
TOtal INErESt EXPENSES .. ..eiieiiiiiie ettt ettt e e e e e et e e e e e e e sntbeeeeaaeeaan ( 4.574.146) ( 6.307.674)
Fair value changes of embedded derivatives in electricity sales contracts ............... ( 3.445.428) ( 14.320.921)
Fair value changes of assets available for sale ..........cccccooiii e, 542.248 ( 74.900)
Fair value changes of financial assets and financial liabilities through P/L ............... 759.774 ( 2.102.704)
HEAQE CONIIACTES ....eiiiiiiiiiie ettt ettt e e e sttt e e e e e et eeeeaaeeeanens ( 4.004.516) ( 1.355.128)
Foreign exchange diffEer&NCe ........oooiiiiiiiiiii e 5.192.538 17.666.647
(D1 To [=T o o - TP PRT RO 1.268 53.671
Total of other income (expenses) on financial assets and liabilities ......................... ( 954.116) ( 133.335)
Total financial INCOME and EXPENSES ......ccciiiiiiiiiiiiee et e e ( 4.819.493) ( 6.232.285)

1) The Group paid a guarantee fee to current and former owners of the company for guarantees they have made
on the Groups loans and borrowings according to a decision made on the annual meeting of Orkuveita Reykjavikur
in 2005. The fee on yearly basis for its licenced operations is 0.375% and 0.49% regarding loans due for
operations in the open market. The guarantee fee amounted to ISK 727 million in the year 2014 (2013: ISK 818
million) and is accounted for among interest expenses.

Fair value changes through P/L

Generally accepted valuation methods are used to determine the fair value of certain financial assets and financial
liabilities, further discussed in note 34. Change in fair value that is expensed in the income statement amounts ISK
2.143 million. (2013: expense ISK 16.499 million).

Capitalised financing cost

Financing cost due to construction of a power plant amountin to ISK 152 million was capitalised and was deducted
from financial expense. No finance expense was capitalised in the year 2013. Interest ratio that was used in the
calculation of capitalised financing cost for the year 2014 was 4.5%.

2014 2013
Interest expense is specified as follows:
Interest expenses, charged in the income statement .............cccccee i, ( 4.574.146) ( 6.307.674)
Capitalised fINANCE COSE ....uuiiiiiiiiiiiiiiee et e e e e et baaeeeeeeeeanees ( 152.244) 0
INEEIEST EXPENSES ..ottt ettt e e e ettt et e e e e e bbb e e e e e e e aannbbeeeeaeeeeannenes ( 4.726.390) ( 6.307.674)
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8. Income tax

The Group’s companies are tax liable according with Article 2 of law no. 90/2003 on income tax. The part of the
Group’s operation concerning operation of cold water supply and sewer is though exempt from income tax.
The parent Company’s tax rate is 36%, other taxable subsidiares have a 20% tax rate.

Income tax recognised in the income statement is specified as follows: 2014 2013
Change in deferred INCOME taX ......uuuiiiieeiiiiiiiii et e e e e e e e e nneees 2.004.170 7.571.959
Income tax recognised through P/L ... 2.004.170 7.571.959
Reconciliation of effective tax rate: 2014 2013
Profit before income tax ............ccveeeeeeeeeiiiviieeeeens 10.874.711 10.921.715
Income tax according to tax ratio of parent .......... 36,0% 3.914.896 36,0% 3.931.818
Effect of tax rates of subsidiaries .............cc....c.... ( 11,7%) ( 1.272.421) ( 1,6%) ( 172.496)
Effect of valuation of exploitation

of deferred tax 10SSES ......ccccevvvieveiiiiieiiiicee 0,9% 94.000 ( 2,7%) ( 290.000)
Non-taxable operation of

water supply and SEWEr ........cccceovvvvivieieeeeeeininns ( 8,5%) ( 928.386) ( 23,4%) ( 2.555.631)
Effect of unbundling on deferred income tax ........ 2,2% 234.512 60,3% 6.586.925
Effect of different functional currencies

INte GroUP ...ovveieiieeiiiiee e 1.2% 133.679
Fair value changes of AFS 1,8%) ( 195.209)

Other ITEMS ...oiiiiiiiiiieee e 0,2% 23.099 0,7% 71.344
Effective income taX ........cccccovvieiiiiiieiiiice e 18,4% 2.004.170 69,3% 7.571.959

Income tax moved directly to equity

Deferred tax

Due to income and expenses moved directo to equity 2014 2013
Tax effect Of reValUation ..........ccuviiiiiiiii e 1.469.279 2.183.524
Effect of unbundling on tax on revaluation ..............ccccceeiiiiiiieiiie e 0 ( 7.934.264)
Deffered tax, TOTal .........oii i 1.469.279 ( 5.750.740)
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Property, plant and equipment

Production Utility Other Other

The year 2014 system system real estates equipment Total
Cost or deemed cost
Balance at year beginning .......... 204.016.109  239.007.474 2.084.402 1.496.289  446.604.274
Reclassification of assets ........... ( 778.623) ( 6.751) 501.154) ( 148.954) ( 1.435.482)
Additions during the year ............ 1.806.275 3.054.066 96.643 360.351 5.317.335
Additions of assets in constr. ..... 469.046 0 0 0 469.046
Translation difference ................. 14.343.503 0 1.233 2.290 14.347.025
Sold or disposed of .................... 0 ( 22.193) 17.102) ( 26.943) ( 66.238)
Revaluation, increase ................. 10.092.794 0 0 0 10.092.794
Revaluation, decrease ................ 0 ( 353.584) 0 0 ( 353.584)
Balance atyearend ................... 229.949.102  241.679.011 1.664.022 1.683.033 474.975.168
Depreciation
Balance at year beginning .......... 70.133.607 123.229.790 915.419 924,750  195.203.566
Reclassification of assets ........... ( 778.854) ( 6.494) 501.209) ( 148.925) ( 1.435.482)
Depreciated during the year ....... 4.608.349 4,187.518 116.435 163.945 9.076.247
Translation difference ................. 3.846.005 0 408 1.515 3.847.929
Sold or disposed of ...........cueee.. 0 0 16.418) ( 22.895) ( 39.313)
Revaluation, increase ................. 2.492.794 0 0 0 2.492.794
Revaluation, decrease ................ 0 ( 99.982) 0 0 ( 99.982)
Balance atyearend .................. 80.301.902  127.310.832 514.635 918.390 209.045.759
Carrying amounts
At1.1. 2014 ..o 133.882.501  115.777.684 1.168.983 571.538 251.400.707
At 31.12. 2014......cccoieieeeeee 149.647.200 114.368.179 1.149.387 764.643  265.929.409
Thereof assets under

construction at year end........... 7.656.783 1.699.028 0 0 9.355.811
The year 2013
Cost or deemed cost
Balance at year beginning .......... 198.231.387  223.774.810 2.083.533 1.244.289  425.334.019
Additions during the year ............ 808.729 2.394.477 870 235.945 3.440.022
Additions of assets in constr. ..... 4.940 44,744 0 0 49.684
Sold or disposed of .................... 0 0 0 16.054 16.054
Revaluation, increase ................. 9.044.863 12.793.442 0 0 21.838.305
Revaluation, decrease ................ ( 4.073.811) 0 0 0 ( 4.073.811)
Balance atyearend ................... 204.016.109  239.007.474 2.084.402 1.496.289  446.604.274
Depreciation
Balance at year beginning .......... 64.424.583 113.110.231 881.295 806.447  179.222.557
Reclassification of assets ........... 0 0 17.836 0 17.836
Depreciated during the year ....... 4.904.854 3.842.117 16.288 133.257 8.896.515
Sold or disposed of .................... 0 0 0 ( 14.954) ( 14.954)
Revaluation, increase ................. 877.981 6.277.442 0 0 7.155.423
Revaluation, decrease ................ ( 73.811) 0 0 0 ( 73.811)
Balance atyearend ................... 70.133.607  123.229.790 915.419 924.750  195.203.566
Carrying amounts
At 1.1. 2013 . 133.806.804  110.664.579 1.202.237 437.842  246.111.462
At 31.12. 2014 ... 133.882.501  115.777.684 1.168.983 571.538 251.400.707
Thereof assets under

construction at year end........... 6.949.212 1.599.762 0 0 8.548.975
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Property, plant and equipment, contd.

Revaluation

When revaluating, the relevant asset groups are measured at fair value. The aforementioned revaluation is
recognised in a revaluation reserve among equity taken into account effects of deferred income tax as further
explained in note 33. c. The revaluation is carried out by experts within the Group.

Revaluation was carried out for fibre optic systems and electricity production assets at year-end 2014 as part of
regular revaluation of the assets of the Group The revaluation led to an increase in book value of assets in
electricity production amounting to ISK 7.600 million and a decrease in the fibre optic system amounting to ISK
254 million.

Revaluation was last conducted according to the following table:

Date of
Revaluation
Production systems
[ (0] TV 1 = PP PPOPPPPPTTPR 31.12.2013
[070] [0 V=1 =T PSP UR T OUOTPPPRPTN 31.12.2013
=T o (ol | TP P PP OPPPPPPPPRN 31.12.2014
Distribution systems
HOT WBEET .ttt 31.12.2013
[070] [0 IV V=1 =T PSRRI OUOUPPPRPTN 31.12.2013
ST Lo OO RO P PP PRPTPR PRI 31.12.2013
=T o (o1 PP PPP RPN 31.12.2013
FIDre-0ptiC CADIE SYSIEM .....eiiii ettt e s e et e e anbn e e 31.12.2014

The fair value of these assets is determined on the basis of the depreciated replacement cost. This consists in
that an assessment is made on changes in the construction cost of comparable assets and both cost and
accumulated depreciations are revaluated in accordance with those changes. The calculation is based on official
information and actual statistics from the Group's books on value changes of cost of items and takes into account
an estimate on the weight of each cost item in the total cost of construction of comparable assets. Cost items and
their proportional weight were determined by experts within the Group. The impairment test of assets is also taken
into consideration and revaluation is not recognised beyond the expected future cash flow of the assets.
Distribution systems for hot water, cold water, sewage and electricity are licensed operations and subject to official
revenue targets that are based mostly on changes in the construction cost index. This is taken into consideration
when revaluating these systems. Revaluation is classified as level 3 of the hierarchy of fair value, further explained
in note 27.

Information on revalued assets at year end Production Distribution

31.12.2014 system system Total
Revalued carrying amouUNt ..........coccvieiiiieeeiiie e 149.647.200 114.368.179  264.015.379
Thereof effect of revaluation ..............cccceeiiiiiii s ( 36.429.693) ( 47.345.825) ( 83.775.518)
Carrying amount before effect of revaluation ..............ccccceeeeeeninis 113.217.507 67.022.354 180.239.861
31.12. 2013

Revalued carrying amouUNt .........cc.uvverieeiiiiiiiier e eeneaeee s 133.882.500 115.777.684  249.660.184

Thereof effect of revaluation ( 30.401.658) ( 45.941.014) ( 76.342.672)
Carrying amount before effect of revaluation ..............cccccceeeeeenins 103.480.842 69.836.670 173.317.512
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9. Property, plant and equipment, contd.

Impairment tests

Impairment tests were performed at year end in order to confirm both carrying amounts of assets and main assets
under construction would meet estimated future cash flows of these assets. The impairment tests are carried out
for every sector in the utilities and production systems.

The impairment is based on several assumptions, the main assumptions are:

WACC Future growth
2014 2013 2014 2013
HOt WALET .o 5.16% 4.40% 1.0% 0.5%
Electricity, distribution ............ccceeviiieeiniie e, 4.86% 4.10% 0.7% 0.5%
COld WALET ....ooeiiieieiiiiee e 5.60% 5.39% 0.7% 0.5%
SEWAGE .eveeeiiiiiee ittt 5.60% 5.39% 0.7% 0.5%
Production at power plants ...........ccccceeiiiiiieeeen. 51610 6.74% 4.97 to 7.93% 0to 4.6% 0 to 5.0%

Further explanation on impairment test is in note 33 g.

Uncertainty is concerning when construction projects will be commenced due to unsettled energy sale contracts
and financing of the projects.

There were no indications of impairment at year-end 2014.

Rateable value and insurance value

The rateable value of the Group's assets measured in the rateable value assessment amounted to ISK 23.528
million at year end 2014 (2013: ISK 24.309 million). The fire insurance value of the company's assets amounted
to ISK 24.923 million at the same time (2013: ISK 28.182 million). Among those assets are real estates
capitalised among production and distribution systems.

Obligations

The Group has a contract to purchase two 45MW turbines for production in geothermal plants. According to the
contract the Group has to confirm the purchase before 1 June 2016, otherwise the Group faces the risk of the
contract being terminated. The contract amounts to ISK 7.1 billion as per exchange rate at end of the year (31.12.
2013: ISK 7.0 billion). The cost, if the contract is terminated, is unsignificant.

Furthermore, the Group has entered into contracts and placed purchase orders with suppliers and developers
concerning work on production and distribution systems. The balance of these contracts and purchase orders at
year end is estimated at ISK 1.2 billion (31.12. 2013: ISK 1.2 billion).

Consolidated Financial Statements of Orkuveita Reykjavikur 2014 21 Amounts are in ISK thousand



Notes

10. Intangible assets
Intangible assets are specified as follows:

Heating
The year 2014 rights Software Total
Cost
Balance at year beginning .........cccooeviiiiiii i 1.427.031 1.408.638 2.835.669
Additions during the Year ...........ccooi i 0 167.012 167.012
Balance at end of the year ..., 1.427.031 1.575.650 3.002.681
Amortisation
Balance at year beginning .........ccccocvviiiiiie i 448.281 1.144.579 1.592.860
Amortisation during the Year ...........cccccovvieiniii e 9.488 66.605 76.092
Balance at end of the year 457.768 1.211.184 1.668.953
Carrying amounts
AL LD 2014 e e anne 978.750 264.058 1.242.808
AL 3L.12. 2014 .o 069.263 364.466 1.333.728
The year 2013
Cost
Balance at year beginning .........cccceiiiiiie i 1.427.031 1.371.816 2.798.847
Reclassification of aSSetS .........c.uuvieiiiiiiiiiiie e 0 70.795 70.795
Additions during the year .............ccceeiiiiiiiiiiii e, 0 ( 33.974) ( 33.974)
Balance at year €Nd ...........ooioiiiiiiiiiie e 1.427.031 1.408.638 2.835.669
Amortisation
Balance at year beginning .........cccccoviiieni 503.524 1.076.343 1.579.867
Reclassification 0f @SSetS ......c.eioviiiiiiiiiie e 0 ( 17.836) ( 17.836)
Amortisation during the year ............cccccoeieiiiiiiiiie ( 55.243) 86.073 30.829
Balance at year €Nd ..........uvviiiiiiiiiiiiieee e 448.281 1.144.579 1.592.860
Carrying amounts
AL L1, 20013 e a e a e e e anne 923.507 295.474 1.218.980
At 31.12. 2013 978.750 264.058 1.242.807
11. Investments in associated companies
2014 2013
Carrying Carrying

Share amount Share amount
Iceland American Energy INC. .........cccevvvveeinnnenn. 83.7% 0 83.7% 0
[slensk Nyorka ehf. ........ccccoeveveereeeeeeeceeeeeene, 27.6% 28.738 27.6% 29.341
Netorka hf. ..o, 23.5% 24.179 23.5% 21.856
Reykjavik Energy Grad. School hf. ....................... 45.0% 6.272 45.0% 6.320
B0 = | T 59.189 57517

The Group's share in the profit of its associated companies amounted to ISK 1,7 million in the year 2014 (2013:
loss of ISK 2.3 million).
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12. Investments in other companies

Investments in other companies are specified as follows: Share 2014 2013
HS Veitur N, 1) o 16.6% 0 1.499.248
Landsnet hf. 2) ..o 6.8% 2.160.000 2.160.000
Other shares in COMPANIES ..........cccceiiiiiieiii e 76.179 75.303
Other shares in companies, total ........ccccccocciiiiieeeeiiiiiiiee e, 2.236.179 3.734.550

The value of financial assets at fair value through profit or loss is based on market value. Fair value of financial
assets available for sale is based on generally accepted valuation methods performen by independent experts,
unless where it is possible to base it on recent commercial transactions. See further discussion in note 27.

1) Shares in HS Veitur were sold at the beginning of the year.
2) According to provisions in the Energy laws no. 65/2003 only current owners of shares in Landsnet are allowed
to assign their shares to other owners of Landsnet and are not allowed to sell their shares to other parties.

13. Embedded derivatives in electricity sales contracts

2014 2013
Fair value of embedded derivatives at the beginning of the year, asset ................... 417.739 14.738.660
Fair value changes during the year, eXpensed ...........ccccoiieeeiiiiec e ( 3.445.428) ( 14.320.921)
Fair value of embedded derivatives at year-end (liability)/asset ............ccccccevininneen. ( 3.027.689) 417.739
The allocation of embedded derivatives in electricity sales contracts is specified as follows:
Non-current embedded derivatives (liability)/asSet ........cccccoiuiiieiiiiiiiiiiiieiee e ( 2.377.756) 965.916
Current embedded derivatives, liability ..........cocovviiiiiiii ( 649.933) ( 548.176)
Total embedded derivatives at year-end, (liability)/asset ...........cccccceeiiiiiiiiieinninns ( 3.027.689) 417.740
Further discussion regarding embedded derivatives can be found in note 25 c.

14. Other financial assets and financial liabilities

Financial assets at fair value through profit or loss: 2014 2013
Non-current assets
12T oo LS SPR P UPPUPRPPRN 8.480.317 7.502.804
HEAQE CONIIACTES ....eiiiiiiiiiii ittt e e ettt e e e e e et eeeeaaeeeanees 656.173 1.127.246

9.136.490 8.630.050
Current assets

Cash and cash equivalents, marketable securities 728.290 0

HEAQE CONIIACTES ....eiiiiiiiiiii ettt e e e et e e e e e e e et e e e e e e e e e anees 237.475 232.417
965.765 232.417

Non current liabilities

[ T=Te (o TR oo g1 1 = ol £ O ET P PPPPPRPPR ( 1.842.134) ( 80.847)

Current liabilities

[ T=Te (o TR oo g1 1 = ot £ O STRPUPPUPRPPRN ( 1.194.980) ( 1.390.870)

The bond among non-current assets is issued in USD and carries 1.5% interest. It has one due date in the year
2016. The bond is linked to aluminium prices to certain extent and is pledged with shares in HS Orka hf. The bond
is stated at fair value through P/L and derivatives are not separated from the bond. The fair value of the bond is
measured from future prices of aluminium, discounted by the interest rate of the relevant currency, plus premium
due to counter-party risk. All of the Group’s bonds are determined to be third level in the fair value hierarchy as
further is explained in note 27.

Hedge contracts are measured by discounted future cash flow and market observable data is used in the price
determination.
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15. Deferred tax assets and liabilities

Deferred tax assets and liabilities is specified as follows:

2014 Tax assets Tax liabilities Net amount
Deferred tax assets/liabilities at the beginning of the year ............. 1.646.048 0 1.646.048
Amendments of position 1.1. due to unbundling ...........cccccoeiinnnee. 1.391.168 1.391.168 0
Calculated income tax for the year ..........ccccoeiiiiie i ( 413.057) 1.591.114 ( 2.004.170)
Other ChanNQES .........ueiiiiii e 0 26.724 ( 26.724)
Tax effect on the revaluation account .........c.ccccoeccvvievieeiiniiiieneenn. 50.721 1.520.000 ( 1.469.279)
Deferred tax assets/liabilities at end of the year .............cccoceeeeee 2.674.880 4.529.006 ( 1.854.125)
2013
Deferred tax assets/liabilities at the beginning of the year ............. 3.467.267 0 3.467.267
Calculated income tax for the year .........cccccovvciieieieeeiiiciiieee e 7.571.959) 0 ( 7.571.959)
Tax effect due to unbundling of the Company 7.934.264 0 7.934.264
Tax effect on the revaluation account .........c.cccoeccivieeeeeiiniiiieneenn, 2.183.524) 0 ( 2.183.524)
Deferred tax assets/liabilities at year end ...........ccccceeeeiiiiiiiiennennn. 1.646.048 0 1.646.048
Deferred tax assets and liabilities are attributable to the flollowing:
31.12.2014 31.12. 2013

Tax assets Tax liabilities Tax assets Tax liabilities
Property, plant and equipment .............. ( 814.779) 9.236.832 ( 8.896.046) 0
Embedded derivatives 1.089.968 0 ( 83.548) 0
Other items .....ccccooveveeeviieeens .. ( 1.614.224) 62.729 ( 1.487.660) 0
Effect of carry forward taxable 10ss .................... 4.013.917 ( 4.770.556) 12.113.303 0
Deferred tax assets/liabilities at year end ........... 2.674.881 4.529.006 1.646.049 0

Carry forward taxable loss

Based on current tax law, a carry forwards taxable loss can be used against taxable profit within 10 years from
when it was incurred. Carryforwards taxable loss at year end can be used as follows:

2014 2013
Unadjusted taxable loss for the year 2008, usable until year 2018 ................c......... 31.506.501 45.857.516
Unadjusted taxable loss for the year 2009, usable until year 2019 4,953.017 4.953.017
Carry forwards taxable 10SS at year €Nd ............ccuueiiiieiiiiiiiiieie e 36.459.517 50.810.533

Management has concluded based on their projections that there will be sufficient taxable profit in the future to use
the stated deferred taxable asset.

16. Inventories
2014 2013

INVENLOrY Of MALETIAIS ...eeoiiiiii e 434.943 367.347

The Group's material inventories consist of material for maintenance, renewal and construction of the Group's
production and distribution systems. A part of the inventories is defined as safety inventories, i.e. inventories that
are necessary to have on hand in case of malfunction or maintenance even though their turnover is low. The value
of inventories is estimated regularly. Inventories for renewal and new constructions are accounted for among
property, plant and equipment as part of building cost of assets under construction.
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17. Receivables

Trade receivables is specified as follows at year end: 2014 2013
Trade receivables, iNdustrial CONSUMETS .......oiiieiiiiiiiieeeeeeeeeee e 988.201 1.786.124
Trade receivables, retalil ...........o.cuuiiiiiiii e 3.840.680 4.010.494
Trade receivables, tOtal ........ooooiviiiiiic e 4.828.881 5.796.618
Allowance for doubtful aCCOUNTS ...........uviiiiiiiiiiiiee e ( 196.600) ( 217.400)

4.632.281 5.579.218
Other current receivables are specified as follows at year end:

Pre-paid expenses 161.301 146.420
Capital income tax 100.453 43.800
AcCrued INTEIrESE INCOIME ......oiiiiiiiiiiiei et e e e e et e e e e e e enees 161.230 31.035
Receivables from employees .... 3.391 5.756
Other reCRIVADIES ..ot e et e e 82.187 30.783
508.560 257.795
18. Cash and cash equivalents and deposits

Cash and cash equivalents and deposits at year end are specified as follows: 2014 2013
Marketable SECUITIES ........ccueviiiiiie e 728.290 0
Bank deposits, available from three to twelve months . 3.000.144 0
Bank balances available within three months ... 8.418.823 8.993.410
12.147.258 8.993.410

19. Equity

Equity ratio of the Group at year end 2014 is 33.2% (2013: 28.6%). Return on equity was positive by 10.3% in the
year 2014 (2013: positive by 4.8%).

Revaluation reserve

Revaluation reserve comprises of increase in the value of properties, plant and equipment after taking tax effects
into account. Depreciation of the revaluated price are expensed in the income statement and transferred at the
same time from the revaluation reserve account to retained earnings.

Translation reserve
The translation reserve comprises all foreign currency differences arising from the translation of financial
statements of operations with other functional currency than ISK.

Fair value reserve
Fair value reserve comprises increase of the value of assets categorised as available for sale after taking tax
effects into account.

Retained earnings

Dividend was not paid to the owners of the parent Company in the year 2014. (2013: No paymend of dividend).
The Company's Board of Directors do not propose divident to be paid to the owners of the parent company in the
year 2015 due to the operating year 2014. The owners of the parent company decide on dividend payments.
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20. Loans and borrowings

Interest bearing loans are recorded using the method of amortised cost. Further information on the Group’s
exposure to interest rate, foreign currency and liquidity risk, see note 24. Loans and borrowings are detailed as

follows:

Non-current liabilities 2014 2013

[ F T (o = o SRR 147.495.733  157.253.461

Subordinated loan from owners of the Company ... 13.443.576 13.306.266

[2T0] g o I ST U =V g (ol PP OPPPRPRTN 21.290.463 22.614.727
182.229.771  193.174.454

Current portion on non-current liabilities ... ( 18.072.667) ( 17.854.524)

164.157.105  175.319.930
Current liabilities
Current portion on non-current [abilities ... 18.072.667 17.854.524
Short-term DanK [0ANS .........cooiiiiiiiii e 1.693.456 1.765.000

19.766.122 19.619.524

Total interest bearing 10ans and DOITOWINGS .........ooviiiiiiiiiiiee e 183.923.227  194.939.454

Terms of interest-bearing loans and borrowings

Liabilities in foreign currencies: 2014 2013
Date of Average Carrying Average Carrying
maturity interest rate amount interest rate amount

Liabilities in CHF 5.10.2027 0,07% 17.116.028 0.56% 21.201.702
Liabilities in EUR 6.12.2032 0,93% 58.640.843 0.98% 64.419.375
Liabilities in USD 8.11.2030 1,35% 42.746.619 1.81% 44.580.565
Liabilities in JPY ......ocooveviiinennns 5.10.2027 0,18% 8.444.877 0.47% 10.657.589
Liabilities in GBP .......cccccovvvvennee 26.2.2024 1,67% 4.677.097 1.85% 4.573.439
Liabilities in SEK .......cccceevvieennnee 5.10.2027 0,53% 6.055.595 2.06% 7.343.913
137.681.058 152.776.583

Liabilities in Icelandic kronas:
INndexed ........cooeeeviiiiiiiieee e 10.1.2037 4.51% 43.248.713 4.67% 40.397.871
Non-indexed ..........ccccceevveenneenn 5.12.2018 6,29% 2.993.456 7.53% 1.765.000
46.242.169 42.162.871
Total interest-bearing loans and borrowings ..........cccocccvveeeeeeennnis 183.923.227 194.939.454
Repayment on non-current liabilities are specified as follows on the next years: 2014 2013
TRE YEAI 2014ttt - 17.854.524
The year 2015 18.072.667 17.920.187
The year 2016 18.949.030 18.474.237
The year 2017 14.764.519 14.298.158
The year 2018 15.663.683 14.161.483

The year 2019 13.990.434 13.618.653
[ (] PP PP PP PPPPP P PPPPPPRPPR 100.789.438 96.847.212

Total non-current liabilities, including next year's repayment ...........ccooccvvveveeeennnnns 182.229.771 193.174.454

Next years repayment
If non-current loans are refinanced in order to prolonge the loan terms, it can be assumed that the distribution of
the repayments will be different from the above.
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20. Loans and borrowings, contd.,

Guarantees and pledges
The owners of the parent company are responsible, pro rata, for all of the Parent company’s liabilities and
obligations. The Group has not pledged its assets as guarantee for its liabilities.

Covenants

Loans for the amount of ISK 19.400 million have certain covenants that regard repayment time as a proportion of
EBITDA and as interests as a proportion of EBITDA as well as reviewing that budgets are within set limits. (2013:
ISK 18.138 million). Management regularly evaluate the covenants and in their view there is not danger of them
being breached.

21. Retirement benefit obligation

The Group has retirement benefit obligation due to benefits of current and former employees in pension benefit
plans.

The Group's accrued retirement benefit obligation amounted to ISK 545 million at year end 2014, discounted
based on 2% interests and taken into account the share in the net asset of the pension fund (2013: ISK 518
million). The Group updates the obligation according to an assessment from an actuary each year when that
assessment is available. Premises for life expectancy are in accordance with provisions of Regulation no.
391/1998 on obligatory insurance of pension benefits and operation of pension funds. The estimated increase in
the obliagation in the year is based on general increase in salaries taken into account interests. The increase of
the obliagation during the year is expensed in the income statement among salaries and salary related expenses.
The part of the obligation that is estimated to be payable in the year 2015 is recognised among current liabilities.

Retirement benefit obligation is specified as follows: 2014 2013
Retirement benefit obligation at the beginning of the year ...........cccccc i, 517.925 508.377
Contribution due to pension payments during the year ...........cccoccceeviiiiiviine e ( 21.102) ( 19.200)
Increase in the pension fund obligation during the year ...........cccccceeeeiiiiiiiiiene e, 48.441 28.748
Retirement benefit obligation at year end ... 545.264 517.925
Non-current component of retirement benefit obligation ..............cccccoiiiii s 520.264 492.925
Current component of retirement benefit obligation ...........cccccciiieiiiii e, 25.000 25.000
Retirement benefit obligation at year end ..o 545.264 517.925

22. Current liabilities

Other current liabilities is specified as follows: 2014 2013
UNPAIA TAXES ...ttt e e e e e sttt e e e e s e sttt e e e e e e anbbeeeaaaeeaan 797.329 757.353
Unpaid salaries and salary related items ..........cuvviiieeiiiiiiiiiee e 632.818 410.765
ACCIUEd INTEIESE EXPENSES ....eeiiiiiiiiiiiitiee e e ettt e e e e et e e e e s st b e e e e e e e e e annbeeeeaaeaaaan 646.159 718.379
Current component of retirement benefit obligation ...........ccccceviiiiiiii e, 25.000 25.000
Derivative contracts in default, cf. note 32 740.000 740.000
Other IADIITIES ....ccvvieeeciee e e e et re e e e 215.385 46.006

3.056.691 2.697.502
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23. Risk management and financial instruments

The risk policy was updated and approved by the Board of Directors of Orkuveita Reykjavik at the end of the year
2014. The Board’s policy is that in all of the Group’s operations, risks are to be considered and by that
implementing efficient decision making and governance. The risk policy explains the overview and main targets of
the Board in this matter. The risk policy also defines the main risk factors, measurement indicators, objectives and
risk limits in the daily risk management. One of the main foundations in the risk policy is to define the risk factors
which are of relevance, measure their impact and define acceptable limits when controlling them.

Decision making and control on the execution of the risk management is in the hands of a risk council. The risk
council consists of the Managing Director, Managing Director of finance, Head of treasury and risk and Head of the
financial department. It overviews for instance:

« that suitable methods are used to recognise and measure risk

« that risk monitoring systems are in place and efficient

« that the risk policy of the Board is complied with in the operations of the Group

The department of treasury and risk oversees and controls risk. The objective of the department is to monitor,
analyse and control the financial risks of the Group.

Financial risk is divided into:

* Market risk, further discussed in note 24

« Liquidity risk, further discussed in note 25

» Credit risk, further discussed in note 26

24. Market risk

Market risk is the risk that changes in the market price of foreign currencies, aluminium price and interests will
affect the Group’s income or the value of its financial instruments. In regard of the current Balance Sheet the
market risk is mainly due to changes in interest, currency, index and aluminium price but risk regarding portfolio
assets such as shares in companies and bonds is minimum. This is the risk that weighs the most in the Group is
divided into:

a. Currency risk due to liabilities in the balance sheet and cash flow in foreign currencies.

b. Interest rate risk due to loans and contracts made by the Group.

c. Risk due to changes in the world market price of aluminium.

a. Currency risk
Currency risk is the risk of changes in currency prices having a negative effect on the Group's income. Currency
risk is measured in the difference between assets and liabilities in each currency where taken into consideration all
assets, liabilities and derivatives. The department of treasury and risk is permitted to use forward contracts and
currency swaps to mitigate risk due to currency fluctuations.

The Group is exposed to currency risk on sales, purchases and borrowings. Currencies mainly creating risk are
Euro (EUR), Swiss Francs (CHF), Japanese Yens (JPY), United States dollar (USD) and Swedish kronas (SEK)
and Icelandic kronas (ISK).

Approx. 75.6% of the Group's interest bearing loans are in foreign currencies. The Group has entered into long
term electricity sales contracts in foreign currency (USD). The expected future revenues from these contracts on
the accounting date amount to approx. ISK 121.233 million (2013: ISK 123.563 million). That amount is based on
the future price of aluminium on LME (London Metal Exchange) and expectations of price development of
aluminium for the next 25 years according to, an independent evaluation party, as available on the accounting

date.

2014 2013 31.12.2014 31.12. 2013

Average exchange rate Exchange rate at year end

CHE e 127,501 133,352 128,290 129,190
EUR L 154,861 160,733 154,270 158,500
USD i 116,748 125,052 126,900 115,030
TP 1,104 1,570 1,062 1,096
GBP 192,166 198,155 197,660 190,210
SEK o 17,033 18,4684 16,443 17,950
CAD o 105,710 125,110 109,590 108,070
TWIH 206,937 221,796 206,581 210,108
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27. Market risk, contd.

a. Currency risk, contd.

The Group's exposure to currency risk is specified as follows:

Other
31.12.2014 CHF EUR USD JPY GBP SEK currencies Total
Loans and borrowings .........ccccceevevveenciene s, ( 17.116.028) ( 58.640.843) ( 42.746.619) ( 8.444.877) ( 4.677.097) ( 6.055.595) 0 ( 137.681.058)
Property and plant ............ccocovieeieeiiiiiiiieeee, 119.638.235 119.638.235
Accounts payables .........cccocoiiiiii ( 51.787) ( 278.993) ( 15.800) ( 346.580)
Trade receivables ........cccccccvvvii 683.745 44 683.789
INVENTOTIES ... 131.477 131.477
Bank deposits ......ccccvveeiiiiiiiiiieee e 687.933 2.544.224 607.720 523.765 494.694 181.178 0 5.039.515
Embedded derivatives ..........ccccvvvvvivivnvinnnnnnnnnn. ( 3.027.689) ( 3.027.689)
Hedge CONtracts ..........ccevvvevieeeeiiiiiiecee e 1.978.571 17.351.261 ( 8.799.309) 1.670.901 2.094.428 1.858.250 16.154.102
Other financial aSSets ...........ccveeevieeiviviviiieeeeens 8.480.317 8.480.317
Balance sheet risk .........ccccoevviii ( 14.449.523) ( 38.797.145) 74.688.885 ( 6.250.211) ( 2.087.931) ( 4.016.167) ( 15.800) 9.072.107
Estimated sale 1.10 - 30.9. 2015 .........ccvvvvvnnee 0 0 7.001.451 0 0 0 0 7.001.451
Estimated purchase 1.10 - 30.9. 2015 .............. 0 ( 369.173) ( 16.760) 0 ( 12.822) 0 ( 912) ( 399.666)
Balance sheet risk .........cccccoovviiiiiieiic i, 0 ( 369.173) 6.984.691 0 ( 12.822) 0 ( 912) 6.601.785
NEt FiSK ...ooviiiiiiiiii ( 14.449.523) ( 39.166.318) 81.673.576 ( 6.250.211) ( 2.100.752) ( 4.016.167) ( 16.712) 15.673.892

The company Our nature plc (ON) was founded as part of the unbundling of the OR group 1 January 2014. ON’s functional currency is USD. This change has the effect that
some assets and liabilities of ON, that were defined in ISK before, are now defined as USD assets/liabilities. This has the effect that the currency exposure in the balance
sheet of the OR Group reduces significantly.
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a.

Currency risk, contd.

31.12. 2013

Loans and borrowings
Accounts payables ....
Trade receivables ......
Bank deposits ............
Embedded derivatives
Hedge contracts .........
Other financial assets

Balance sheet risk .....

Estimated sale in 2014 .........coooovvvvvvieeeeeeeeennnn,

Estim. purch. in 2014 .

Balance sheet risk ......

Net risK ...ovvvvevevevereennnns

Notes

Other

CHF EUR UsD JPY GBP SEK currencies Total

...................................... ( 21.201.702) ( 64.419.375) ( 44.580.565) ( 10.657.589) ( 4.573.439) ( 7.343.913) 0 ( 152.776.583)
....................................... ( 39.028) ( 254.558) ( 64) ( 293.650)
....................................... 526.950 526.950
....................................... 393.442 2.996.807 438.207 280.217 40.738 34.301 36 4.183.748
...................................... 417.740 417.740
...................................... ( 53.233) 18.857.773 439.925 ( 78.818) ( 11.505) ( 9.640) 19.144.502
....................................... 7.502.611 7.502.611
....................................... ( 20.861.494) ( 42.603.823) ( 35.509.691) ( 10.456.189) ( 4.544.206) ( 7.319.252) ( 28) ( 121.294.683)
0 0 6.252.705 0 0 0 0 6.252.705

....................................... 0 ( 431.843) ( 222.910) ( 85.543) 0 ( 740.296)
...................................... 0 ( 431.843) 6.029.795 ( 85.543) 0 5.512.409
-------------------------------------- ( 20.861.494) ( 43.035.666) ( 29.479.896) ( 10.541.733) ( 4.544.206) ( 7.319.252) ( 28) ( 115.782.274)

Sensitivity analysis
Strengthening by 10% of the Icelandic krona against the following currencies at year-end would have increased (decreased) equity and profit or loss by the amounts shown
below, taking into account tax effects.

Profit or (loss)

Other
CHF EUR USD JPY GBP SEK currencies Total
The year 2014 924.769 2.483.017 ( 4.780.089) 400.014 133.628 257.035 1.011 ( 580.615)
The year 2013 1.335.136 2.726.645 2.272.620 669.196 290.829 468.432 2 7.762.860

This analysis assumes that all other variables, in particular interest rates, remain constant. The analysis was performed on the same basis for the year 2013. Weakening by
10% of the Icelandic krona against the above currencies would have had the equivalent, but opposite effect on the above currencies to the amounts shown above, on the
basis that all other variables remain constant.
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24. Market risk, contd.
b. Interest rate risk

Interest rate risk is the risk of changes in interest rates having a negative effect on the Group's income. The Group
is exposed to interest rate risk due to interest bearing assets, liabilities and financial instruments measured at fair
value. The Group’s liabilities both have fixed and variable interest rates, majority being subject to variable interest
rates. The department of treasury and risk monitors that interest rate risk is within preset limits and has permission
to control interest rate risk with derivatives. On the accounting date hedges covered 87% of loans, taking into
account hedges, with fixed interest rates 1 year ahead.

Interest-bearing financial assets and liabilities are specified as follows:

Fixed rate instruments 31.12.2014 31.12. 2013

FINANCIA! ADIEIES .. vvvo e e eee e eee e e e e e e ees e eseeeseenees ( 43.747.048) ( 44.026.345)

Variable rate instruments

FINANCIA! ADIEIES ... vveo e e e eee e ee e eeee e e e e e eseeereeeees ( 140.176.179) ( 150.913.110)

Financial instruments at fair value
8.480.317 7.502.611
728.290 0
(  2.143.659) ( 112.441)
7.064.948 7.390.170

In the following table, calculated effect of changes in interest on one year cash flow and on financial instruments at
fair value is set forth, taken into account the effect of taxes. The analysis was done in the same way for the year

2013.
Cash flow sensitivity Fair value sensitivity
analysis analysis

100 p 100 p 100 p 100 p
31.12.2014 increase decrease increase decrease
Embedded derivatives ..........ccccooiiiiiiiiiiiniiiiieen. 0 0 20.529 ( 13.197)
Other financial assets 0 0 ( 96.841) 99.540
Hedge CONLracts .........c.vveeeeeeeiiiiiiieee e 334.974 ( 334.974) 1.847.834 (  1.931.881)
Interest bearing 10aNns ..........cccoveiiiiiii e, ( 483.025) 483.025 0 0
( 148.051) 148.051 1.771.522 (  1.845.537)
100 p 100 p 100 p 100 p
31.12. 2013 increase decrease increase decrease
Embedded derivatives ..........ccccveeviiiiiniiiie e 0 0 ( 116.682) 134.238
Other financial aSSets ...........cccccvvcveiiiiee e 0 0 ( 127.896) 132.677
Hedge CONtracts ........cccvvvveveeeiiiiiiiiee e 477.658 ( 477.658) 2.055.498 ( 2.148.257)
Interest bearing l0ans ............ccccoiviiiiiicinnn, ( 508.768) 508.768 0 0
( 31.110) 31.110 1.810.920 (  1.881.342)
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24. Market risk, contd.

c. Aluminium risk
Aluminium risk is the risk that changes in the price of aluminium has a negative effect on the income of the Group.

Four electricity sales contracts have been made, originally to the next 20 years. One with Landsvirkjun in regards
of Nordural and three with Nordural in regards of the aluminium plant at Grundartangi, in addition contracts have
been made with Landsnet hf. on distribution of electricity. Orkuveita Reykjavikur and Nordural have also made an
electricity sales contract due to sale of electricity to a pending aluminium plant in Helguvik, where delivery of
electricity has begun, but the contract is for the next 25 years. These electricity sales contracts are denominated
in USD and the price of the electricity is connected to the world market price of aluminium. Income of electricity
contracts that is effected by price of aluminium is 15.1% of total revenue in the reporting year 2014 (2013: 18.3%)

To reduce risk due to aluminium prices the Group has entered into derivative contracts to reduce the fluctuation of
income effected by aluminium prices. The department of treasury and risk has permission to hedge this risk for the
next five years. At the accounting date hedges amounted to 58% of expected income effected by aluminium price
until 31 December 2015 (31.12. 2013: 44.0%).

Embedded derivatives in electricity sales contracts

The aforementioned electricity sales contracts include embedded derivatives as income thereon is subject to
changes in the future world market price of aluminium. In accordance with provisions of IAS 39 on financial
instruments, the fair value of embedded derivatives for Grundartangi has been measured and recognised in the
financial statements and partly for the contracts with Helguvik.

As the market value of the embedded derivatives is not available their fair value has been measured with generally
accepted evaluation methods. The expected net present value of the cash flow of a contract on the accounting
date has been measured, based on the future price of aluminium on LME (London Metal Exchange) on the
accounting date and expectations of price development of aluminium for the next 25 years according to the
assessment of CRU, an independent evaluation party, as available on the accounting date. From the expected
net present value of cash flow of the contract on the accounting date the expected net present value based on
premises on aluminium price on the initial date of the contract is deducted. The difference is the fair value change
of the derivative. The valuation is based on the premises that the derivative has no value at the initial date of the
contract.

Embedded derivatives of the electricity sales contracts recognised in the financial statements are capitalised in the
balance sheet at fair value at the accounting date and fair value changes during the year are recognised in the
income statement among income on financial assets and liabilities.

Among embedded electricity sales contracts is a contract with Nordural Helguvik ehf. (NH), stated at negative
book value of ISK 0.6 billion (31.12.2013: positive by ISK 0.1 billion). The constructions of the aluminium plant at
Helguvik have been delayed and there is uncertainty regarding continuance of the project. It was scheduled to
begin delivery of power to the aluminium plant 1 September 2011 and NH was obliged to begin payments from that
date. NH has used an option in the contract that allows NH to use the power at the aluminium plant at
Grundartangi.

Consolidated Financial Statements of Orkuveita Reykjavikur 2014 32 Amounts are in ISK thousand



Notes

24. Market risk, contd.
c. Aluminium risk, contd.

In the following table shows the calculated effect on financial instuments due to change in aluminium price booked
at fair value, taking tax effect into account.

Sensitivity analysis on the price of aluminium Sensitivity of

Fair value
31.12.2014 10% decrease  10% increase
EMbedded derVALIVES .......ccoooi ittt e e e e s sinrrre e e e e e e e nneees (  4.974.483) 4.974.483
AlUMINIUM NEAGES ..ottt e e e et ee e e e e e e anees 446.784 ( 446.784)
Financial assets at fair value through P/L ..........c.ooeiiiiiiiii e ( 278.672) 278.672
LI ] = L PP PPP P PPPPUPRTPT ( 4.806.371) 4.806.371

Sensitivity of
31.12. 2013 Fair value
10% decrease 10% increase

Embedded deriVatiVES ...........coviiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeee ettt e e e e e aaaaees ( 4.587.241) 4.587.241
AlUMINIUM NEAGES .ot e e e e et e e e e e s s ntbaaaeeaeeeannnes 174.885 ( 174.885)
Financial assets at fair value through P/L ..o ( 252.702) 252.702
1o ] - | USSP (  4.665.058) 4.665.058

d. Other market risk
Other market risk such as interest spread and risk in shares in other companies is limited, as investments in such
securities is an insubstantial part of the Group's operation.

25. Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The Group’s
approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its
liabilities when due.

The Group's cash and cash equivalents at end of the year amounted to ISK 9.1 billion and deposits available in
three to twelve months amounting to ISK 3.0 billion. Therefore the Group owned ISK 12.1 billion in bank deposits.
Furthermore, the Group had unused loan authorisations and a open credit line to the total amount of approx. ISK
7.1 billion. The Group had thus in total ensured capital at year-end to the amount of approx. ISK 19.2 billion. The
corresponding amount at year end 2013 amounted to ISK 18.4 billion.
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25. Liquidity risk, contd.

Contractual payments due to financial liabilities, including estimated interest payments, are specified as follows:

31.12.2014
Carrying Contractual Less than After After More than
amount cash flows 1 year 1-2years 2 -5years 5years
Non-derivative financial instruments
Other financial

assets .............. 8.480.317 9.712.349 142.094 9.570.255 0 0
Trade

receivables ....... 4.632.281 4.632.281 4.632.281 0 0 0
Other

receivables ....... 508.560 508.560 508.560 0 0 0
Deposits ............. 3.000.144 3.000.144 3.000.144 0 0 0
Cash and cash

equivalents ....... 9.147.113 9.147.113 9.147.113 0 0 0
Interest-bearing

liabilities ........... ( 183.923.227) ( 201.636.309) ( 20.266.206) ( 21.149.056) ( 49.526.367) ( 110.694.680)
Accounts

payable ........... ( 1.826.346) ( 1.826.346) ( 1.826.346) 0 0 0
Other liabilities ... (  3.056.691) ( 3.056.691) ( 3.056.691) 0 0 0

( 163.037.848) ( 179.518.898) (  7.719.049) ( 11.578.801) ( 49.526.367) ( 110.694.680)

Derivative financial instruments, net financial assets and financial liabilities

Embedded

derivaties ......... (  3.027.689) 121.232.802 7.001.451 7.187.964 22.072.826 84.970.562

Hedge

contracts ......... ( 2.143.659) ( 3.360.731) (  1.090.551) (  1.036.144) (  1.234.036) 0
( 5.171.347) 117.872.071 5.910.900 6.151.820 20.838.790 84.970.562

31.12. 2013

Non-derivative financial instruments
Other financial

assets ......c....... 7.502.804 9.187.492 129.971 127.654 8.929.867 0
Trade

receivables ....... 5.579.218 5.579.218 5.579.218 0 0 0
Other

receivables ....... 257.795 257.795 257.795 0 0 0
Cash and cash

equivalents ....... 8.993.410 8.993.410 8.993.410 0 0 0
Interest-bearing

liabilities ........... ( 194.939.455) ( 219.728.601) ( 22.670.612) ( 20.702.238) ( 54.330.444) ( 122.025.307)
Accounts

payable ........... ( 1.988.525) ( 1.988.525) (  1.988.525) 0 0 0
Other liabilities ... (  2.697.502) ( 2.697.502) (  2.697.502) 0 0 0

( 177.292.255) ( 200.396.714) ( 12.396.245) ( 20.574.584) ( 45.400.578) ( 122.025.307)

Derivative financial instruments, net financial assets and financial liabilities

Embedded

derivaties ......... 417.740 123.562.912 6.252.705 6.595.734 21.484.995 89.229.479
Hedge

contracts ......... ( 112.441) ( 1.421.273) (  1.086.245) ( 987.468) 652.440 0

305.299 122.141.639 5.166.460 5.608.266 22.137.435 89.229.479

If non-current loans are refinanced in order to prolonge the loan terms, it can be assumed that the distribution of
the repayments will be different from the above.
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26. Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to
meet its contractual obligations. Credit risk is mainly due to whole sale electricity contracts and derivatives that the
Group has entered into for hedging purposes. Possible losses due to unpaid receivables are insubstantial and
have limited effect on the Group’s return.

When entering into contracts it shall be insured, as possible, that the counterparty is trustworthy and settlement
with large counterparties shall be looked into regularly as well as their credit rating.

The carrying amount of financial assets represents the maximum credit exposure, which is specified as follows:

31.12.2014 31.12. 2013

Trade rECERIVADIES ......iiiiiiiee et e e e e e e e e e e aeaaes 4.632.281 5.579.218
Other CUrrent rECEIVADIES ......cooeiieeeee e 508.560 257.795

Other financial assets ..........cccccvvveveiiineenn. 8.480.317 7.502.804
Hedge contracts 893.455 1.359.277
DEPOSILS ..vvieieiiiieiiiiee et 3.000.144 0

Cash and cash equivalents 9.147.113 8.993.410
1o €= T TP PP PP OUPPPP PPN 26.661.871 23.692.504

Financial assets as stated above are categorised as loans and receivables exept for a part of other financial
assets and hedge contracts. Their categorisation can be seen in note 28.

The maximum exposure to credit risk for trade receivables at the reporting date by type of customer was:

Trade receivables, iNAUSErial CONSUMETS ........ueiiiiiiiiiiiee e eeaaaa 988.201 1.786.124
Trade receivable, TELAIl ..........iiii et eaaes 3.644.080 3.793.094

4.632.281 5.579.218

Impairment of accounts receivables

31.12.2014 31.12. 2013
Gross balance Allowance Gross balance Allowance
Not past due receivables ............cccoccviiviiieiniinenn. 4.112.426 89.313 3.503.568 84.878
Past due, 1 t0 30 days ......cccovruvvieiereeeiiiiiiieeeeene 293.694 15.377 803.634 25.869
Past due, 3110 90 days ........ccccvvvveeeeeeiiiiiiieeeeee 89.761 10.186 163.001 24.951
Past due, 91 days and older ..........c.cccoeiviiieeeennn. 333.000 81.724 1.326.415 81.702
B0 ] 71 PP PRPPPPPPPIN 4.828.881 196.600 5.796.618 217.400

Allowance due to receivables is valuated at each reporting date by management. Collectability is valuated both in
general using historic evidence and also specifically for receivables that are in default. Allowance is only deemed
necessary for trade receivables.

Receivables due to sewage and cold water have statutory lien in properties and therefore allowance is not
considered for those claims.

The Customer Services department governs the collection of receivables and supplies customers with information
regarding claims. Collection is done in a well defined process where among other things, consistency in
procedures is maintained as much as possible.
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27. Fair value

Comparison of fair value versus carrying amounts

The carrying amounts of financial assets and financial liabilities is equal to their fair value with the exeption that
interest bearing loans are stated at amortised cost. The fair values of interest bearing liabilities, together with the
carrying amounts are specified as follows:

31.12.2014 31.12. 2013
Carrying Fair Carrying Fair
amount value amount value
Interest-bearing liabilities .............ccccoeeiiiiiin. 183.923.227 163.286.404  194.939.455 165.716.726

The fair value of interest bearing liabilities is calculated based on present value of future principal and interest
cash flows, discounted at the interest rate plus appropriate interest rate risk premium at the reporting date.

Interest rates used for determining fair value
Where applicable, the interest yield curve at the reporting date is used in discounting estimated cash flow. The
interests are specified as follows:

31.12.2014 31.12. 2013
Embedded derivatives in electr. sales contr. ......... 3.15% to 11.51% 2.22% to 12.91%
Financial assets at fair value through P/L ............. 6.96% to 7.24% 6.85% to 7.21%
Interest bearing l0ans ...........ccccoiii, 3.12% to 6.62% 2.59% to 9.44%

Fair value hierarchy
The table below analysis financial instruments carried at fair value, by valuation method. The different levels have
been defined as follows:

Level 1: Quoted prices (unadjusted) in active markets for identical assets og liabilities.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices).

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable inputs).

31.12.2014 Level 2 Level 3 Total
Shares in COMPANIES .......viiiiiiie e 0 2.236.179 2.236.179
Embedded derivatives in sales Contracts ...........cccccoccvveriveeeninnnennn 0 ( 3.027.689) ( 3.027.689)
Other financial @SSEtS ........ccoviiiiiiiiiii e 893.455 8.480.317 9.373.772
Other financial liabilities ...............cociiiiiiii, (  3.037.114) 0 ( 3.037.114)

(  2.143.659) 7.688.807 5.545.148

31.12. 2013

Shares in COMPANIES ........cociiviiiiiiee e 0 3.734.550 3.734.550
Embedded derivatives in sales contracts ...........ccccccceeeeeiiiiiieeeeeenn. 0 417.740 417.740
Other financial @SSetS ........ccevvviiiiiiiiiieieieeeeeeeeeeeeeeeeee e 1.359.277 7.503.190 8.862.467

Other financial liabilities ( 1.471.718) 0 ( 1.471.718)

( 112.441) 11.655.479 11.543.038

Embedded derivatives in electric sales contracts that have more than ten years duration is classified under level 3
due to the fact that the forward market for aluminium only reaches maximum of ten years.

Fair value measurement

A part of the Group’s financial assets and financial liabilities are measured at fair value. Fair value of these assets
and liabilities are determined by market data or price in recent transactions if that is available. Otherwise, accepted
valuation methods are used. Further information on fair value calculations can be found in the discussion of the
relevant assets and liabilities.
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28. Overview of financial instruments

Financial assets and financial liabilities are specified in the following financial groups:

31.12.2014 31.12. 2013
Financial asset/ Financial asset/
financial liability financial liability
Loans and at fair value Available Loans and at fair value Available
receivables through P/L for sale receivables through P/L for sale
Shares in other
companies ...... 2.236.179 3.734.550
Embedd. contr. ... ( 3.027.689) 417.740
Other financial
assets ............. 9.373.772 8.862.081
Trade receivabl. . 4.632.281 5.579.218
Other receivabl. .. 508.560 257.795
Deposits ............. 3.000.144 0
(OF-1 1 [N 9.147.113 8.993.410
Interest-bearing ..
liabilities .......... ( 183.923.227) ( 194.939.455)
Other financial
liabilities .......... ( 3.037.114) ( 1.471.718)
Account payabl. . (  1.826.346) ( 1.988.525)
Other current
liabilities .......... ( 3.056.691) ( 2.697.502)

( 171.518.165) 3.308.970 2.236.179 ( 184.795.059) 7.808.103 3.734.550

29. Property leases

The Company as a lessee, factors of the lease agreement

The Company entered into a 20 year lease agreement with Foss fasteignafelag inc. leasing the headquarters at
Beejarhals 1 and Réttarhals at year end 2013. In the agreement there is a purchase option that the Company can
exercised after 10 and 20 years. The lease minimum payments the first 10 years is ISK 223,9 million pr year,
indexed. If the purchase option is not exercised after 10 years the lease payments the next 10 years thereafter are
ISK 290,2 million pr. year, indexed. Lease payments do not include any expenses and figures below are not

discounted.
Lease payments and income 2014 2013
Minimum lease payments, expensed ..................... 262.565 37.315
Conditional rent ..........ccooiiiiiiiieeeeee e 2.795 0
Income from subleases ( 47.203) ( 4.630)
218.157 32.685
Committment in unresignable lease agreements 2014 2013
WIEhiN @ YEAN ...eeieiieii e 257.040 223.890
AFLEI L0 5 YEAIS oottt 1.028.160 895.560
ATIEI B YBAIS .ottt 3.597.158 3.984.035

4.882.358 5.103.485

Expected future income from SUBIEASES ............covviriiiiiiiiie e 172.522 219.725

The Company as a lessor
The Company has made lease agreements on part of the leased properties of the headquarters with five year
terms and possible extension to ten years.

Expected future income from leases due to unresignable lease contracts 2014 2013
WWIERIN @ YEAI ...t e et e e 48.048 47.203
ATEI 110 5 YEAIS oottt 124.474 172.522

172.522 219.725
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30. Related parties

Definition of related parties

Reykjavik city, institutions and companies ruled by the city, associated companies, Board members, Directors and
key management are considered as the Group's related parties. Spouses of the before mentioned and financially
dependent children are also considered as related parties as well as companies owned by or directed by those in
question.

Transactions with related parties
The parties mentioned here above have had transactions with the Group within the last year. Terms and conditions
of these transactions were equivalent with transactions with unrelated parties.

The following gives an overview of the transactions with related parties during the last two years as well as a
statement of receivables and payables. Transactions and positions with subsidiaries are eliminated in the financial
statement, therefore that information is not provided. This information does not include sale of conventional
household supplies to the related parties.

Sale to related parties: 2014 2013
REYKJAVIK CILY ...veeeeiiiieieee ettt an 1.479.893 1.214.691
Institutions and companies controlled by Reykjavik City ..........cccccceeiiiiiiiieiiiniiiiinns 526.708 462.980

2.006.600 1.677.671

Purchases from related parties:

REYKJAVIK CItY ...vieeiiiiii ettt st e e e an 53.843 11.527
Institutions and companies controlled by Reykjavik City ... 7.425 14.069
ASSOCIALES .eiiieiiiiieiiie et e ettt e e e e sttt e e e e e e s et bttt e e e e e e s e s bataeeaeeeaannnnreeaaeeeaane 50.770 47.468
112.038 73.064
Receivables for related parties:
REYKJAVIK CILY ..ottt snn e nbreenane e e 216.590 215.251
Institutions and companies controlled by Reykjavik City .........ccccceeeviiiieiniiieiiiieenn 62.140 44.070
278.730 259.321
Payables for related parties:
REYKJAVIK CILY ..eviieeiiiiie ettt ettt e st e e et e e e et e e s enee e e e annneeean 174.795 180.253
Institutions and companies controlled by Reykjavik City .........cccccoveviiveiniiieeiiiennn 742 3.158
ASSOCIALES ...ttt et 840 0
176.377 183.411

Interest bearing loans from owners of the parent Company:
Reykjavik City
Akranes town
Borgarbyggd, municipality

12.574.986 12.446.548
743.161 735.570
125.429 124.147

13.443.576 13.306.265

Interest expense on loans from owners of the parent Company:

REYKJAVIK CILY .. eveeiutit etttk sb et nbe et snn e nbneennne e e 1.166.029 1.310.449
AKFANES TOWI L.ttt ettt e e ekt e et e st e e et e e e anbn e e e nnneeas 68.046 75.558
Borgarbyggd, MUNICIPAIILY ......ccceiieiiieeiiiie et ee e e e s 11.485 12.753

1.245.560 1.398.759

Guarantee fee to owners

Orkuveita Reykjavikur paid a guarantee fee to Reykjavik City and other present and former owners of the company
for guarantees they have granted on the Groups loans and borrowings. For further information regarding amounts
and the guarantee fee, see note 7.
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31. Group entities

Share
Subsidiaries Main operation 31.12.2014 31.12. 2013
Gagnaveita Reykjavikur ehf. Data transfer 100.0% 100.0%
OR Eignir ohf. Holding company 100.0% 100.0%
OR Veitur ohf. Distribution of electricity and hot water 100.0% 100.0%
Orka nattdrunnar ohf. Sale of electricity 100.0% 100.0%
OR Vatns- og fraveita sf. Cold water and sewage 100.0% 100.0%
Reykjavik Energy Invest ehf. Investments 100.0% 100.0%
Ulfljétsvatn fritimabyggd ehf. Preperation company 100.0% 100.0%

Main changes in the Group during the year

At year end 2013 new companies were established in the group to prepare for the unbundling of the Company.
The unbundling took place 1 January 2014. OR Veitur, Orka nattdarunnar, OR Vatns- og fraveita and OR Eignir
were established. OR Eignir ohf. and OR Vatns- og fraveita sf. are owned directly by the parent company and OR
Veitur ohf. and Orka nattdrunnar ohf. are owned by OR Eignir. The unbundling is discussed in the endorsement of
the Board and the CEO in the financial statements.

32. Otherissues

Energy sale contracts with Nordural Helguvik ehf.

Considerable delays have been in waiving the conditions precedence in the power purchase agreement with
Nordural Helguvik ehf. (NH) for potentional second and third phase of the aluminium smelter in Helguvik. There is
therefore continuing uncertainty whether the construction of the smelter will commence or not. Discussions are
ongoing with NH on a revised power purchase agreement. OR questions the validity of a part of the power
purchase agreement and is in dispute with NH on this matter. Due to this the Company has renegotiated with
Mitsubishi Heavy Industries and Balcke Durr regarding a purchase agreement for machinery for the electricity
sales contract, note 9 explains the obligation. Uncertainty is still regarding construction of Hverahlidarvirkjun but
looking at the contract with the machine producers, the uncertainty of financial effect has mostly been dissolved.
Management beleive there is no reason to book an obligation in the financial statements due to this situation.

Derivative contracts in default

After the collapse of the Icelandic banks in 2008 trading in the foreign exchange market in Iceland has been little
and it can hardly be stated that the foreign exchange market is active. Due to the collapse, the Central Bank of
Iceland issued rules on foreign exchange based on authority contained in the Act amending the Foreign Exchange
Act No. 87/1992, which imposed restrictions on investment and transactions in foreign exchange.

Among other current liabilities are derivative contracts accounted for that are in default. The contracts have not
been settled and Orkuveita Reykjavikur has recently been sued regarding the claims. Great uncertainties, both
with Orkuveita Reykjavikur and the Receivership Committees of the fallen banks, is on how to settle them. In
previous periods ISK 740 million have been expensed. This action is in no way an admittance of the debt on
Orkuveita Reykjavikur’'s behalf and the amount can either increase or decrease when the contracts are settled.
The contracts are accounted for among other current liabilities.
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33. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements, and have been applied consistently by Group entities. Exception from this is
the effect changes evolving from implementing new accounting standards, further discussed in note 3. p.

a. Basis of consolidation

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences until the
date that control ceases.

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Significant influence is presumed to exist when the Group holds between 20 and 50 percent of
the voting power of another entity.

Associates are entered in the Group's financial statements by using the equity method.
Associated companies are reported at original cost, including business cost. After the original transaction the
share of the Company is reported until significant influence ceases or joint control is concluded.

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements. Unrealised gains arising from
transactions with equity accounted investees are eliminated against the investment to the extent of the Group’s
interest in the investee. Unrealised losses are eliminated in the same way as unrealised gains, but only to the
extent that there is no evidence of impairment.

b. Financial instruments

Loans, receivables and cash in bank are recognised when received. All other financial instruments are recognised
in the financial statements when the Company becomes a party of contractual provisions of the relevant financial
instruments.

Financial assets are eliminated from the financial statements if the Company's contractual right to cash flow due
to the financial asset expires or if the Group transfers the assets to another party without retaining control or
nearly all risk and gain inherent with their ownership. Any interest in transferred financial assets that is created or
retained by the group is recognized as a separate asset or liability.

Non-derivative financial instruments comprise of; available for sale, financial instruments at fair value through P/L
and loans and receivables.

The Group’s investments in equity securities are classified as available-for-sale financial assets. Subsequent to
initial recognition, they are measured at fair value and changes therein, other than impairment losses and foreign
exchange gains and losses on available-for-sale monetary items are recognised directly in equity. When an
investment is derecognised, the cumulative gain or loss in equity is transferred to profit or loss. Fair value
changes recognised under equity are derecognised when the available-for-sale asset is derecognised.
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33. Significant accounting policies, contd.

b. Financial instruments, contd.

An instrument is classified at fair value through profit or loss if it is held for trading or is designated as such upon
initial recognition. Financial instruments are designated at fair value through profit or loss if purchase and sale
decisions are based on their fair value in accordance with the Company’s risk policy or investment plan. Financial
instruments at fair value through profit or loss are measured at fair value, and changes therein are recognised in
profit or loss. Direct transaction cost is recognised in the income statement as it is incurred.

Loans and receivables are financial assets with certain or determinable payments and are not listed in active
markets. Such assets are recognised initially at fair value plus, for instruments not at fair value through profit or
loss, any directly attributable transaction costs. Subsequent to initial recognition loans and receivables are
measured at amortised cost using the effective interest method, less any impairment losses.

Loans and receivables comprise of receivables and other current assets.

Cash and cash equivalents comprise cash balances and call deposits.

Financial liabilities are eliminated from the financial statements when the contractual agreements of the
instrument are no longer valid.

The Group classifies non-derivative financial liabilities as other financial liabilities. Such liabilities are recognised
initially at fair value plus, for instruments not at fair value through profit or loss, any directly attributable transaction
costs. Subsequent to initial recognition financial liabilities are measured at amortised cost using the effective
interest method.

Other non-derivative financial liabilities comprise of borrowings, accounts payable and other current liabilities.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in profit or loss when
incurred. Subsequent to initial recognition, derivatives are measured at fair value in the balance sheet and fair
value changes are recognised in the income statement.

Embedded derivatives are separated from the host contract and accounted for separately if the economic
characteristics and risks of the host contract and the embedded derivative are not closely related, a separate
instrument with the same terms as the embedded derivative would meet the definition of a derivative, and the
combined instrument is not measured at fair value through profit or loss.
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33. Significant accounting policies, contd.

c. Property, plant and equipment

Items of property, plant and equipment, except distribution and production systems, are measured at cost less
accumulated depreciation and accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the asset to
a working condition for its intended use, and the costs of dismantling and removing the items and restoring the
site on which they are located. Purchased software that is integral to the functionality of the related equipment is
capitalised as part of that equipment.

Interest expenses on loans used to finance cost of buildings in construction are capitalised over the construction
period. Interest is not calculated on preparation cost. After the assets have been taken into use interest expenses
are expensed in the income statement.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant and equipment and depreciated over their useful lives.

The Group's distribution- and production systems, are stated at revalued carrying amount in the balance sheet,
which is their fair value at the revaluation date less additional depreciation from that date. Revaluation of those
assets is made on a regular basis. Value surplus due to the revaluation is recognised in a revaluation reserve
among equity after taking the effect on deferred tax liability into consideration. Depreciation on the revalued
carrying amount is recognised in the income statement. Upon sale or discontinuance of the asset the part of the
revaluation reserve belonging to the asset is transferred from the revaluation reserve to retained earnings after
taking tax effect into consideration. No recognition takes place from the revaluation reserve to retained earning
unless the relevant asset is sold or discontinued.

The fair value of these assets is determined on the basis of the depreciated replacement cost. This consists in
that an assessment is made on changes in the construction cost of comparable assets and both cost and
accumulated depreciations are revaluated in accordance with those changes. The calculation is based on official
information and actual statistics from the Company's books on value changes of cost of items and takes into
account an estimate on the weight of each cost item in the total cost of construction of comparable assets. Cost
items and their proportional weight were determined by experts within and outside of the Company. The
impairment test of assets is also taken into consideration and revaluation is not recognised beyond the expected
future cash flow of the assets. Distribution systems for hot water, cold water, sewage and electricity are licensed
operations and subject to official revenue targets that are based mostly on changes in the Construction cost
index. This is taken into consideration when revaluating these systems.

Gains and losses on disposal of an item of property, plant and equipment are determined by comparing the
proceeds from disposal with the carrying amount of property, plant and equipment and are recognised net within
“other income” in the income statement. When revalued assets are sold, the amounts included in the revaluation
surplus reserve are transferred to retained earnings.

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of the
item if it is probable that the future economic benefits embodied within the part will flow to the Group and its cost
can be measured reliably. All other cost is expensed in the income statement when incurred.
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33. Significant accounting policies, contd.

c. Property, plant and equipment, contd.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each part of
an item of property, plant and equipment. Land is not depreciated. Estimated useful lives are specified as

follows:

PrOAUCTION SYSEEM ...ttt et e ettt e e hb e e s h bt e e et b e e s nbe e e e snbb e e e abbeeennes 5-50 years
Electricity diStriDULION SYSTEIMS ... e e e e e e e e e s e nnreeeeaeeas 10-60 years
Heating distribution systems .........cccccccevviiieiniineen. ... 10-60 years
Cold water distribution systems 5-80 years
Sewer diStDULION SYSIEM .....eiiiiie et 15-60 years
Fibre-optic diStriDULION SYSTEIM .......coiiiiiii et e e e e et e e e e e e e anees 7-41 years
OLNET FEAI ESTALE ...eei ittt e ettt e e at et e e s e e e e e bbb e e st e e e sane e e e abbeeenanee 17-50 years
(O 1T g =To U1 o]0 L= 0| SO OT P UPRTPTN 3-25 years

Depreciation methods, useful lives and scrap value are reviewed on the accounting date.

d. Intangible assets

Heating rights are recognised in the balance sheet at amortised cost as intangible assets. Heating rights are
seperated from land up on purchase.

Other intangible assets are measured at cost less accumulated depreciation and impairment losses.

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure is recognised in profit or loss as incurred.

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible
assets from the date that they are available for use. The estimated useful lives is determined as follows:

Heating rights 100 years
10111 L ST PP PR OUPUPPPRPTN: 3-7 years

e. Leased assets

Payments of leases are expensed on straigh-line basis in the lease term period unless another systematic
method describes the usage of the leased item better. Uncertain lease payments from lease agreements are
expensed in the period they occur.

Payments received from leases, both own property as well as lease-back properties, are booked on straight-line
basis in the lease term period.

f. Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is based on the
first-in first-out principle, and includes expenditure incurred in acquiring the inventories, production or conversion
costs and other costs incurred in bringing them to their existing location and condition. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses.
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33. Significant accounting policies, contd.

g. Impairment

A financial asset is assessed at each reporting date to determine whether there is any objective evidence that it is
impaired. A financial asset is considered to be impaired if objective evidence indicates that one or more events
have had a negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the original
effective interest rate. An impairment loss in respect of an available-for-sale financial asset is calculated by
reference to its fair value at each time. The Group defines decrease in fair value below cost as a subjective
indication of impairment of available-for-sale financial assets when:

- decrease is 15% below cost or
- fair value decrease lasts for at least six months.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognised in profit or loss. Any cumulative loss in respect of an available-for-sale
financial asset recognised previously in equity is transferred to profit or loss.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment
loss was recognised. For financial assets measured at amortised cost and available-for-sale financial assets that
are debt securities, the reversal is recognised in profit or loss. For available-for-sale financial assets that are
equity securities, the reversal is recognised directly in equity.

The carrying amounts of the Group’s non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, then the asset’s recoverable amount is estimated.

Impairment is recognized if the carrying amount of an asset or a cash generating unit exceeds its estimated
recoverable amount. A cash generating unit is the smallest separable group of assets that form a cash flow that is
mostly independent of other units or groups of units. Impairment loss of revalued operating assets is recognized
in equity under revaluation reserve.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the
carrying amount that would have been determined, net of depreciation or amortization, if no impairment loss had
been recognized.

h. Employee benefits

Obligations for contributions to defined contribution pension plans are recognised in the income statement when
they are due.

The Group’s net obligation in respect of defined benefit pension plans is calculated separately for each plan by
estimating the amount of future benefit that current and former employees have earned in return for their service
in the current and prior periods. The benefit is discounted to determine its present value and any unrecognised
past service costs and the fair value of any plan assets are deducted. The calculation is performed annually by a
qualified actuary using the projected unit credit method. Changes in the obligation are recognised in the income
statement as incurred.
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33. Significant accounting policies, contd.

i. Obligations

An obligation is recognised in the balance sheet when the Group has the legal right or has entered into an
obligation due to previous events and it is likely that it will incur cost upon settling the obligation. The obligation is
measured on the basis of the estimated future cash flow, discounted based on interests reflecting market
interests, and the risk inherent with the obligation.

j- Revenue

Revenue from the sale and distribution of electricity and hot water is recognised in the income statement
according to measured delivery to purchasers during the year plus a fixed fee.

The rate for the distribution of electricity has a revenue cap set by the National Energy Authority in accordance
with laws on energy number 65/2003. The revenue cap is based on actual figures from prior years from the
operation of distribution utilities, the depreciation of assets, real losses in the distribution system and return on
equity. When setting the revenue cap financial income and expenses are not taken into account. The rate is
decided from the revenue cap and projections of sale of electricity in the Group’s utilities area.

Revenue from the sale of cold water and sewage are based on the size of properties plus a fixed fee and are set
forth linearly in the income statement. In addition revenue is stated for cold water according to measurement from
specific industries.

Upon connection of new users to distribution systems of electricity, water and sewage or upon renewal of
connection an inital fee is charged. The initial fee meets cost due to new distribution systems or their renewal.
Income on connection fees is recognised in the income statement upon delivery of the service.

Other revenue is recognised when generated or upon delivery of goods or services.
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33. Significant accounting policies, contd.
k. Financial income and expenses

Finance income comprises interest income on funds invested, dividend income, changes in the fair value of
financial assets at fair value through profit or loss, foreign exchange gain and gains on hedging instruments that
are recognised in the income statement. Interest income is recognised as it accrues in the income statement,
using the effective interest method. Dividend income is recognised in the income statement on the date that the
Group’s right to receive payment is established.

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions, foreign
exchange losses, impairment losses recognised on financial assets, and losses on hedging instruments that are
recognised in the income statement. Borrowing cost is recognised in the income statement based on effective
interests.

Effective interest is the required rate of return used when discounting estimated cash flow over the estimated
useful life of a financial instrument or a shorter period when applicable, so that it equals to the book value of the
financial asset or liability in the balance sheet.

Currency gains and losses are reported on a net basis as either finance income or finance cost depending on
whether foreign currency movements are in a net gain or net loss position.

l. Income tax

Income tax expense comprises current and deferred tax. Income tax expense is recognised in the income
statement except to the extent that it relates to items recognised directly in equity, in which case it is recognised in
equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous years. The
income tax ratio for the parent company is 36.0% and the tax ratio for the subsidiaries is 20.0%. Cold water
supply and sewage is exempt from tax.

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences
when they reverse, based on the laws that have been enacted or substantively enacted by the reporting date.
Deferred tax was measured in accordance with the current tax rate, which is 36.0% for the parent company that is
a partnership and 20.0% for the subsidiaries that are companies with limited liability.

A deferred tax asset is only recognised to the extent that it is probable that future taxable profits will be available
against which the temporary difference can be utilised. Deferred tax assets are reviewed at each reporting date
and are reduced to the extent that it is no longer probable that the related tax benefit will be realised.

m. Segment reporting

A segment is a distinguishable component of the Group that is engaged in business and is capable to earn
revenues and accept cost, both within and outside of the Group. The return of all segments is overviewed by
management to value their performance.

Segment results and their assets include items directly attributable to a segment as well as those that can be
allocated on a reasonable basis.

Segment investments are investments in property, plant and equipment and intangible assets.

Inter-segment pricing is determined on an arm’s length basis.
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34. Determination of fair values

A number of the Group’s accounting policies and disclosures require the determination of fair value, for both
financial and non-financial assets and liabilities.

The Group’s CFO is responsible for overseeing all significant fair value measurements, including Level 3 fair
values. Treasury- and risk management, led by the CFO, regularly reviews significant unobservable inputs and
valuation adjustments. If third party information, such as broker quotes or pricing services, is used to measure fair
values, then that information is used to support the conclusion that such valuations meet the requirements of
IFRS, including the level in the fair value hierarchy in which such valuations should be classified.

When measuring the fair value of an asset or a liability, the Group uses market observable data as far as
possible.

The Group’s audit committee is informed of significant valuation issues.

Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuation
techniques as follows.

Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly (i.e. as prices) or indirectly (i.e. derived from prices).

Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

If the inputs used to measure the fair value of an asset or a liability might be categorised in different levels of the
fair value hierarch, then the fair value measurement is categorised in its entirety in the same level of the fair value
hierarchy as the lowest level input that is significant to the entire measurement.

The Group recognises transfers between levels of the fair value hierarchy at the end of the reporting period during
which the change has occurred.

Further information about the assumptions made in measuring fair values can be found in relevant notes and in
note 26 regarding fair value.

a. Property, plant and equipment

The fair value of production- and fibre-optic systems that have undergone a revaluation is determined on the
basis of the depreciated replacement cost, which consists in the assessment of changes in construction cost of
comparable assets and both cost and accumulated depreciation are revalued in accordance with those changes.
The results of the impairment tests are also taken into consideration and revaluation is not recognised beyond the
expected future cash flow of those assets.

The same method is applied in the determination of the fair value of distribution systems, accounted at fair value.
Revalued distribution systems are used in an operation subject to exclusive licence and income limits are mainly
based on changes in the building cost index. This is taken into account when determining the fair value.

The fair value of property, plant and equipment taken over upon a merger is based on the market value. The
market value is the amount that can be obtain in transactions between unrelated, willing and informed patrties.
The fair value of other assets among property, plant and equipment is based on the market value of comparable
assets.

b. Investments in equity and debt securities
The fair value of financial assets at fair value through profit or loss is determined on the basis of their market
value at the reporting date. If the market value is not known the valuation is based on generally accepted
valuation methods. Valuation methods can be based on known recent financial transactions between unrelated
parties. In applying these valuation methods factors are considered which would be used in the respective market
concerning calculation of fair value and the methods are in accordance with generally accepted methods
concerning valuation of financial assets.
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34. Determination of fair values, contd.

c. Derivatives
The fair value of derivatives is based on their market value, if available. If the market value is not available the fair
value is determined on the basis of generally accepted valuation methods.

Valuation methods may be based on prices in recent transactions between unrelated parties. The measurement
is based on the value of other financial instruments comparable to the instrument in question, methods in order to
evaluate the present value of cash flow or other valuation methods, which may be applied in order to reliably
assess the real market value. When valuation methods are applied all factors are used, which market parties
would use in price evaluations, and the methods are in accordance with generally accepted methods for the price
evaluation of financial instruments. The Group verifies on a regular basis its valuation methods and tests them by
using a price obtained in a transaction on an active market with the same instrument, without adjustments and
changes, or are based on information from an active market.

The fair value of derivative agreements not listed in active markets is determined by use of valuation methods,
which are regularly reviewed by qualified employees. All valuation models used must be approved and tested in
order to ensure that the results reflect the data used.

The most reliable indication of the fair value of derivative agreements at the beginning is the purchase value,
unless the fair value of the instruments is verifiable in comparison with other listed and recent market transactions
with the same financial instrument or based on a valuation method where variables are only based on market
data. When such data is available the Group recognises profit or loss at the initial registration date of the
instruments.

The fair value of interest rate swaps is based on broker quotes. Those quotes are tested for reasonableness by
discounting estimated future cash flows based on the terms and maturity of each contract and using market
interest rates for a similar instrument at the measurement date.

d. Trade and other receivables
The fair value of trade and other receivables, is estimated at the present value of future cash flows, discounted at
the market rate of interest at the reporting date if applicable. This fair value is determined for disclosure purposes.

e. Non-derivative financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future
principal and interest cash flows, discounted at the market rate of interest at the reporting date.

Consolidated Financial Statements of Orkuveita Reykjavikur 2014 48 Amounts are in ISK thousand



Corporate governance statement (unaudited)

Corporate governance

Orkuveita Reykjavikur's (OR) main operations were governed by the provisions of Act No.136/2013. In the year 2014
the owners renewed the ownership contract regarding the operations. At that time, the ownership policy was also
revised. These documents set the lines for corporate governance. The Ownership contract and Ownership Policy can
be found at the Company’s web site www.or.is. The board of the Company has also set themselves detailed
governance procedures, they also can be found on the Company’s web site.

Values
The Group’s values are foresight, integrity and efficiency. These are the principles that guide us in all our business
endeavours.

Board of Directors

The Board of Directors at OR is appointed by six individuals; five are appointed by the Reykjavik City Council and one
is appointed by the Akranes Council. The Borgarbyggd Council appoints a special representative and Reykjavik
appoints the Chairman and the Vice Chairman, from the representatives in the Reykjavik City Council. The Board is
responsible for the financial and operational matters of OR. The Board of Directors include, Haraldur Flosi Tryggvson,
Chairman of the Board, District Court Attorney and a lawyer at Légmenn Barugdtu, Brynhildur Davidsdottir, Vice
Chairman and Professor at the Department of Environment and Natural Sources, at the University of Iceland, Gylfi
Magnusson, Docent at the Institute for Economic Studies, at the University of Iceland, Kjartan Magnusson, City
Council Representative, Aslaug Fridriksdéttir, City Council Representative and Valdis Eyjolfsdéttir Akranes Town
Council Representative.

Audit Committee

The OR Audit Committee is governed by Chapter IX. Act No. 3/2006 on annual financial statements Act no. 80/2008.
The Group is part of Reykjavik City’s consolidated financial statements. The City council appoints the audit committee
of Reykjavik City’s consolidated companies and one member is appointed by the Board of Orkuveita Reykjavikur.
Members of the audit committee are Olafur B. Kristinsson, CPA, Ingvar Gardarsson CPA, Inga Bjoérg Hjaltadottir,
attorney and Sunna Johannsdéttir, B.Sc. Business Administration, appointed by Orkuveita Reykjavikur. Olafur chairs
the committee.

The Internal Auditor for OR is Gudmundur I. Bergpoérsson and he works under the auspices of the Board of Directors.

The CEO and Executive Directors

The Board of Directors appoints the CEO. Bjarni Bjarnason is OR’s CEO. The Board and the CEO are responsible for
the operations of OR. Three executive directors are situated in the parent company and three executive directors are in
the Group’s subsidiaris, Our nature, OR Veitur and Gagnaveita Reykjavikur.

Orkuveita Reykjavikur, parent company
The Chief Financial Officer and the CEQO’s deputy is Ingvar Stefansson. He is responsible for the Treasury and Risk,
Accounting, Management Information, Procurement and Information technology.

The Director of Customer Services is Skuli Skulason. The Customer Services is divided into the Service Centre,
Metering and Installations, Billing and Credit Management.

The Director of Research and Development is Hildigunnur H. Thorsteinsson. Research and and Developement runs
Natural resources and strategic development.

OR Veitur
The Director of Utilities is Inga Doéra Hroélfsdéttir. The Utilities is divided into Operations, Maintenance, Technical
development, Control room and Project management.

Orka néttarunnar
The Director of Power Plants and Sales is Pall Erland. He is responsible for the Power plant operations, Sales and
Marketing, Technical development, Natural resources and Operations and planning.

Gagnaveita Reykjavikur
The Director of Fibre optic systems is Erling Freyr Gudmundsson. He is responsible for Customer Service, Technology
and Fiber network.
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Corporate governance statement (unaudited)

Corporate governance statement, contd.,

Orkuveita Reykjavikur - Risk management

OR operates after a risk management policy that has been approved by the Board of Directors. It is the policy of the
Group that all of the Group‘s operations are low risk by promoting responsible and effective decision making and
management. The risk management policy provides an overview of the Board's strategy in this regard. It also defines
the main types of risk, a risk measurement scale, basic strategies, objectives and goals regarding daily risk
management within the Groupy. Main types of risk in the Group’s operations are core risk, financial risk and
operational risk.

Internal monitoring and risk management

OR prepares its financial statements in accordance with the International Financial Reporting Standards (IFRS’s) and
focuses on well-defined areas of responsibility, including job descriptions, alongside regular reporting and transparency
in all activities. Monthly operational meetings are an important part of the internal monitoring of profits, operating costs
and investments, as well as regular meetings of the ‘Risk Committee’ of the Group. The Board monitors the financial
risk of the Group and receives regular reports on the issue. For more information on risk management, please see the
explanatory notes on the consolidated financial statements of the Group.
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