FL GROUP htf.

Consolidated Financial Statements
for the year 2006

| SK

FL GROUP hf.
Sudurlandsbraut 12
108 Reykjavik
Iceland

Reg. no. 601273-0129



Contents

Endorsement and Signatures of the Board
of Directorsand the CEO .........cccoccevvrvevveenene.

Independent Auditors Report .........coceverereeeennens
Consolidated Income Statement ...........cccceeeenee.

Consolidated Balance Sheet .........cccceeeeveeeeineee.

FL GROUP hf.
Consolidated Financial Statements 2006

Consolidated Statement of Changesin Equity .........

Consolidated Statement of Cash Flows.............

Notes to the Consolidated Financial Statements




Endorsement and Signatures of the Board
of Directorsand the CEO

The consolidated financia statements of FL. GROUP hf. for the year 2006 have been prepared in accordance with
International Financial Reporting Standard (IFRS) as adopted by EU. The financial statements comprise the
consolidated financia statements of FL GROUP hf. ("the Company") and its subsidiaries.

FL GROUP Hhf. is an investment company, focusing on strategic and private equity investments as well as
proprietary trading. The Company focuses on investmentsin companies in Northern Europe on a broad basis. The
company operates three offices, in Reykjavik, Copenhagen and London. The offices in Copenhagen and London
were both opened during the year 2006.

In October 2006 the Company sold its subsidiary Icelandair Group hf., which is not a part of FL GROUP hf.'s
consolidated financial statements from that time. Icelandair Group hf. had become the parent of amost al the
Icelandic subsidiaries of FL. GROUP hf. operating in the aviation and tourism industry since beginning of the year
2006. The only Icelandic subsidiaries excluded from the transfer were Ferdaskrifstofa islands hf. and Bilaleiga
Flugleida hf., both disposed of in the beginning of the year, and Kynnisferdir ehf. which was still a subsidiary at
year end 2006.

The Company took over the operations of Sterling Airlines A/S, Flyselskabet af 15. Juli 2005 A/S and Sterling
Icelandic ApS (together referred to as "Sterling"), in the beginning of January 2006 and it became a part of FL
GROUP hf.'s consolidated financia statements from that time. At the end of December 2006 the Company sold
Sterling and related companies to Northern Travel Holding ehf. and became a 34.8% shareholder in that Company
at the same time.

According to the consolidated income statement, profit for the year amounted to 1SK 44,559 million. According to
the consolidated balance sheet, equity at the end of the year amounted to ISK 142,676 million, including share
capital in the amount of ISK 7,763 million.

The Company's issued share capital amounted to ISK 7,945 million at the end of the year, from which the
Company held own shares in the amount of ISK 182 million. The share capital wasincreased in January 2006 by
ISK 296 million which was sold for 1ISK 4,022 million in relation to the purchase of Sterling. In July 2006 FL
GROUP hf. acquired 24.2% share in Straumur-Burdaras Investment Bank hf. As part of the consideration paid
shareholders meeting approved to increase its share capital by 1SK 1,804 million which was sold for ISK 28,322
million. Shareholders at the end of the year 2006 were 4,622, but were 5,024 at the beginning of the year, a
decrease of 402 during the year. When forward agreements are taken into account, three shareholders held more
than 10% of outstanding shares each at year end 2006. They are Oddaflug B.V. with 19.8% share, Baugur Group
hf. with 18.2% share and Gnupur fjarfestingafélag with 17.2% share. In addition, the share of Icon ehf. and
Materia Invest ehf., which are owned by the same shareholders, was 10.7%.

The Board of Directors proposes a dividend payment amounting to 1SK 15,000 million which is approximately
193% of the nominal value of share capital at year end 2006. The dividend payment therefore is 33.7 % of profit
for the year. Reference is made to the notes to the consolidated financial statements regarding information on
other changes in equity.
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Endorsement and Signatures of the Board of Directorsand the CEO, contd.:

The Board of Directors and the CEO of FL GROUP hf. hereby confirm the Company's consolidated financial
statements for the year 2006 by means of their signatures.

Reykjavik, 1 February 2007.

The Board of Directors:

Skarphédinn Berg Steinarsson
Porsteinn M. Jénsson

Magntis Armann

Smari Sigurdsson

Paul Davidson

CEO:

Hannes Smérason
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|ndependent Auditors Report

To the Board of Directors and Shareholders of FL GROUP hf.

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated financial statements of FL GROUP hf. and its subsidiaries,
("the Group"), which comprise the consolidated balance sheet as at December 31, 2006, and the consolidated
income statement, consolidated statement of changes in equity and consolidated cash flow statement for the
year then ended, and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements
in accordance with International Financial Reporting Standards as adopted by the EU. This responsibility
includes: designing, implementing and maintaining internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatements, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable
in the circumstances.

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 relevant ethical requirements and plan and perform the audit to obtain reasonable assurance
whether the financial statements are free of 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 our judgment, including the assessment of the risks
of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, we consider internal control relevant to the entity's preparation and fair presentation of the
consolidated financial statementsin 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'sinternal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the financial statements.

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

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the
Group as at 31 December 2006, and of its financial performance and its consolidated cash flows for the year
then ended in accordance with International Financial Reporting Standards as adopted the EU.

Reykjavik, 1 February 2007.

KPMG hf.

Jén S. Helgason
Saamundur Valdimarsson

FL GROUP hf.
Consolidated Financial Statements of 2006




Consolidated | ncome Statement for the year 2006

Notes 2006 2005

I nvestment income:
Net income from securities and derivatives .........cccceoveeverenereeceenene, 10 23,956 21,958
INEEFESE INCOME ...t 854 1,270
I NEETESE EXPENSES ...o.vevevieveresteresieresteteseeteseetesesteestesessesesaeseseeseseetesesseneseas ( 4,948) ( 2,258)
Net foreign exchange l0SS ..o ( 2,371) ( 621)
17,491 20,349
OPErating EXPENSES .....cvcveieeteieeteieeteie e e sre e saere s teseebessebe s stesesresesretesaeresens 11 ( 2,771) ( 1,652)
Profit befor € iNCOMELAX .....ccoeeiriiiiieeeeee e 14,720 18,697
TaX INCOME (EXPENSE) ...cvveueeeeererrerieseeeesessesessessessesessessessessessesseseesessessessens 14,15 2,631 ( 3,292)
Profit from continuing OpPerations .........ccccccevevereennenesee e 17,351 15,405
Profit from discontinued operations (net of incometax) .........cccceeerverenene, 7 27,208 1,846
Profit for the year ..., 44,559 17,251

Attributableto:

Equity holders of the parent ... 44,560 17,249
MINOTILY TNEEIESE ....evieieeeirieereeee e ( 1) 2
Profit for the year ..., 44,559 17,251

Earnings per share
Basic earnings per Share (ISK) ..o 17 6.65 5.90
Diluted earnings per share (ISK) ....ccvcveevevererereeee s 17 6.60 5.84

The notes on pages 11 to 39 are an integral part of these consolidated financial statements.

FL GROUP hf.
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Consolidated Balance Sheet as at 31 December 2006

AsSsets:

Cash and cash eQUIVAIENES ........cooiiiiiereee e e
S o U [ =SSP
DENTVELIVES ...cveetee ettt ettt st et et sab e e be e beesaesebeenneesreeens
[RES Lot (=0 [ o o SR
Assets classified asheld for SAle ...
Loans, trade and other recalvables ..........cocooveecicceiciece e,
INMVENTOTTES ...ttt st e b et e seese e e enennennennens
Prepaid aircraft aCqUISITIONS ......cccceeeririiiiiicirere e e
(@ o1 (] g0 = = £
INtANGIDIE BSSELS ....evveeeeecee e e

Equity:

Share CaPItal .....ccvevrereece e e s
Share PrEMILUM ...t s se e sae e eas

Liabilities:
(B 1S 1AV LY/
Trade and other Payables ...........ccvvvieieiccc e
(DI g (=0 M1 (0001 =T

Liabilities classified asheld for SAle ...
Current income tax [ability ........ocooerireirine e
BOITOWINGS ...ttt steieee et eseeeese st saess e se e se e stesbesaeneeneesensessesenns
Deferred income tax [1ability ..........coooiereinineee e

Total liabilities

Total equity and liabilities

The notes on pages 11 to 39 are an integral part of these consolidated financial statements.

FL GROUP hf.
Consolidated Financial Statements 2006

2006 2005
47,022 10,350
181,161 69,138
4,309 6,341
9,572 0
904 0
19,478 7,222
0 876
0 14,490
425 20,731
0 3,470
262,871 132,618
7,763 5,802
70,530 43,169
948 434
63,425 25,027
142,666 74,432
10 11
142,676 74,443
7,021 277
5,908 10,895
0 2,641
634 0
782 0
104,955 39,668
895 4,694
120,195 58,175
262,871 132,618

Amounts are in ISK million




FL GROUP hf.
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Consolidated Statement of Changesin Equity for the year 2006

2005
EqUity 1.1.2005 .....covreeerrrerereeneens
Trandation difference ...........ccccenuene,
Effective portion of changes

in fair value of cash flow hedges...
Net income recognised

directly in equity .....c.cocovveveeeerenenen,
Profit for theyear .......ccccoeeeeviicnnine
Tota profit for the year
Dividends (ISK 0.60 per share)
Issued share capital .........cccceeeeerieeeenne
Own shares, change ........oeveeeeeveene
Stock OPLioNS.......cecveeeeeerererereeeeeeeenenes
Acquisition of minority interest .........
Equity 31.12.2005 .......cccceovrvrvrererenenn

2006
Equity 1.1.2006 ........cccovuerrerereneneinnnens
Trandation difference ...........ccccenuenn,
Effective portion of changes

in fair value of cash flow hedges...
Hedging and translation reserves

transferred to profit and loss............
Net income recognised

directly in equity .....c.cocovreveeeeennenen,
Profit for theyear ......cccocovevvccnnne
Total profit for theyear .........cccceuueee.
Dividends (ISK 1.04 per share)
I ssued share capital
Own shares, change
Tranglation reserve 1.1.2006

transferred ...
Stock OPLioNS.....c.cevveeeeerererreeceeeenenes
Equity 31.12.2006 ........ccceeerererereennnens

Reserves
Share Share Share option Hedging Translation Retained Equity holders Minority Total
capital premium reserve reserve reserve earnings of the Parent interest equity
2,525 3,609 87 ( 100) ( 623) 9,242 14,740 21 14,761
802 802 802
287 287 287
287 802 1,089 1,089
17,249 17,249 2 17,251
287 802 17,249 18,338 2 18,340
( 1,466) ( 1,466) ( 1,466)
3,308 40,839 44,147 44,147
31) ( 1,440) ( 1471) ( 1,471)
161 ( 19) 142 142
( 12) ( 12)
5802 43,169 68 187 179 25,027 74,432 11 74,443
5,802 43,169 68 187 179 25,027 74,432 11 74,443
3,519 3,519 3,519
54 54 54
( 241) ( 2910) ( 3,151) ( 3151)
( 187) 609 422 422
44,560 44,560 ( 1) 44,559
( 187) 609 44,560 44,982 ( 1) 44,981
( 6,341) ( 6,341) ( 6341)
2,100 30,244 32,344 32,344
139) ( 2,980) ( 3,119) ( 3119)
( 179) 179 0 0
97 271 368 368
7,763 70,530 339 0 609 63425 142,666 10 142,676

The notes on pages 11 to 39 are an integral part of these consolidated financial statements.

Amounts are in ISK million




Consolidated Statement of Cash Flowsfor the year 2006

Notes 2006 2005
Cash flows from operating activities:
Profit fOr the YEaK .....c..ooiieeeeeee e e 44,559 17,251
Adjustments for:
DS o (= W T {[o] o [PPSR 23 2,408
Other Operating iteMS ......ccccviiiecerceee e 784 (  16,093)
DiscontinUed OPEratioNS ..........coveeererieierie ettt s eae s 7 1,982 0
Working capital from operations 47,348 3,566
Net change in operating assets and liabilitieS .......ccoevevvvviesevecececc e ( 1,099) 1,855
Net cash provided by operating activities 46,249 5421
Cash flows from investing activities:
SECUNTIES, ChANGE ..o ( 92518) ( 24,607)
Acquisition of subsidiary, net of cash acquired ..........c.ccocerevrininineneneeee 9 ( 9,399) ( 2,626)
Disposals of subsidiaries, net of cash Sold ........ccceeeeeviereveveccre e 7 29,304 0
DeriVatiVES, ChANGE ....c.crueiieieiieie et 8,776 0
Restricted cash, Change ... ( 9,572) 0
Trade receivables and DONAS ...........ooeeeeriiiie e 8,274 0
AcqUISItion Of OPErating ASSELS ...cveveeeeerierereereeeeer s ees ( 448) ( 18,157)
Proceeds from the sale of operating assetS .......ccocvvvererenecenese e 0 5,269
Acquisition of intangible 8SSELS .......cccevvvrririerere e 0 ( 113)
Discontinued OPEratioNS ..........coeeeeeeeeieeiese et ene s 7 2,822 0
Net cash used in investing activities ( 62,761) ( 40234)
Cash flows from financing activities:
Proceeds from the issue of share capital .........ccocoooerereneinnie e, 0 24,399
OWN ShareS, ChaNQE .....cccueeeeriecieric et sttt ene s ( 3119) ( 1,471)
DiIVIAEN PAI ...ttt et ( 6,341) ( 1,466 )
Proceeds from BOIOWINGS .......cccviirieece e 133,271 24,190
Repayment of DOMOWINGS ... s ( 72566) ( 3,916)
DisCONtiNUEd OPEIELIONS .......cvviiererereeresesre et 7 ( 584) 0
Net cash provided by financing activities 50,661 41,736
Net increasein cash and cash equivalents ..., 34,149 6,923
Cash and cash equivalentsat 1 January .........cceeoeeveerersereeienns 10,350 2,819
Effect of exchangerate fluctuationson cash held ............c..c.......... 2,523 608
Cash and cash equivalents at 31 December ... 47,022 10,350
Investing and financing transactions without cash flow effect:
ACQUISITION Of SECUMTIES ...t ( 28322) ( 19513)
AcqUiSItion Of SUDSIAIANY ......coevveieeeiriese e ( 4,022) 0
IssUEd Share Capital ..........cooereeeieeeieee e e 32,344 19,513
FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million




Consolidated Statement of Cash Flowsfor the year 2006, contd.:

Other information:

INterest iNCOME FECEIVE .........coovvuiciiecieceece e e e 818 1,105
INterest EXPENSE PAIA .......ccvverereeeeerese e se e ne e ens 2,663 1,956
INCOME tAXES PAIA ...ttt st e e e 0 0
DIVIAeNdS rECEIVEL .........covvuiiriiirieerieree et 806 0

The notes on pages 11 to 39 are an integral part of these consolidated financial statements.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notesto the Consolidated Financial Statements

1. Reporting Entity
FL GROUP hf.'s registered office is at Sudurlandsbraut 12 in Reykjavik, Iceland. The consolidated financial

statements of FL GROUP hf. ("the Company") as at and for the year ended 31 December 2006 comprise the
Company and its subsidiaries, together referred to as the “Group”.

FL GROUP hf. is an investment company, focusing on strategic and private equity investments as well as
proprietary trading. The Company focuses on investments in companies in Northern Europe on a broad basis.
The company operates three offices, in Reykjavik, Copenhagen, and London. The offices in Copenhagen and
London were both opened during the year 2006. The Company is listed on the Iceland Stock Exchange.

2. Basisof preparation

Assets and liabilities in the Balance Sheet are presented in liquidity order which is considered more appropriate
for the Group than the current/non-current presentation. For each asset and liability item that combines amounts
expected to be recoverd or settled after more than 12 months, a payment schedule is disclosed.

a  Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by EU.

Thefinancial statements were approved by the Board of Directors of FL GROUP hf. on 1 February 2007.

b. Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except for the following:
* derivative financial instruments are measured at fair value;

* financia instruments at fair value through profit or loss are measured at fair value;

* investmentsin associates are measured at fair value.

c. Functional and presentation currency

The consolidated financial statements are prepared in Icelandic Krona (1SK), which is the Company's functional
currency for the year 2006. All financial information has been rounded to the nearest million.

The Company’s functional currency for the year 2005 was the US dollar. The change in functional currency
from US dollar to Icelandic Krona was made as of 1 January 2006 because of changes in the focus of the
Company’s operations and primary economic environment in which the Company operates. The comparative
figures for the year 2005 have been trandated to 1SK.

d.  Use of estimates and judgements

The preparation of financia statements 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 period in which the estimate is 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 amount recognised in the financial statementsis
described in note 4j.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notes, contd.:

3. Accounting policiesrelated to financial instruments

a  Financial instruments

(i)  Non-derivative financial instruments
Non-derivative financial instruments in the Group’s balance sheet comprise securities, loans, trade and other
receivables, cash and cash equivalents, restricted cash, borrowings, trade and other payables and ordinary shares.

Non-derivative financia instruments 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 non-derivative
financial instruments are measured as described below.

A financial instrument is recognised if the Group becomes a party to the contractual provisions of the instrument.
Financial assets are derecognised if the Group’s contractual rights to the cash flows from the financial assets
expire or if the Group transfers the financial asset to another party without retaining control or substantially all
risks and rewards of the asset. Regular way purchases and sales of financial assets are accounted for at trade date,
i.e. the date that the Group commitsitself to purchase or sell the asset. Financial liabilities are derecognised if the
Group's obligations specified in the contract expire or are discharged or cancelled.

Cash and cash equivalents comprise cash balances, demand deposits and mutual-fund certificates that are readily
convertible to known amounts of cash and are subject to an insignificant risk of changesin value.

Restricted cash comprise of cash collaterals held by counterparties as guarantee for derivative transactions.

Accounting for finance income and expense is discussed in note 3c.

Investments at fair value through profit and loss

Securities in the balance sheet are financia assets classified as at fair value through profit or loss and designated
as such upon initial recognition. Financial assets are designated at fair value through profit or loss if the Group
manages such investments and makes purchase and sale decisions based on their fair value. Upon initial
recognition, attributable transaction costs are recognised in profit or loss when incurred. Financia instruments at
fair value through profit or loss are measured at fair value, and changes therein are recognised in profit or loss.

Other
Other non-derivative financial instruments are measured at amortised cost using the effective interest method,
less any impairment losses.

(ii) Derivative financial instruments

The Group holds derivative financia instruments for investment purposes but aso to hedge its interest rate risk
exposures. 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.

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, and changes therein are
accounted for through profit or loss. Derivatives with positive fair value at the reporting date are recognised as
assets in the balance sheet while derivatives with negative fair value are recognised as liabilities.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notes, contd.:

(ii) contd.:
Hedge accounting is not applied at year end 2006.

(iii) Share capital
Ordinary shares
Incremental costs directly attributable to issue of shares and share options are recognised as a deduction from

equity.

Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid, including directly
attributable costs, is recognised as a deduction from equity. Repurchased shares are classified as treasury shares
and are presented as a deduction from total equity.

Dividends
Dividends are recognised as a decrease in equity in the period in which they are declared.

b.  Fair value measurement principles for financial instruments
(i)  Securities

Securities in the balance sheet consist of investments in equity and debt securities. The fair value of securitiesis
based on their quoted market bid prices at the reporting date without any deduction for estimated future selling
costs.

If a quoted market price is not available on a stock exchange or from a broker / dealer for non-exchange-traded
financia instruments, the fair value of the investment is estimated using valuation techniques, including use of
recent arm’s length market transactions, reference to the current fair value of another instrument that is
substantially the same, discounted cash flow techniques, option pricing models or any other valuation technique
that provides areliable estimate of prices obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best
estimates and the discount rate used is a market rate at the reporting date applicable for an instrument with
similar terms and conditions. Where other pricing models are used, inputs are based on market data at the
reporting date. Fair values for unquoted equity investments are estimated, if possible, using applicable price /
earnings ratios for similar listed companies adjusted to reflect the specific circumstances of the issuer.

(ii) Derivatives
The fair value of forward exchange contracts are based on their listed market price, if available. If a listed market
price is not available, then fair value is estimated by discounting the difference between the contractual forward
price and the current forward price for the residual maturity of the contract using arisk-free interest rate based on
government bonds.

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 asimilar instrument at the measurement date.

(iii) Loans, trade and other receivables

The fair value of loans, trade and other receivables, which is determined for disclosure purposes, is estimated as
the present value of future cash flows, discounted at the market rate of interest at the reporting date.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notes, contd.:

(iv) Non-derivative financial liabilities
The fair value of non-derivative financial liabilities which is determined for disclosure purpose is based on the
present value of future principal and interest cash flows, discounted at the market rate of interest at the reporting
date.

c.  Investment income
(i)  Net income from securities and derivatives

Net income from investments in securities and derivatives comprise gain on the sale of shares, changesin the fair
value of the investments and derivatives, other than foreign exchange hedges, and dividend income. Dividend
income is recognised in the income statement on the date the entity's right to receive payments is established.

(if) Interest income and expense
Interest income and expense is recognised in the income statement, using the effective interest method.

(iii) Net foreign exchange (loss) gain
Net foreign exchange (loss) gain comprises foreign exchange changes arising from assets and liabilities

denominated in foreign currencies and gains and losses arising from derivatives hedging the foreign currency
risk.

4. Other accounting policies

a  Basis of consolidation

(i) Subsidiaries
Subsidiaries are entities controlled by the Company. Control exists when the Company has the power, directly or
indirectly, to govern the financial and operating policies of an entity so as to obtain benefits from its activities. In
assessing control, potential voting rights that presently are exercisable or convertible are taken into account. The
financial statements of subsidiaries are included in the consolidated financial statements from the date that
control commences until the date that control ceases.

(i) Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Investments in associates are designated at fair value through profit or loss on initial
recognition and are included in the item securities in the balance sheet. The Group defines its operations partly
as venture capital organisation and that part of the business is clearly and objectively distinct from other
operations.

(iii) Transactions eliminated on consolidation

Intra-group balances and any unrealised income and expenses arising from intra-group transactions, are
eliminated in preparing the consolidated financia statements.

b.  Foreign currency
(i) Foreign currency transactions

Transactions in foreign currencies are trandated to the respective functional currency of Group entities at
exchange rates ruling at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are translated to the functional currency at the exchange rate ruling at that date.
Foreign exchange differences arising on trandation are recognised in the income statement. Acquisition of
operating assets in foreign currencies is trandated at the foreign exchange rate ruling at the date of the
transaction. Operating expenses and sales in foreign currencies are trandated at the foreign exchange rate ruling
at the date of the transaction.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notes, contd.:

(it) Foreign operations
The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on

acquisition, are translated to the functional currency at exchange rates at the reporting date. The income and
expenses of foreign operations are translated to the functional currency at the average exchange rate.

Foreign currency differences are recognised directly in equity in the foreign currency trandation reserve. When a
foreign operation is disposed of, in part or in full, the relevant amount in the foreign currency translation
differencesistransferred to profit or loss.

c. Operating assets
(i) Aircrafts and flight equipment

Aircrafts and flight equipment are stated at cost less accumulated depreciation and impairment losses. When
aircrafts are acquired, the purchase price is divided between the aircraft itself and engines. Aircrafts are
depreciated over the estimated useful life of the relevant aircraft until a residual value is met. Engines are
depreciated according to flown hours. When an engine is overhauled the cost of the overhaul is capitalised and
the remainder of the cost of the previous overhaul that has not aready been depreciated, if any, is expensed in
full.

(ii) Buildings and other operating assets
Buildings and other operating assets are stated at cost less accumulated depreciation and impairment |osses.

(iif) Subsequent costs

The cost of replacing part of an item of operating asset is recognised in the carrying amount of the item if it is
probable that the future economic benefits embodied with the item will flow to the Group and the cost of the
item can be measured reliably. All other costs are recognised in the income statement as an expense as incurred.

(iv) Depreciation
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each
item of operating assets. The estimated useful lives are as follows:

Aircraftsand flight @QUIPIMENT ..o et 10-25 years
ENQINES ..ottt bbbt b Rt b e R bbb b e be st e e ene s Flying hours
BUITAINGS .ottt b ettt b ettt bbbt bbb et b e e e e 15-50 years
Oher OPEIAING BSSELS ....viivieeiirtisieeeie ettt bttt ettt ettt sttt be s b e et sbenteneeneas 3-8 years

The depreciation method, useful lives and residual values are reassesed at the reporting date.

d.  Impairment
(i) Financial assets

Financial assets that are stated at cost or amortised cost are reviewed at each reporting date to determine whether
there is objective evidence of impairment. If any such indication exists, an impairment loss is recognised in the
income statement as the difference between the asset’s carrying amount and the present value of estimated future
cash flows discounted at the financial asset’s original effective interest rate.

If in a subsequent period the amount of an impairment loss recognised on a financial asset carried at amortised
cost decreases and the decrease can be linked objectively to an event occurring after the write-down, the write-
down isreversed through the income statement.

FL GROUP hf.
Consolidated Financial Statements 2006 Amounts are in ISK million
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Notes, contd.:

(ii) Non-financial assets

The carrying amounts of the Group’s non-financial 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.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. A cash-generating unit is the smallest identifiable asset group that generates cash flows that
largely are independent from other assets and groups. Impairment losses are recognised in profit or loss.
Impairment losses recognised in respect of cash-generating units are allocated first to reduce the carrying amount
of any goodwill alocated to the units and then to reduce the carrying amount of the other assets in the unit
(group of units) on apro rata basis.

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 in respect of goodwill is not reversed. In respect of other assets, impairment losses
recognised in prior periods are assessed at each reporting date for any indications that the loss has decreased or
no longer exists. 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 amortisation, if no
impairment loss had been recognised.

(i) Assets classified as held for sale

Non-current assets or disposal groups, comprising assets and liabilities, that are expected to be recovered
primarily through sale rather than through continuing use are classified as held for sale. Immediately before
classification as held for sale, the assets (or components of a disposal group) are remeasured in accordance with
the Group's accounting policies. Thereafter, generally the disposal group is measured at the lower of their
carrying amount and fair value less cost to sell. Any impairment loss on a disposal group first is alocated to
goodwill, and then to remaining assets and liabilities on pro rata basis, except that no loss is alocated to
inventories and financial assets which continue to be measured in accordance with the Group’'s accounting
policies. Impairment losses on initial classification as held for sale and subsequent gains or losses on
remeasurement are recognised in profit or loss. Gains are not recognised in excess of any cumulative impairment
loss.

Assets and disposal groups, comprising assets and liabilities, classified as held for sale are presented in specia
line items in the balance sheet.

e.  Share-based payment transactions

The grant date fair value of options granted to employees is recognised as an employee expense, with a
corresponding increase in equity, over the period in which the employees become unconditionally entitled to the
options. The amount recognised as an expense is adjusted to reflect the actual number of share options that vest.

The fair value of employee stock options is measured using a Black-Scholes model. Measurement inputs include
share price on measurement date, exercise price of the instrument, expected volatility based on weighted average
historic volatility adjusted for changes expected due to publicly available information, weighted average expected
life of the instruments based on historical experience and general option holder behaviour, expected dividends,
and the risk-free interest rate based on government bonds. Service and non-market performance conditions
attached to the transactions are not taken into account in determining fair value.
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f.  Income tax expense
Income tax on the profit or loss for the year comprises current tax and deferred tax.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financia reporting purposes and the amounts used for taxation
purposes. The following temporary differences are not provided for: goodwill not deductible for tax purposes,
the initial recognition of assets or liabilities that affect neither accounting nor taxable profit, and differences
relating to investments in subsidiaries to the extent that they will probably not reverse in the foreseeable future.
The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying
amount of assets and liabilities, using tax rates enacted or substantively enacted at the reporting date.

g. Earnings per share

The Group presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is
calculated by dividing the profit attributable to ordinary shareholders of the Company by the weighted average
number of ordinary shares outstanding during the year. Diluted EPS is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted average number of ordinary shares outstanding for the
effects of al dilutive potential ordinary shares. Earnings per share are disclosed separately for continuing and
discontinued operations.

h.  Segment reporting

A segment is a distinguishable component of the Group that is engaged in providing products or services and
which is subject to risks and rewards that are different from those of other segments. The Group’s primary
format for segment reporting is based on matrix presentation, which includes business and geographical
segments.

i.  New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the year ended
31 December 2006, and have not been applied in preparing these consolidated financial statements:

IFRS 7 Financial Instruments: Disclosures and the Amendment to 1AS 1 Presentation of Financial Statements:

Capital Disclosures require extensive disclosures about the significance of financia instruments for an entity’s
financia position and performance, and qualitative and quantitative disclosures on the nature and extent of risks.
IFRS 7 and amended IAS 1, which become mandatory for the Group’s 2007 financial statements, will require
extensive additional disclosures with respect to the Group’ s financia instruments and share capital.

IFRS 8 Operating Segments sets out requirements for disclosure of information about an entity’s operating
segments and also about the entity’s products and services, the geographical areas in which it operates, and its
major customers. If adopted by the EU, IFRS 8, which becomes mandatory for the Group's 2009 financia
statements, is not expected to have any impact on the consolidated financial statements.
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i. contd.:

IFRIC 7 Applying the Restatement Approach under 1AS 29 Financial Reporting in Hyperinflationary Economies
addresses the application of 1AS 29 when an economy first becomes hyperinflationary and in particular the
accounting for deferred tax. IFRIC 7, which becomes mandatory for the Group’s 2007 financial statements, is not
expected to have any impact on the consolidated financial statements.

IFRIC 8 Scope of IFRS 2 Share-based Payment addresses the accounting for share-based payment transactions
in which some or al of goods or services received cannot be specificaly identified. IFRIC 8 will become
mandatory for the Group’s 2007 financial statements, with retrospective application reguired. The Group has not
yet determined the potential effect of the interpretation.

IFRIC 9 Reassessment of Embedded Derivatives requires that a reassessment of whether embedded derivative
should be separated from the underlying host contract should be made only when there are changes to the
contract. IFRIC 9, which becomes mandatory for the Group’s 2007 financial statements, is not expected to have
any impact on the consolidated financial statements.

IFRIC 10 Interim Financial Reporting and Impairment prohibits the reversal of an impairment loss recognised
in a previous interim period in respect of goodwill, an investment in an equity instrument or a financial asset
carried at cost. If adopted by the EU, IFRIC 10, will become mandatory for the Group's 2007 financial
statements.

IFRIC 11 IFRS 2 Group and Treasury Share Transactions deals with how certain types of agreements on
securities related payments shall be recognized in the financial statements of a company and its subsidiaries. If
adopted by the EU, IFRIC 11 applies for accounting periods starting as of March 1, 2007.

IFRIC 12 Service Concession Arrangements. If adopted by the EU, IFRIC 12 will become mandatory for the
Group's 2007 financial statements. IFRIC 12 is not expected to have any impact on the consolidated financial
statements of the Group.

j.  Accounting estimates and judgements

K ey sour ces of estimation uncertainty

Determination of fair values of financial instruments

As indicated in note 3b the Group’s securities, derivatives and investments in associates are measured at fair
value on the balance sheet. For the majority of these financia instruments, quoted market prices are readily
available. However, certain financial instruments, for example, over-the-counter derivatives or unquoted
securities are fair valued using valuation techniques, including reference to the current fair values of other
instruments that are substantially the same, subject to the appropriate adjustments.

Fair value estimates are made at a specific point in time, based on market conditions and information about the
financia instrument. These estimates are subjective in nature and involve uncertainties and matters of significant
judgement (e.g. interest rates, volatility, estimated cash flows etc.) and therefore, cannot be determined with
precision.

Determination of impairment of financial assets

Assets accounted for at amortised cost are evaluated for impairment on the basis described in accounting policy
4d(i). The assessment for impairment is based upon management’s best estimate of the present value of the cash
flows that are expected to be received. In estimating these cash flows, management makes judgements about a
counterparty’ s financial situation and the net realisable value of any underlying collateral.
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Determination of impairment of non-financial assets, contd.:

Non-financial assets, such as goodwill and intangible assets, are regularily waluated for impairment. The
assessment for impairment is based upon management’ s estimates of future cash flows and discount rate.

Determination of fair value of share-based payment transactions

The fair value of options at grant date is determined as disclosed in accounting policy 4e. For share options
granted to employees, in many cases market prices are not available, because the options granted are subject to
terms and conditions that do not apply to traded options. If traded options with similar terms and conditions do
not exist, the fair value of the options granted are estimated by applying an option pricing model. In estimating
the fair value of options at grant date, the management considers factors that knowledgeable, willing market
participants would consider in selecting the option pricing model to be used for this purpose.

Critical accounting judgementsin applying the Group’s accounting policies

Classification of securities

The Group’ s accounting policies provide scope for securities to be designated at fair value through profit or loss.
By making this designation, the management has determined that it has met the necessary criteria as set out in
accounting policy 3a(i).

Classification of assets as held for sale

Certain assets and related liabilities are classified as held for sale as described in note 4d(iii). By making this
classification, the management has determined that their carrying amount will be recovered principally through a
sdle transaction rather than through continuing use. Furthermore, the management expects the sale to be
completed within one year from the date of classification and that it is unlikely that significant changes will be
made to the planned sale. However, future events or circumstances may extend the period to complete the sale
beyond one year or they may lead to the assets no longer meeting the requirements for classification as held for
sale.

Deferred tax assets

Deferred tax assets are recognised for most deductible temporary differences and for tax losses carried forward to
the extent that it is probable that taxable profit will be available against which they can be utilized. Significant
management judgement is required to determine the amount of deferred tax assets that can be recognized, based
on thelikely timing and level of future taxable profits together with future tax planning strategies.

5. Accounting policiesrelated to discontinued operations
a  Discontinued operations

A discontinued operation is a component of the Group’s business that represents a separate major line of
business that has been disposed of or is classified held for sale. Classification as a discontinued operation occurs
upon disposal or when the operation meets the criteria to be classified as held for sae, if earlier. When an
operation is classified as a discontinued operation, the comparative income statement is restated as if the
operation had been discontinued from the start of the comparative period.

b. Inventories

Goods for resale and supplies are stated at the lower of cost and net realisable value. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses. Aircraft equipment is capitalised at the foreign exchange rate ruling at the date of acquisition.
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c. Intangible assets
(i) Goodwill and intangible assets with indefinite useful lives

All business combinations are accounted for by applying the purchase method. Goodwill represents amounts
arising on acquisition of subsidiaries. In respect of business acquisitions goodwill represents the difference
between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill and trademarks with indefinite useful lives are stated at cost less accumulated impairment losses.

(ii) Other intangible assets

Other intangible assets are stated at cost less accumulated amortisation and impairment losses. Amortisation is
charged to the income statement on a straight line basis over the estimated useful life of the relevant asset. The
estimated useful lives are specified as follows:

SOFEWEIE ..ottt ettt e Rt eeE Rt n Rt n e nnen s 3years
CUSLOMES TEIGLIONS ...ttt nner e 7-10 years
Favourable airCraft 18858 COMICES ........correirrrriirre e 2-3years
Other INtaNGIDIE @SSALS ........ccorreiiiire e 6-10 years

(iii) Subsequent expenditure

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditure is expensed as incurred.

d. Operating income
(i) Transport revenue

Passenger ticket sales are not recognised as revenue until transportation has been provided. Sold documents not
used within nine months from the month of sale are recognised as revenue. Revenue from mail and cargo
transportation is recognised in the income statement after transportation has been provided.

(ii) Aircraft and aircrew lease
Revenue from aircraft and aircrew lease is recognised in the income statement at the end of each charter flight.

(iif) Other operating revenue
Revenue from other services rendered is recognised in the income statement after the service has been provided.

Gain on sale of operating assets is recognised in the income statement after the risks and rewards of ownership
have been transferred to the buyer.
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Segment reporting

6. Segment information is presented in the consolidated financial statements based on matrix presentation, which includes business

and geographical segments. The segment reporting reflects the Group's management and internal reporting structure and is
devided into three segments. Investment activities comprise the operations of the parent. The second segment comprises the
domestic aviation and tourism services operated in Icelandair Group hf. and its subsidiaries (discontinued) and Kynnisferdir ehf.
(disposal group). The third segment comprises the operations of Sterling, Denmark (discontinued), alow fare airline.

Inter-segment pricing is determined on an arm's length basis.

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

Iceland Denmark
Aviation and Aviation
Investment tourism services services
activities (Discontinued)  (Discontinued) Eliminations Consolidated
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
Investment income ........ 43,191 19,794 14 ( 204) ( 240) 0 42,965 19,590
Operating income........... 232 45,088 47,412 48,275 0 93,363 47,644
Operating expenses
without depreciation.. ( 2,772) ( 1,652) (39,224) (42,631) (49,636) 0 (191,632) ( 44,283)
Depreciation ..................
and amortisation ........ ( 24) 0 (1,977) ( 2,408) ( 767) 0 ( 2,768) ( 2,408)
Segment result before ..
incometax ................ 40,395 18,374 3901 2169 ( 2,368) 0 0 0 41,928 20,543
Incometax .....c.cooveveeee. 2,633 (1 2969) ( 667) ( 323) 665 0 2,631 ( 3,292)
Profit for theyear .......... 43,028 15,405 3234 1846 ( 1,703) 0 0 0 44,559 17,251
Segment assets .............. 262,226 106,524 904 37,837 0 0 ( 259 (11,743) 262,871 132,618
Segment liabilities......... 119,562 32,093 634 30,835 0 0 0 4,753 120,195 58,175
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Notes, contd.:

Discontinued oper ations

7.

FL GROUP hf. sold its shares in Ferdaskrifstofa islands hf. and Bilaleiga Flugleida ehf. in the beginning of the year 2006.
The operations of these companies are therefore not part of the consolidated income statement for the year 2006.

In October 2006 FL GROUP hf. sold all its shares in Icelandair Group hf. for a selling price of 1SK 33.5 billion. The
income statement of Icelandair Group hf. is therefore not part of the consolidated income statement for the last quarter and

the entity is not part of the consolidated balance sheet at year end.

At the end of December 2006, FL. GROUP hf. sold all its shares in Sterling and related companies, which were acquired in
the beginning of the year. Sterling’s operations were included in the consolidated income statement for the whole year

2006. Disclosuresrelated to the acquisition of Sterling are made in note 9.

Profit from the discontinued operations specifies as follows:

Results of discontinued operations:

[NCOME TAX EXPEINSE .....vvevtttitseises e sttt eb bbb bbbttt bbb bbb b e
Results from operating activities, net of iNCOMEtaX ........c.coverrerriensieninenenienes
Gain on sale of discontinued OPEralioNS ..........cc.eereerieireienieeseeese e
Profit fOr t(NEYEAN ......ceieie e

BasiC @arningS PEr SNAIE ......cccov it
Diluted @arningS PEr SNAIE ... e

Cash flows from discontinued oper ations:

Net cash from operating aCtiVities .........ccoeiviiiiinee e
Net cash from INVeSting aCtIVItIES .........cociiiniineeee s
Net cash used in fiNANCING @CHIVITIES .......ccviviiriieree e
Net cash from discontinued OpPeErations ...........ccveeereiieineieneese s

Effect of disposal on the financial position of the Group:

Cash and €ash QUIVEIENES ........ceveerieire e
SECUMTIES ..ttt ettt et e et e st e e e st e et e e be e teeaeesaeeatesaeenbesaeenbeeseesteensesraansenn
RS S LLwi (=0 [ o= o OSSR
Loans, trade and other reCaIVaADIES ............ooe i e
1YL= 01 (0] =SSR RPSR

Prepaid aircraft aCqUISILIONS ........ccoeeveiiiiinieerie e
OPEIELING BSSELS ....eeueeneeeeeieeieeeeieee et e st see e see e e e eee e e et eseesessesaessessesaeseenseneenean
INtANGIDIE BSSELS ...
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2006 2005
93,363 47,412

91,604) (  45039)

1,759 2,373

226) ( 204)

2) ( 323)

1,531 1,846

25,677 0

27,208 1,846

4.06 0.63

4.03 0.62

1,982 3,981

2,822 30,799

584) (  30,188)

4,220 4,592
........................................ 7,065
....................................... 5,289
........................................ 568
........................................ 12,173
........................................ 1,560
....................................... 1,653
........................................ 10,054
........................................ 22,962
........................................ 21,694

....................................... 83,018
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Notes, contd.:

7. Contd.:

Trade and Other PAYADIES .......ccooviiiee ettt sttt nenne 12,637
(= 1 1= o T oo = 9,394
Deferred iNCOME taX [1ADIITY ......coeiieirieiriee bbbttt b b 996
2 L0017 PR 34,344
QI = I = L =TSPTSRO 57,371
Net aSSELS BNA [HBDIHTHIES ......vieierceceee et bbbt 25,647

Consideration received:

a1 r= = o 36,369
gl (= o RS < o U 1= 14,955

51,324
(0 S T oo "= o o TSR 7,065
INEL CASN INFIOW <.t ettt et e e et e e e e eseeseeaeeaeeseeaesbesteseesaesennenean 29,304

Assets and liabilities held for sale

8.  Kynnisferdir ehf., a subsidiary operating in the tourism industry, is presented as of 31 December 2006 as a disposal group
held for sale following the commitment of the Group’s management to sell the company. Effortsto sell the company have
commenced and it is expected to be sold during the year 2007.

Assets

Cash and Cash EQUIVBIENES ..ottt ee et e e e e e e e e eseeaesneeteneesaeneens 50
Trade and Other reCEIVADIES ..ottt 172
INVESIMENES TN COMPAINIES .....cueeieeieieieeieeeeeeet ettt st s ee st et e saeseeee e eseeneeseeseesesaesteseeseesteeeeessenseneeneeneeneasenseens 15
IIVENEOTTES ...tttk b bt e bbbt e e R bt e bbbt e e bttt b bt ener e 12
L@ 07 = 0 =535, SRS 606
INEBNGIDIE BSSELS ...t bbbtttk b ettt bbb 49
Total assets classified @S held fOr SAE ..ot 904
Liabilities

Trade and Other PAYADIES ......oc.i ittt s e teseestesbeseeseenteeeeeneens 132
Deferred iNCOME taX [1ADIITY ......cociieirieirieee bbbttt sb e sae e 10
2 L0017 PR 492
Total liabilities classified @S held fOr SAIE ........cooiiiiece e e 634
Business combination

9. At the end of October 2005 the Company entered into a contract regarding the acquisition of all outstanding shares in
Sterling Airlines A/S, Flyselskabet af 15. Juli 2005 A/S and Sterling Icelandic ApS (together referred to as "Sterling”). FL
GROUP hf. took over the operations of the company on 6 January 2006 when the conditions in the acquisition agreement
were fulfilled.

Comparative amounts in the consolidated financial statements do not contain amounts from the financial statements of
Sterling.
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9. Contd.

The acquisition, accounted for according to the purchase method, had the following effect on the Group's balance sheet:

Cash and Cash EQUIVBIENES ........cireiieiriei sttt ettt st e et e st nenbe e staneas 1,660
LSS Lot =0 [ 07 o S 698
Trade and Other reCEIVADIES ..........cvcuiicce ettt 3,457
TBX BSSELS ...ttt ettt ettt ettt te e et eae e et et e he et e ehe e At ehe e At eRe e eReeaeeeRe e Eeehe e bt eaeeeReeaeeeaeebeeaeenbeeneenbeetenrean 751
OPEFALING BSSELS ....vveveierieieriei sttt sttt sttt sttt b e s b e s b e st e be st s bRt s b e Rt s b e st e b e st e b e st e b et b et et et s b e Re s e ne st enees 2,410
E L= g0 Tl o o= ST S 167
Trade and Other PAYADIES ........coiiiiee ettt e et st aenenne ( 5,514)
L= 1 £ o T o0 0= ST ( 4,148)
BOTTOWIINGS .ntiste ettt b ettt b et b et b et et b et e b e Rt e b e st st et b et et et st e nente e nteneas ( 2,275)
Net identifiable assets and [1abilitieS, NEJALIVE ......c.oi e ( 2,794)
GOOAW Il ON BCQUISITION .ttt b ettt bbbttt b e b b e e nteneee 17,875
CONSIAEIALTON PBIM ......eueeueeeiiieeiirtet ettt ettt ettt b e s et e bbbt s b bt s e eheee e bt e b e bt s b ebeseebeaeebese bt neebe e eneanne 15,081
Consideration Satisfied DY SNAr@ISSUE ........ciiruiirirerere ettt ( 4,022)
Consideration SatiSfIEd iN CASN ... 11,059
NEL CASN ACQUITE ... e s e ( 1,660)
Acquisition of subsidiary, net of cash acquired according to the statement of cash flows .........cccoceeveicnnnne 9,399

Purchase price alocations were not finalised during the year 2006 since the Company was sold before year end as

disclosed in note 7. This has no impact on the Groups results in the consolidated income statement because of the sale.

The goodwill recognised on the acquisition was attributable mainly to the work force and the synergies expected to be

achieved from integrating the company into the Group’s existing aviation activities.

Sterling’s operations for the whole year 2006 are part of the consolidated income statement of FL GROUP hf.
Investment income

10. Net income from securities and derivativesis specified as follows:

2006 2005
GaiN ONThE SAIE Of SNAIES ......ee ettt se e b e e e b e sabe s s ressaressaeean 15,145 1,473
Changein fair value Of SECUMTIES ......cevveiiiiiiene s 10,200 13,748
Change in fair value of defiVatiVES ... ( 1,389) 6,737
Net income from securities and deriVatiVES .........ccccururueurereerrerrerere e eeeeeses e eeeeees 23,956 21,958
Operating expenses
11. Operating expenses specify asfollows:
Salaries, saary-related expenses and other personnel expenses, Note 12 ..........cocvevveereenenn 1,652 1,483
DEPIECIALION ...ttt ettt b bt bbbt b e e 23 0
Other OPErating EXPENSES .....ccverueeeeeeeeeeeeeeeteeeesesteseeseeseeseeseeseeeeseesessessessesaessessessessessensenen 1,096 169
TOtal OPErating EXPENSES ....evieeeeeeeeeeeeeete et ste e seeseesteseeseeseeneeneesesseeseesessessessessessessensessensans 2,771 1,652
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Salaries and related expenses

12. Sdlaries and related expenses for the investment activities are specified as follows:

2006 2005
Salaries and performance-based PAYMENES ........ovririiirninre e 1,071 1,027
Equity-settled shared-based payment tranSactions ............coeceverreinceneenee e 435 68
SAlary-relaled EXPENSES ..ottt 126 157
Total salaries and salary-related EXPENSES .......vovverererereee e 1,632 1,252
Other PErSONNEl EXPENSES .....ouveuieeiirieiiriete ettt se et eb e st e bt b e b e b e b et seebe e eneneenas 20 231
Salaries, sdary-related expenses and other personnel expenses, total ..........cocccveeirceerieenenne, 1,652 1,483
Average number of employees during the Year ..o 20 11
Auditors fees
13. Remuneration to the Group's Auditors are specified as follows:
Audit Of FINaNCial SLAEEMENTS .......oveeieeeeee e sneenes 33 18
Review of Interim Financial StateMENtS .........covveveeiriieeire s 8 15
(01 0TC g < VoS 32 19
TOtEl BUAIOIS FEES ... .ttt 73 52

The above mentioned figures include fees to the auditors of all companies within the Group during the year. Fees to other
auditors than the auditors of the Parent Company amounted to |SK 17 million during the year 2006 (2005: 1SK 11 million).

Incometax expense

14. Income tax recognised in the income statement is specified as follows:

(G101 1= 31 7= ST PSPPI 782 0
Origination and reversal of temporary differenCeS .......cooveeeeeieiee e ( 3,413) 3,292
Total income tax expense in iNCoMe StALEMENT ...........ccovrvrrninice s ( 2,631) 3,292

15. Reconciliation of effective tax rate:

2006 2005
Profit DEfOre INCOMETAX .......covviveeeiiiee e 41,928 20,543
Income tax using the Company's domestic tax rate................. 18.0% 7,547 18.0% 3,697
TaX EXEMPL FEVENUE .....cveveieeieeeeee e ( 0.9%) ( 390) ( 0.2%) ( 48)
Effect of tax ratesin foreign jurisdictions............ccccococeeeeene. ( 0.1%) ( 33)
TaX INCENLIVES ..o ( 226%) ( 9,485)
Non-deductible eXpenses ..........cceovenieineinensceereee 0.0% 2 0.1% 25
Deferred tax assets of subsidiaries, previously
NOt CAPItAliSA ...t 0.9%) ( 193)
Other ITEMS ... ( 0.9%) 272) 0.9%) ( 189)
EffECtiVe taX Fate .....coovvreeeecerie s ( 6.3%) 2,631) 16.0% 3,292

FL GROUP hf.

Consolidated Financial Statements 2006 Amounts are in ISK million

25




Notes, contd.:

16. Income tax recognised directly in equity is specified as follows:

2006 2005
Income tax on expense recognised direCtly iN QUILY .........coceeerereierininnereseseeseee e 34 2,240
Income tax related to excercised share based options to employees ........ccccvveevrvenneneeenene, 0 168
Total income tax recognised direCtly in @QUILY ........oceeeeeriereeeeeeeeee e 34 2,408
Earningsper share
17. Profit attributable to ordinary equity holders of the parent company:
CONtINUING OPEFELIONS .....ectiiiteisieseeiesee ettt b ettt b et e et e ettt e e be s 17,351 15,405
DiSCONtINUE OPEFBLIONS ......cueeueeuieeieieeieeeseste st see et esee e see e e e se e e ssestesaeseessesseseeseenseneenean 27,209 1,844
TOMBI ettt R ket 44,560 17,249
Weighted average number of ordinary shares
in million shares
Issued ordinary ShareS at 1 JANUEIY ........ccovvviriiuerirerinirise st s es 5,802 2,525
Effect of bought and SOl OWN SareS ..ot s ( 133) ( 9)
Effect of the increase of share capital in November 2005 ..o 0 408
Effect of the increase of share capital in January 2006 .........cccccoeeeeereerienenesere e 284 0
Effect of the increase of share capital in July 2006 ..........cccooererernienninnenenense e 752 0
Weighted average number of ordinary shares at 31 DeCembBEr ........coccceveeveiirnienseninenineens 6,705 2,924
Weighted average number of ordinary shares (diluted)
in million shares
Weighted average number of ordinary shares (DasiC) .........cocvvererenereeeeeeeeseee e 6,705 2,924
Effect Of SNar€ OPLIONS .......ccoiviiieee bbbt 49 29
Weighted average number of ordinary shares (diluted) at 31 December ........c.cocvcvvvercrieenns 6,754 2,953
Earnings per share:
Basic earningS Per Shar€ (ISK) ..ot 6.65 5.90
Diluted earnings Per Share (ISK) ..ottt e 6.60 5.84
Earnings per share from continuing oper ations:
Basic earnings per Shar€ (ISK) ..ot 2.59 5.27
Diluted earningS per Share (ISK) ...oveiereeseesieese et 257 5.22
Cash and cash equivalents
18. Cash and cash equivalents are specified as follows:
(07 IS SE ST ST ST TP ST PPV TPPPPPITTTOR 6,786 8,850
BaNK JEPOSITS ....c.veuiieierieiriees ettt h bbb e 27,057 0
MULUBI-FUN CEIITICALES .....vveeeeeeeeeieee ettt s 13,179 1,500
Total cash and Cash eQUIVAIENLS .........cooeeieeee e e 47,022 10,350
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Securities

19. Securities are specified asfollows:

Listed securities:

Listed on the Icelandic S

tock Exchange:

LRI =0 |

Other companies...........

Total listed on the Iceland StoCK EXChANGE .......oovvieerieriererere e

Listed on foreign stock exchanges:

AMR Corporation .........
Finnair Oyj ....cccceeveueeee.
Bang & Olufsen A/S .....
Royal Unibrew A/S .......
Aktiv Kapital ASA .......
Other companies...........

Total listed on foreign StoCK EXChaNQES ........ooveieieieeee e

Listed bonds:

(TS (0 [ o 0] a0 3ROSRSO

Total listed securities....

Unlisted securities:
Refresco Holding B.V. .

Northern Travel HOldiNG €Nf. .......oouie e
Highland Group HOldiNG Limited ..........ccoviiiriieeeeeee e

Mutual-fund certificates
Other companies............
Total unlisted securities

Total securities...............

Thereof derivatives ......

Fair value of SeCUritieS at YEar €Nd ........ccoviiiinirirnes e e

Associates

Fair value
including
related
Ownership derivatives
30.36% 100,892
50,410
151,302
6.00% 27,626
22.42% 23,126
11.45% 11,834
24.38% 14,013
13.27% 6,671
9,848
93,118
8,729
253,149
49.00%
34.78%
13.89%
14,819
267,968
86,807)
181,161

20. As presented in note 19, investments in associates are accounted for at fair value through profit or loss and presented
within securities in the balance sheet. At year end 2006, based on both direct and indirect ownership, the following
investments are defined as associates:

FINNGAIT O], FINTANG ..ottt et bt ne bbbt st e e ntn

Glitnir Bank hf., Iceland

Wyndeham Press Group

FL GROUP hf.
Consolidated Financial Statements 2006

Northern Travel Holding hf., Iceland
Refresco Holding B.V ., Holland
Royal Unibrew A/S, Denmark
Unity Investment ehf., Iceland

Limited, United Kingdom ...

Ownership

22.42%
30.36%
34.78%
49.00%
24.38%
37.50%
49.00%

Amounts are in ISK million




Notes, contd.:

Derivatives
2006 2005
21. Net assetsin derivatives are specified as follows:
Equity derivatives - receivable, SEe NOLE 19 .........ccoviiiriiiiieeeeeseee e 86,807 45,336
Equity derivatives - Payable ..........cociiiriiciecc e ( 86169 ( 40,377)
Net position Of eqUILY AEMVALIVES .......c.ccoieiiiiirieeree e 638 4,959
Net position Of Other dENVALIVES ..o ( 3,350) 1,105
Net POSItION OF AENTVELIVES ......cveeieeiirieirierer et ( 2,712) 6,064
Derivatives - assetSiN the BalanCe SNEEL ........ccueicviece e 4,309 6,341
Derivatives - liabilitiesin the balance sheet ..o ( 7,021) ( 277)
Net POSITION OF AENVELIVES ......cveeiieiirieeeie ettt ( 2,712) 6,064

Restricted cash

22. Bank deposits amounting to ISK 9,572 million are restricted to use for the Group at year end. These deposits are cash held
by financial institutions as collaterals for derivative transactions.

L oans, trade and other receivables

23. Loans, trade and other receivables are specified as follows:

Loans, average effeCtive iNEreStS 12.4%0 .....ooveveeeeeeeeeeeee et 14,830 1,442
Trad@ rECEIVAIDIES .......ecevicteeteceece ettt sttt e st e st e et e ebeetesaeesaeentesaeenne 3,966 4,392
Prepaid EXPENSES .....coueuiiieiirieiereeierie sttt s ettt b et h e bt a bbbt b e e b e e bt e b e b e en e 380 350
Oher FECEIVADIES ...ttt sttt se e e e e aeeneebeere e 302 1,273
Allowance account fOr iMPaITMIENT ........cceireirieereeree e e 0 ( 235)
Total loans, trade and Other rECAIVADIES ..........oocee it 19,478 7,222

At 31 of December 2006 no allowance was conseded for doubtful receivables. No impairment loss was recognised during
the year 2006.

24. Repayments of loans, trade and other receivables are specified as follows:

REPAYMENES IN 2007 ...ttt b et e et e b nne e enan 6,966 1,222
ReEPayMENES TN 2009 ......c.coviiririereiiirerieieietri sttt bbbttt 12,512 0
Total loans, trade and other FECEIVADIES ..........c.cieeeeee e st 19,478 1,222
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Operating assets
25. Operating assets are specified as follows:
Aircraft Other
and flight operating
Gross carrying amount Buildings equipment assets Total
Balance at 1.1.2005 .........cceererereeuenenenereneeienesesesieeneseseeeenenes 3,323 22,507 3,826 29,656
Exchange rate difference ... 90 573 0 663
Additions through business combinations.............cccccecvveneee. 0 1,992 27 2,019
Additions during the Year ... 181 3,646 1,108 4,935
Sales and disposals during the year ..........ccceeevvcereicevrieenenne, 252) ( 5,484) 690) ( 6,426)
Transferred to Other IteMS ..o 0 ( 67) 31) ( 98)
Balance at 31.12.2005 .......cccovuruererererenreriinesesreieesesesne s 3,342 23,167 4,240 30,749
Additions through business combinations.............cc.ccecvveneee. 3,077 205 431 3,713
Additions during the Year ... 114 11 674 799
Sales and disposals during the year ..........ccceeevevevrecerieennnne. 6,385) ( 23,383) 3,813) ( 33,581)
Transferred to Other IteMS ......ccooeeveiciere e 148) 0 1,083) ( 1,231)
Balance 31.12.2006 .......cccccoerererereerenererieieeesereeeeeeeseseseesenenes 0 0 449 449
Depreciation and impairment losses
Balance at 1.1.2005 ........cccoururueeenerereeeeienesesesieieeseseseeneneseseeees 1,599 6,313 1,959 9,871
Exchange rate difference ... 44 122 0 166
(D= o (= W T (o] o [ 116 1,605 519 2,240
Salesand disposals during the year ..........cccvevvenieicniecnnne, 87) ( 1,685) 475) ( 2,247)
Transferred to other Items ... 0 ( 12) 0 ( 12)
Balance 31.12.2005 .......cccooormrreeiinereiereee s 1,672 6,343 2,003 10,018
DEPIECIAtiON ....cveueeeeitiieieereee et 203 18 191 412
Sales and disposals during the year ........c.cccvevverieniniecnene, 1,861) ( 6,361) 1,559) ( 9,781)
Transferred to other items ... 14) 0 611) ( 625)
Balance 31.12.2006 .......cccccoerererereerenererieeeeneseseeeeieneseseseesenens 0 0 24 24
Carrying amounts
L.0.2005 ..ottt 1,724 16,194 1,867 19,785
3BL12.2005 ...t e es 1,670 16,824 2,237 20,731
31.12.2006 .....onveeriiiinieteee s 0 0 425 425
Depreciation ratios .........cccoeeereeereeerinierenesesesesie e 2-4% 4-10% 5-33%
Intangible assets
26. The Group'sintangible assets are specified as follows:
Other
intangible
Gross carrying amount Goodwill assets Tota
Balance at 1 January 2005 ..........ccceiererereneneneeneeeeeeesese e sae e see e seeneenees 0 446 446
AQAITIONS ..o 3,267 113 3,380
Sales and disposals during the YEar ...........ccverennieeneieresee e 0 ( 29) ( 29)
Balance at 31 December 2005 ..........oeueirrrrereinerenreeeese s 3,267 530 3,797
Exchange rate differenCe ..o e 4,922 0 4,922
Additions during the YEar .........ccccvveiiriinirineee e 18,016 0 18,016
Sales and disposals during the YEar ............ceeueirrericeiererreeee e ( 26,156) ( 530) ( 26,686)
Transferred t0 Other ItBMS ..o ( 49) 0 ( 49)
Balance at 31 DeCembEr 2006 ...........cccevrirmreereinerenreieenese et 0 0 0
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26.

Contd.: Other
intangible

Goodwill assets Tota
Amortisation and impair ment losses
Balance at 1 January 2005 ..........ccccoiererereneneneneeeeeeesese e sae st seeseeseeneenees 0 162 162
AMOTTISALTION ...t 0 168 168
Sales and disposals during the YEar ..........ccveerernieeneieneee e 0 ( 3) ( 3)
Balance 31.12.2005 .......ccoourireereiiiririeieieene sttt 0 327 327
Sales and disposals during the YEar ............cccueirrerecenenerseeee e 0 ( 327) ( 327)
Balance at 31 DeCembEr 2006 ...........ccceirirmrrerrirerenrereeneneseesee s 0 0 0
Carrying amounts
L.0.2005 ..ottt et 0 284 284
1 I 202 00 OSSR 3,267 203 3,470
1 I 207 00 TSR 0 0 0

Equity

27.

Issued capital

A shareholders meeting in January 2006 approved an increase in nominal value of share capital of 1SK 296 million which
was sold for 1SK 4,022 million. The increase was part of the consideration paid for Sterling. In July 2006 a shareholders
meeting approved to issue share capital amounting to nominal value of 1SK 1,804 million which was sold for 1SK 28,322
million. The increase was part of consideration paid in relation to acquisition of 24% stake in Straumur-Burdarés
Investment Bank hf.

At 31 December 2006, the Board of Directors are allowed to increase the share capital by up to 1SK 999 million during the
next four years. Thereof ISK 692 million can be sold without the pre-emptory purchase provisions.

The Company's share capital, according to its Articles of Association amounts to ISK 7,945 million. The holders of
ordinary shares are entitled to dividends as declared from time to time and are entitled to one vote per share at meetings of
the Company. Share capital was increased during the year 2006 by a nominal value of ISK 2,100 million, from ISK 5,845
million to ISK 7,945 million. The Company bought own shares at a nominal value of ISK 657 million during the year for
ISK 14,598 million. The Company sold own shares with a nominal value of 1SK 518 million for ISK 11,479 million. Share
capital according to the balance sheet amounted to I1SK 7,763 million at the end of the year, share capital is specified as
follows:

Amounts Ratio
Total issued shares at the end Of tNE YEAN ........cvveiiiiiiie e 7,763 97.7%
(@ Y= 7= (=3 182 2.3%
Share capital according to the Articles of ASSOCIALION ........cooveeveireiinieir e 7,945 100.0%
FL GROUP hf.
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27. Contd.:

Share premium

Share premium represents excess of payment above nominal value (ISK 1 per share) that shareholders have paid for shares
sold by the Company. According to Icelandic Companies Act, 25% of the nominal value of share capital must be held in
reserve which can not be paid out as dividend to shareholders.

Share option reserve

The reserve includes the accrued part of the fair value of share options. This reserve is reversed if share options are
exercised or forfeited.

Hedging reserve

The hedging reserve comprised the effective portion of the cumulative net change in the fair value of cash flow hedging
instruments related to hedged transactions that have not yet occurred. Hedge accounting was only applied in Icelandair
Group hf. and at the disposal of the company the hedge reserve at Group level was transferred to the income statement.

Translation reserve

Foreign exchange differences arising on trandation of financial statements of subsidiaries are recognised directly in a
separate component of equity. When a foreign operation is disposed of, in part or in full, the relevant amount in the
trangdation reserve is transferred to profit or loss.
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Trade and other payables

28. Trade and other payables are specified as follows:

2006 2005
Trade PAYADIES ......c.ocueeieceicecece e re e ne e 2,410 3,532
Other PAYADIES .....c.eoueceeeccee e neeneens 3,498 7,363
Total trade and other PayableS .........ccovveireceeee e 5,908 10,895
Borrowings
29. Borrowings are specified as follows:
2006 2005
Y ear of Nominal Carrying Carrying
Currency maturity value amount amount
Bank [0aN ....coovvereieeeee e ISK 2007-2012 39,640 39,987 12,589
Bank [0aN ....coovvereieeeee e EUR 2007-2009 42,266 41,762 240
Bank [0aN ....ccoovvereeieeec e DKK 2007 1,231 1,231 0
Bank [0aN ....ccoovvereeieeec e NOK 2007 1,048 1,048 0
Bank [0aN ....coovvereieeeee e usD 2007 20,927 20,927 26,701
Other CUITENCIES ....ccoveereeeeeeeeieeeenes 138
BOMOWINIGS ...ttt sttt ettt 104,955 39,668
Weighted aVerage iNtereSt ........ovveveveveeeeeeeeese s 8.27% 5.13%

Group's assets amounting to 1SK 163,301 millions are mortgaged to secure derivative contracts and debt with the
remaining balance of 1SK 79,969 million at the end of the year 2006.

30. Repayment of borrowings are specified as follows:

2006 2005
REPAYMENESIN 2006 .......ooveeverieeeieieieesieeseeseeseseseeesaesesaesesse e e saesessesessessssessesessesessens 23,699
REPAYMENESIN 2007 .....ovevieeeeeieieesee et ee et e et esse e sesaesesaesesse e sseneesessesensns 43,838 5,819
REPAYMENSIN 2008 ........cuvieereeieieiieiesie e e e ae s ee e sseseesesaesesaesesseseeseneesessesessens 0 3,080
REPAYMENSIN 2009 .....oveuiieeieeieeie et e e este e se e e sae e sse e ese e eseseesenens 50,144 1,502
REPAYMENESIN 2000 ..ottt sa e s ae e se e eseseesenens 0 2,295
RS 07z Y11= 16 101 6 P 0 3,273
SUDSEQUENE FEPEYIMENLS ......veveeeeereeeesieesterestesaeseseesesteestesesseseesestesessesessesaesessesessenessesenses 10,973 0
BOIMTOWINGS ...ttt ettt sttt sttt sttt st et s s s sttt st et s ns s s s s s s e 104,955 39,668

Deferred incometax liability
31. Thedeferred income tax liability is specified as follows:
Deferred income tax liability 1.1, .....ccoooeeinnireieee e 4,694 1,451
Additions through business COMBINGLION .........cc.coviiririree e s 0 7
EXchange rate diffEreNCe .....ocvcvieceee s 0 2,282
Income tax expense recognised in iNCOME SAEEMENL ..........cvvererererrrerrrreresrerereens ( 3,413) 3,292
Income tax recogniSed iN EUILY ........cocorerererrererrereseseseseresese s ( 34) (2408
DisposalS AUNNG thE YEAN .....c.ccveeiiiieeeieee e eenas ( 352) 0
Deferred income tax 1iability 31.12. .....ccccvvviiiiiicesece e 895 4,694
FL GROUP hf.
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31. Contd.:

The deferred income tax liability is attributable to the following items:

2006 2005

SECUMTIES ..ttt ettt e e e e e e et et et e s et et et ensensensensesensensensensens 22 3,766
Trade reCaIVADIES ..o ( 266) 361
(@0 1] o = 5= £ RS 1,310 1,312
Other balanCe SNEEL ITEIMS .......cvcvevieeieiiece e ( 171) ( 280)
895 5,159

TaxX 10SSeS Carried FOrWArd ... 0 ( 465)
Deferred income tax 1iability 31.12. .....cccvvevreirerieenieesee e 895 4,694

Assets Liabilities Net deferred tax liability

2006 2005 2006 2005 2006 2005

SECUNIES ..o 23 3,766 23 3,766
Tradereceivables.................. ( 267) 361 ( 267) 361
Operating assets ........cceuee. 1,310 1,312 1,310 1,312
Tax loss carry-forwards........ ( 465) 0 ( 465)
Other items ........cccoeeveveennen ( 171 ( 280) ( 171) ( 280)
( 438) (  745) 1,333 5,439 895 4,694

Disposals
during Recognised in Recognised

1 January theyear profit and loss in equity 31 December

SECUNMTIES .oveiecteeiecece e 3,766 ( 3,743) 23
Tradereceivables ......ccccovvevveevveierinnns 361 ( 628) ( 267)
Operating aSSetS .....covvveveerervereereseerenens 1,312 ( 352) 351 1,311
Tax loss carry-forwards ..........coeevveeene. ( 465) 465 0
Other ItEMS ... s ( 280) 142 ( 34) ( 172)
4,694 ( 32 (3413 ( 34) 895

At 31 December 2006 deferred tax liability amounting to ISK 9,485 millions is not recognised for temporary
differences of 1SK 52,694 million related to an investment in subsidiaries because the Company controls whether
the liability will be incurred and it is satisfied that it will not be incurred in the foreseeable future.

When the Group pays dividends to its shareholders, it is required to pay a portion of the dividends to taxation
authorities on behalf of shareholders, i.e. withholding tax. The amount paid to taxation authorities is charged to
equity as a part of the dividends.
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Shar e-based payments

32. Thetermsand conditions of grants are as follows:

Number of
instruments Contractual
Grant date / employees entitled inthousands Vesting conditions life of option
Options granted 2005 .........ccccevveeeriereriereseneneseeeseeens 130,500  12/24/36 months service 3years
Options granted 2006 ...........ccoeueeereeierrererereeeseeeseeenns - 120,460  12/24/36 months service 3years
TOA .o ﬂ

All options are to be settled by physical delivery of shares. Options vesting in 12 months can be excercised three
times during the contractua life, at the end of each 12 month period. Accordingly 24 month options can be
exercised two times and the 36 month options only once at the end of the 36 month period.

The number and weighted average excercise price of share optionsis as follows in thousands:

Weighted Weighted
average Number average Number
exercise price of options exerciseprice  of options
2006 2006 2005 2005
Outstanding a 1 JaNUAY ......cc.ceeeeerereeeenererieeeesereeens 13.6 217,650
Forfeited during the year ..........cccecevevevesesesesennns 136 (  46,100)
Exercised during the year ..........ccccevevevevesesesiesienn, 136 ( 41,050)
Granted during the Year ..........cccecveveeieiecieieeicieiens 20.4 120,460 13.6 60
Outstanding at 31 December .........ooeerrereeenerennenen. 16.9 250,960 13.6 60
Excercisable at 31 December ........cooveeererenieeninennns 43,500 0

Options excercised during the year belong to key management of former subsidary, Icelandair Group hf. When
Icelandair Group hf. was sold out of the Group, the remaing of optionsto the key management of Icelandair Group
hf. were forfeited.

The options outstanding at 31 December 2006 have an exercise price in the range of 13.6 to 24.0 and a weighted
average contractual life of 1.7 years. The share price at the date of exercise for share options exercised in 2006 was
23.1.

FL GROUP hf.
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32. Contd.:

The fair value of services received in return for share options granted based on the fair value of share options
granted, mesuring using a Black-Scholes model, with the following inputs:

Granted Granted

2005 2006
Fair value at grant date, average 12, 24, and 36 months options ...........cccceevvevvevieiiennns 3.63 5.76
S T o) o T 13.6 204
EXEICISE PrICE ™ oeeieeeete ettt ettt ettt et et et e s et et et et enaenaenean 13.6 204
Expected volatility (weighted average volatility) ........cccovevviviiviieiininnnece e 35.0% 35.0%
Option life (expected weighted average lif€) ......ccoueveveiieieeeieeceee e 2 2
EXpected diVIENdS ™ ........ocveeeieicece e ens 0.0% 0.0%
Risk-free interest rate (based on government bonds) ..........cccceeeeeeeeiecenieniescesesesene 9.4% 11.7%

* Excercise price is depended on dividends paid during the life of the option.

Total recognised expenses for the year arising from share-based payment transactions amounted to 1SK 435 million
(2005: ISK 68 million) including forfeited options during the year and accrued social security expenses related to
share-based payments.

Financial instruments and associated risks

33. The Group maintains positions in a variety of derivative and non-derivative financial instruments in accordance
with its investment strategy. The Group’s investment portfolio comprises quoted and non-quoted equity and debt
investments.

The Group’s investing activities expose it to various types of risk that are associated with the financia instruments
and markets in which it invests. The most important types of financial risk to which the Group is exposed are
market risk, credit risk and liquidity risk.

The frame for asset allocation is determined by the Group’s Investment Committee who sets the outline for the
distribution of the assets to achieve the investment objectives. Divergence from target asset allocations and the
composition of the portfolio is monitored on intraday bases by the Group’s employees.

The nature and extent of the financial instruments outstanding at the reporting date and the risk management
policies employed by the Group are discussed below.

Market risk

Market risk embodies the potential for both loss and gains and includes currency risk, interest rate risk and price
risk.

The Group's strategy on the management of market risk is driven by the Group’s investment objective. The
Group’s market risk is managed on a daily basis by the employees in accordance with policies and procedures in
place. The Group's overall market positions are monitored on a monthly basis, or in some cases more frequently,
by the board of directors.

Details of the Group’s investment portfolio at the reporting date are disclosed in the schedule of investments
included in note 19.
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33. Contd.:

Currency risk

The Group entities may invest in financia instruments and enter into transactions denominated in currencies other
than its functional currency. Consequently, the Group is exposed to risks that the exchange rate of its currency
relative to foreign currencies may change in a manner that has an adverse affect on the value of that portion of the
Group’s assets or liahilities denominated in currencies other than the Icelandic kronas (1SK).

The Group’s total net currency balance is monitored on daily basis and traded as any other calculated financial
position.

Interest rate risk

The majority of the Group’s financial assets are non-interest-bearing. Interest-bearing financial assets reprice in the
short-term, no longer than twelve months. As a result, the Group is subject to limited exposure to fair value interest
rate risk due to fluctuations in the prevailing levels of market interest rates when it comes to assets. The Group is
however exposed to interest risk from interest bearing liabilities and that risk is mitigated by active risk
management. Any excess cash and cash equivalents of the Group are invested in short-term commercial paper or
reverse repurchase agreements with the term to maturity no longer than one month.

Price risk

Price risk is the risk that value of the instrument will fluctuate as a result of changes in market prices, whether
caused by factors specific to an individual investment, itsissuer or al factors affecting all instruments traded in the
market.

As the majority of the Group’s financial assets are carried at fair value with fair value changes recognised in the
income statement, all changesin market conditions will directly affect investment income.

Price risk is mitigated by the Group’s Management by constructing a diversified portfolio of investments and
instruments traded on various markets. In addition market fluctuations are monitored on intraday basis which
enables the company to react quickly to any changesin the market.

The Group’sfinancial investmentsis diversified by industries as follows:

2006 2005
Banks/ FiNANCIAl SENVICES ......c.coouieiieee ettt ettt ettt et et e sbeens 52.9% 66.4%
AVIBLION .ottt et e et e eaeeeae et e eaeeeteesteeaeeseeateeaeeseenteeseeseaneans 21.5% 22.0%
ConSUMEr @NA FELAI ......veeeeeieeeeeeee ettt ettt e aeeete e eneenns 9.3% 2.9%
BEVEIGOR ...ttt ettt et ae e aeentenneenaeente e 7.4% 0.0%
(@121 GO 8.9% 8.7%

Credit risk

Credit risk isthe risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment
that it has entered into with the Group. The Group’s management looks to minimize thisrisk factor by only entering
agreements with solid and well known institutions in addition to closely monitoring the credit risk on an ongoing
basis.
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33. Contd.:

Transactions involving derivative financial instruments are usually with counterparties with whom the Group has
signed master netting agreements. Master netting agreements provide for the net settlement of contracts with the
same counterparty in the event of default. The impact of the master netting agreements is to reduce credit risk.

There were no significant concentrations of credit risk to counterparties at 31 December 2006.

Liquidity risk

The Group's financia instruments can include investments in unlisted equity investments and derivative contracts
traded over-the-counter, which are not traded in an organised public market and which generally may be illiquid.
As a result, the Group may not be able to liquidate quickly some of its investments in these instruments at an
amount close to its fair value in order to meet its liquidity requirements, or to respond to specific events such as a
deterioration in the credit-worthiness of any particular issuer.

To mitigate this risk the company has a policy of minimum available cash at any given time and in addition to that,
the Group’s listed financial investments, which represent large part of the total assets, are considered to be readily
realisable as they are al listed on stock exchanges.

Financial instruments and fair values

34. The fair values of financial assets and liabilities is not significantly different than the carrying amounts shown in
the balance sheet.

Financial Guarantees

35. The Company is still bound to certain guarantees provided in favour of Sterling’s creditors. As a part of the sale of
Sterling, the buyer committed to release the aforementioned guarantees provided by the Company to Sterling’s
creditors within 12 months from closing (completion of the sale and purchase). These guarantees amounted to |SK
7,737 million at the acquistion date. The Company receives arm’s lenght fees for providing the aforementioned
guarantees.

The Company is still bound to certain gurantees provided in favour of Icelandair Group hf.

With regards to agreements on financing of three aircrafts the Company guarantees loans amounting to 1SK 5
billion while transfer of obligations takes place. The Company receives guarantee fees for these obligations on a
step-up basis from 0.5%-3.0% depending on time length.

The Company also guarantees aircraft financing amounting to 1SK 4 billion until 15 April 2006 and pre-delivery
payments made in relation to acquistion of aircrafts amounting to ISK 8 hillion for a 12 month period.
Furthermore, the Company guarantees operating lease payments for a 12 month period, monthly lease payments
amount to 1SK 25 million.

In relation to the above mentioned guarantees provided in favour of creditors of Icelandair Group hf. the buyer of
Icelandair Group hf. has committed to hold the Company harmless in relation to any claims or cost deriving from
the aforementioned guarantees.
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Related parties

Identity of related parties

36. The Group has a related party relationship with its subsidiaries, associates, and with its directors and executive
officers.

Transactions with management and key personnel

Salaries and benefits of management paid for their work for Group companies, share option agreements and shares
in the Company are specified asfollows:

Share held
Salaries and at year-end
benefits  Share options 2006
Board of Directors:
Skarphédinn Berg Steinarsson, Chairman of the Board ............cccceuee 4.0 0.7
JON ASQEIT JONANNESSON .....oovvoearerire e ssessesens 29
KIiStinn BJOIMSSON ......c.ooviviieeiiririeiieneniee ettt 15 20
MEGNGS ATMENN <......covveieircie e 29
Pall DAVIOSON ....c.cuvuiiiiiiiiiieieeeeeeeeeeie e 29
SMANT S. SIGUIGSSON ..ottt 29
POrStEINN M. JONSSON ....c.evvviiiririeiie sttt 29
Peter Mollerup, alternative board member ..o, 14
Pérdur Bogason, former alternative board member ... 0.2
Kristinn Bjarnason, former aternative board member ...........cccccoevveeee. 0.1
Managing directors:
Hannes Smarason, CEO ..........covriinririeeneneieiene e 51.0 15704
Jon Sigurdsson, DEPULY CEO .......ccoooieueeneririeeeeseiee s 86.4 51.5
Three directors of the Parent Company .........cccccceveveveveseneseseseniens 145.8 85.0

Included in the above mentioned list of shares held by management and directors are shares held by companies
controlled by them and derivative agreements entered into regarding shares in the Company.

Other transactions with related parties

During the year 2006 the Group made transactions with related parties. These transactions were priced on an arm's
length basis. Outstanding loans and receivables at year end amounted to |SK 16.648 million.
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Notes, contd.:

36. Contd.:
Group entities

The Company holds seven subsidiaries which all are included in the consolidated financial statements. The direct
subsidiaries included in the consolidated financial statements are specified as follows:

Share
31/12/2006
Investments:

FL Group Danmark ADS ......ccoeeeeeiesese st ste s st te e stestestastestessestaetessessesseeseeseasessessessessessessessensens 100%
[ I € (o TH o U S 1] 0= S SS 100%
L I I o [ o A 100%
FL Holding NetherlandS B.V. ...ttt sttt sne e 100%
FL GLB HOIAING B.V . ...ttt ettt e et e be bbb e b e eaeseene s 100%
LI 14 =. o1 TP 100%

Disposal Group:
(NG 1K = o T = o PN 96%

FL Investment ehf., a 100% owned subsidiary at year-end 2005, was merged with the Parent Company as of 1
January 2006.

The subsidiaries own five subsidiaries that are included in the consolidated financial statements. These subsidiaries
have immaterial effects on the accounts.
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