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Endorsement by the Board of Directors

The consolidated interim financial statements are prepared and presented in accordance with International Financial Reporting
Standards (IFRS) as adopted by the EU. The financial statements are stated in thousands of US Dollars and include the
consolidated interim financial statements of Hf. Eimskipafelag Islands and its subsidiaries (the "Group™).

Hf. Eimskipafelag Islands is an international transportation solutions Group. The Group provides services in most
transportation solutions. The Group consists of two main business divisions which are represented by the subsidiaries, Air
Atlanta Icelandic and Eimskipafelag Islands ehf.

On a shareholders meeting, that was held on the 21 Novemer 2006, the name of Company was changed from Avion Group hf.
to Hf. Eimskipafelag Islands. The name change was effective as of 22 November 2006. At the sherholders meeting two new
members joined the Board of Directors, Sindri Sindrason and Thor Kristjansson replaced Arngrimur Johannesson and Eamonn
Mullaney.

Hf. Eimskipafélag Islands was listed on the Iceland Stock Exchange (ICEX) main list on 20 January 2006. New shares were
sold in the listing for $160 million and shortly afterwards further $160 million was raised from a bond issue. The capital
raisings increased the company's capability to make further acquisitions to support it’s investment strategy.

At the beginning of August Hf. Eimskipafélag islands announced its intention to make a takeover bid to acquire all of the
outstanding trust units of Atlas Cold Storage Income Trust at a price of CDN$7.00 cash per Unit. The aggregate acquisition
cost, including assumed debt of the Trust, will be CDN $630 million. The offer was made through Eimskip Atlas Canada, Inc.
a wholly-owned subsidiary of Eimskip. After the offer was extended three times Eimskip reached an agreement with Atlas
Cold Storage to acquire all units of the company at the price of CDN $7.50 cash per Unit. The acquisition was completed 2
November 2006.

At the end of September Innovate Holding Limited, Eimskip’s subsidiary, acquired the entire share capital of Corby Chilled
Distribution Limited, one of the leading players in the UK temperature-controlled primary food distribution market. This
acquisition furthers Eimskip’s strategy to be a leading logistics provider globally, adding to its existing UK coldstore
infrastructure a strong road transportation and cross dock hub network with comprehensive coverage of the UK and substantial
capacity for growth. The businesses of Innovate and Corby are highly complementary and together will be able to offer our
customers an enhanced range of services in temperature-controlled logistics in the UK.

Eimskip also finalised the acquisition of 65% share in Containerships in September. Containerships and Kursia Linija are now
being merged under the name of Containerships and together these companies are one of the biggest short sea supplier in
Europe. Eimskip aims to be the leading short sea supplier in the Baltic states and Russia which is a rapid growth area.

At the end of the financial year 2006 Hf. Eimskipafélag islands announced that it had reached agreement for the disposal of the
entire issued share capital of XL Leisure Group for USD 450 million. XL Leisure Group was recently formed from the Charter
& Leisure division within the Group and consisted of Excel Airways Group in the UK, Star Airlines in France and Star Europe
in Germany. The profit arising on disposal amounted to USD 98 million.
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Endorsement by the Board of Directors

The Board of Hf. Eimskipafélag Islands also announced that it has reached agreement for the disposal of its 51% holding in
Avion Aircraft Trading for USD 51 million. The profit arising on disposal amounted to USD 44 million. The book value of the
49% retained by Hf. Eimskipafélag Islands is USD 3 million. Part of the loan finance being provided to the buy-out team of
XL Leisure Group amounting to USD 280 million is being secured by Hf. Eimskipafélag Islands until 1 March 2008. A part of
the purchase price of both XL Leisure Group and Avion Aircraft Trading is being paid by the buy-out team from a realisation
of their shares in Hf. Eimskipafélag islands, amounting to 22% of the Company. As a result Fjarfestingarfélagid Grettir
acquired the shares which the company received as a payment for the assets sold.

In January Eimskip announced the acquisition of the remaining 60% equity stake in the Dutch cold store company Daalimpex
beheer B.V. in the Netherlands. Eimskip previously held 40% of Daalimpex’s equity interest. Daalimpex is one of the largest
cold store companies in Europe and operates six cold stores in the Netherlands. This acquisition significantly strengthens
Eimskip’s reefer logistics in Europe and is a good platform for further development of reefer service in Europe. This
acquisition is part of Eimskip’s strategy to be a key international player in temperature-controlled cargo globally. Daalimpex is
the biggest cold store company in the Neatherlands and one of the biggest in Europe. With the acquisition of a majority stake in
Innovate and Corby and now the acquisition of 100% share in Daalimpex, Eimskip has become a leading European cold store
company and a leading cold store company globally with the acquisition of Atlas Cold Storage in Canada.

The Board of Directors does not propose a payment of dividend to shareholders in 2007. As regards to changes in net equity
the Board refers to the Notes attached in the financial statements.

Net profit amounted to USD 79,4 million for the Group, according to the income statement. Total equity amounted to USD
682.4 million at the end of the period according to the balance sheet. At period-end, shareholders in Avion Group hf. numbered
23.559, compared to 20 at the beginning of the period. Two stockholders owned more than 10% share in the Company at the
end of the year, Frontline Holding S.A. with 37.55% ownership and Fjarfestingarfélagio Grettir with 34.37% share.

The board of directors and the CEOs of Hf. Eimskipafélag islands hereby confirm the Group's consolidated financial
statements for the year ended 31 October 2006 with their signatures.

Reykjavik, 18 January 2007

Board of Directors

Magnus Thorsteinsson
Executive Chairman

Sindri Sindrason Gunnar M. Bjorg

Eggert Magnusson Thor Kristjansson
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Independent Auditor’s Report

Board of directors and shareholders of Hf. Eimskipafelag Islands

Report on the Financial Statements

We have audited the accompanying financial statements of Hf. Eimskipafelag Islands, which comprise the balance sheet as at
October 31, 2006, and the income statement, statement of changes in equity and cash flow statement for the year then ended,
and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal
control relevant to the preparation and fair presentation of financial statements that are free from material misstatement,
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 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 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 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 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 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 audit opinion.

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of Hf. Eimskipafelag Islands as of

October 31, 2006, and of its financial performance and its cash flows for the year then ended in accordance with International
Financial Reporting Standards

Reykjavik, 18. January 2007.

KPMG hf.

Alexander G. Edvardsson
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Consolidated Income Statement
For the year ended October 31, 2006

2005/6 2005
Notes 1.11-31.10 1.1-31.10
Operating revenue
NEL SAIES ...viveiicie ettt st sb et et sr e sr e nae e 8 1.018.110 551.173
OtNEI INCOIME ...ttt 9 21.926 21.954
Total operating revenue 1.040.036 573.127
Operating expenses
AVIALION SEIVICES ...veviiviieieiieie sttt (456.282) (367.017)
Shipping and [0GISLICS ....cvevverviieecee e (595.488) (189.793)
Total operating expenses 10 (1.051.770) (556.810)
OPerating reSUIL .........cco it 11 (11.734) 16.317
FINANCial INCOME ......ovviiiciccee e 14 15.994 15.626
FINanCial EXPENSES ..o s 15 (81.866) (24.225)
Net finance costs (65.872) (8.599)
Share of profits (loss) in associated COMPANIES ...........cccevevereriienireninen, 20 822 (203)
(Loss) earnings before inCOME taX .........ccccveveieeiciieieciecese e (76.784) 7.515
INCOME TAX ...t 16 8.903 (1.191)
(Loss) earnings from continuing operations ............cccoeevvevveveevreivereeneennns (67.881) 6.324
Profit from discontinued operations (net of income tax) .........cc.ceevveinen. 6 147.237 17.422
Profit for the Period ..o 79.356 23.746
Attributable to:
Equity holders of the parent ...........ccccvcveiveiciiiiecicece e 78.293 24.948
MINOFIEY INTEIEST ..ot 1.063 (1.202)
Profit for the Period ..........coevveiiiiiie e 79.356 23.746
Earnings per share 31
Basic earnings per share (USD) .......ccccoveiriiiniiininseneeneeseeseeeenens 0,0454 0,0235
Diluted earnings per share (USD) .......cccccceveiereieienene e 0,0441 0,0235
Continuing operations 31
Basic (loss) earnings per share (USD) ........cccoeovieinenneneienee e (0,0399) 0,0063
Diluted (loss) earnings per share (USD) ......cccoevvviieieieciecieeiece e (0,0388) 0,0063
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Statement of recognised income and expense
For the year ended 31 October 2006

2005/6 2005
Currency translation difference for foreign operations ...........cc.ccocevvevuenne. (27.140) 11.793
Effective portion changes in fair value of cash flow hedges .................... - (2.956)
Change in cash flow hedges relating to sale of subsidiaries ................... 2.956 -
Net change in the fair value of available-for-sale financial assets ............ (3.762) (1.461)
Income and expense recognised directly in equity ..........c.ccocovenrinnennnn (27.946) 7.376
Profit for the Period ..o 79.356 23.746
Total recognised income and expense for the period ............ccccoecvvennne, 51.410 31.122
Attributable to:
Equity holders of the parent ... 50.347 32.324
MINOFIEY INTEIEST ..o 1.063 (1.202)
Net recognised income and expense for the period ........c..ccccvvevvivvernnnne 51.410 31.122
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31 October 2006

Notes 31.10.2006 31.10.2005
Equity and liabilities
Equity
ISSUBA CAPITAL ....cveieiie e 26.493 22.013
Share PreMIUM ..o 521.559 365.393
RESEIVES ..ottt sttt sttt e et naens (17.155) 10.031
REtained arNiNGS ......cceivereerieriericeriereeeee e e e e e enen 121.277 42.984
Stockholders' equity 652.174 440.421
MINOFIEY INTEIEST ..cvviiiie e 30.184 1.495
Total equity 30 682.358 441.916
Liabilities
Non-current liabilities
Interest bearing 10ans and DOITOWINGS .........cccoveereireiiieincee e 33 451.147 411.205
GUAraNtee dEPOSITS ...c.oiveiireiererieierree et 5.392 1.697
Deferred INCOME .......coviiiieirieice et 34 51.922 0
Deferred tax labilities .........ccoeviiriiierese e 22 9.772 7.934
Total non-current liabilities 518.233 420.836
Current liabilities
Interest bearing 1oans and DOITOWINGS .........cccoveereereiinensc e 33 363.115 222.177
Trade Payables ..o 162.316 152.476
Other PaYables .......cccviiieice s 35 116.269 255.247
Total current liabilities 641.700 629.900
Total liabilities 1.159.933 1.050.736
Total equity and liabilities 1.842.291 1.492.652
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Consolidated Balance Sheet
For the year ended October 31, 2006

Notes 31.10.2006 31.10.2005
Assets
Non-current assets
(10700 111V 1 1 TSR 17 310.965 501.226
Other INtangible aSSELS .......ccvveierierereicee e 18 13.816 30.566
Property, aircraft, vessels and equipment .........c.cccvevrerieiiiencenenens 19 449.959 449.490
Investment in associated COMPANIES .........ccveerveerreerreienerese e 20 23.316 839
FINANCIAL SSELS .....vviiiviiceeie et 21 128.599 58.359
DETErred taX ASSELS ...vveivvieireeiiieiie ettt st e see st sre s s s sree b 22 22.455 12.864
Total non-current assets 949.110 1.053.344
Current assets
LNVZ=] 410§ <R RTTRR 23 17.325 16.105
Trade reCEIVADIES .......oovviiceiiecie e 24 294.911 209.274
Charter & Leisure PUrChaSEr ........ccccvvvierievesenesesesese e se e 25 286.748 0
Prepaid BXPENSE .....cerieirieirie ettt 26 40.766 53.808
Cash and cash eqUIVaIENTS ...........cccireiriree e 28 228.487 150.346
Assets classified as held for sale .........cooovvviiiiiicicii e 29 24.944 9.775
Total current assets 893.181 439.308
Total assets 1.842.291 1.492.652

HF EIMSKIPAFELAG ISLANDS - Financial Statements 31.10.2006 8 All amounts in thousands of USD




Consolidated Statement of Cash Flows
For the year ended 31 October 2006

2005/6 2005
1.11-31.10 1.1-31.10
Cash flows (to) / from operating activities
INEE PROTIE vt 79.356 23.746
Adjustments to reconcile net profit to net cash provided
by (used in) operating activities:
Depreciation / impairment of fixed aSSets .........c.cccvvvriniiniireinenn 72.321 48.926
Amortization / impairment of intangible assets ...........c.ccccovevrieirennn 3.642 1.714
Currency fluctuation and iNdeXation ..........ccccecvvvivvieiiesinniesie s 37.730 (3.052)
Profit from discontinued Operation ............cccceceveevererereerereeseeeeees (4.319) (17.422)
Gain on sale of SUDSIAIAIIES .........ccvvviiriiiiee s (142.918) 0
Changes in deferred taXES ........cccvveereiiieneeree e (14.057) (520)
Gain on sale of fiXed ASSELS .....covevveiriiie e (19.328) (21.140)
Other ChaNGES ....vcvveecrcece e 7.876 (980)
Working capital from operating activities ............cccocevvvnvinnineinenn, 20.303 31.272
INVENTOFIES, INCIEASE ...veveieieeiecie e (2.709) (61)
Receivables (INCrease), deCrease .........cuvrveireieeisienesesese e (11.840) 10.175
Short-term liabilities (AECrEASE) ......eevvrieerieieieeeee e (64.347) (34)
Changes in operating assets and Habilities ..........ccccocevvvrviiiiniiinenn, (78.895) 10.080
Net cash (used in) / to operating activities (58.593) 41.352
Cash flows to investing activities
Investment in fixed and intangible assets .........ccovvevevvrerercrcereeenn, (235.260) (180.825)
Proceeds from sale of fixed and intangible assets ..........ccccovenieieenn, 106.179 60.041
Investments in subsidiaries net of cash acquired ............ccoceovviiincinnn, (17.203) (39.110)
Proceeds from sale of SUDSICIANIES .........cccvevvreirieiiniisee s 193.791 0
Investments in financial aSSEtS ........cccevververeerierieiee e (91.902) (39.222)
Payments Of Other [0ANS ........ccococviiriieiiic e (49.027) 0
Proceeds from financial 8SSEtS .........cccceiririeiiniiiieni e 14.964 772
Change in guarantee dePOSItS .......ccceveieierieriie s 5.950 (6.158)
Effects of discontinued Operation .............ccocvevvvieiiesnsinnie s (116.617) (54.608)
Net cash used in investing activities (189.125) (259.110)
Cash flows from financing activities
Proceeds from new share capital iSSUEd ...........ccccoevveniiineinennenee 156.799 146.263
Changes in treasury SNAES ... 26.457 0
Procceds from long-term Borrowings ........cccceeveieevveiisiesiecnsie e 594.121 270.372
Payments of interest bearing loans and borrowings ........cc.ccoevvevvevrevinnnnns (448.393) (108.732)
Change in guarantee deposits ........cccocerieriiereiinei e (885) (158)
Net cash provided by financing activities 328.098 307.745
Net change in cash and cash equivalents .............ccccoovvivinininnincenienenens 80.380 89.987
Effects of foreign exchange adjustments ..........ccocecveineniensienee e, (2.240) 1.498
Cash and cash equivalents at beginning of period ...........ccccocevvvreinnnn. 150.346 58.861
Cash and cash equivalents at end of period ............cccoeveviiciciiciceenen, 228.487 150.346

Notes: Statement of Cash FIOWS .........cocoveeiiiii i 38
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Notes to the Consolidated Financial Statements

1. General Information

Hf. Eimskipafelag Islands (formerly known as Avion Group hf.) the "Company" is a limited liability company
domiciled in Iceland. The consolidated financial statements of the Group for the year ended 31 October 2006
comprise the Company and its subsidiaries (together referred to as the “Group”) and the Company's interest in the
performance of associated companies.

The Group's accounting year is from 1 November to 31 October. These are the first financial statements which the
Group reports according to its new fiscal year. The comparison figures include ten month figures for the year
2005, from 1 January to 31 October 2005 and are therefore not entirely comparable.

Hf. Eimskipafelag Islands is an investment company focused on investments in shipping and logistics. The
Company has invested in wide range of transportation industries but during the year sharpened its focus on
shipping and logistics by the sale of it’s charter and leisure segment. The shipping and logistics industry is
represented by Eimskipafelag Islands ehf. with 40-50 ships in operation.

Hf. Eimskipafelag Islands vision is to be a leading investment company in the field of global land and sea
transportation solutions. The mission of Hf. Eimskipafelag Islands is to maximize total shareholders' returns
through financial strength and management skills. Hf. Eimskipafelag Islands management seeks to improve its
businesses through organic growth as well as complementary acquisitions. Core to this strategy is the development
of profitable Shipping & Logistics activities by identifying acquisitions that are complementary to the value chain.
As acquisitions in all become integrated and supported within the Group, synergies are realised in areas such as
joint purchasing, fuel and insurance as well as in functions such as marketing, IT and finance. As each successful
acquisition develops within its Group, further opportunities are identified to complement, extend and enhance the
value chain.

2. Significant accounting policies

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

The financial statements were approved by the Board of directors on 18 January 2007.

b. Basis of preparation
The financial statements are prepared on the historical cost basis except for the following assets and liabilities
which are stated at their fair values:

- financial instruments classified as available-for-sale
- non-current assets held for sale

The method used to measure fair values are discussed further in note 2(y).

¢. Functional and presentation currency
These consolidated financial statements are presented in USD, which is the Company's functional currency. All
financial information presented in USD have been rounded to the nearest thousand.

d. Use of estimates and judgements
The preparation of financial 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.
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Notes to the Consolidated Financial Statements

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 statements are
described in the following notes:

Note 8 - aquisitions of subsidiaries

Note 18 - goodwill

Note 17 - Income tax expense

Notes 39 and 40 - capital commitments and contingencies
Note 19 - property, plant and equipment

Note 36 - share-based payments

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.

Certain comparative information have been restated as explained in note 5. In addition, the comparative income
statement and cash flow statement have been re-presented as if an operation during the current period had been
discontinued from 31 October 2005 and the operation sold.

e. Basis of consolidation
Subsidiaries
Subsidiaries are entities controlled by the Group. Control exists when the Group 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 are taken into account. The financial
information of subsidiaries are included in the consolidated financial statements from the date that control
commences until the date that control ceases.

Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Associates are accounted for using the equity method (equity accounted investees). The
consolidated financial statements include the Group’s share of the income and expenses of equity accounted
investees, after adjustments to align the accounting policies with those of the Group, from the date that significant
influence commences until the date that significant influence ceases. When the Group’s share of losses exceeds its
interest in an equity accounted investee, the carrying amount of that interest (including any long-term investments)
is reduced to nil and the recognition of further losses is discontinued except to the extent that the Group has an
obligation or has made payments on behalf of the investee.

Transactions eliminated on consolidation

Intragroup balances and any unrealised gains and losses or income and expenses arising from intragroup
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.
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Notes to the Consolidated Financial Statements

f. Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currencies of Group entities at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at
the reporting date are retranslated to USD at the exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortised cost in the functional currency at the beginning of the period,
adjusted for effective interest and payments during the period, and the amortised cost in foreign currency translated
at the exchange rate at the end of the period. Non-monetary assets and liabilities denominated in foreign
currencies that are measured at fair value are retranslated to the functional currency at the exchange rate at the date
that the fair value was determined. Foreign currency differences arising on retranslation are recognised in profit or
loss, except for differences arising on the retranslation of available-for-sale assets.

Translation of foreign subsidiaries in the consolidated financial statements

The assets and liabilities of foreign subsidiaries are translated to the presentation currency at the year-end
exchange rate. The revenue and expenses of foreign subsidiaries are translated at an average exchange rate for the
period. Foreign exchange differences arising on retranslation are recognised directly in a separate component of
equity.

g. Financial instruments
Non-derivative financial instruments
Non-derivative financial instruments comprise investments in equity and debt securities, trade and other
receivables, cash and cash equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair value
through profit or loss, any directly attributable transaction costs, except as described below. 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 purchases and sales of financial assets are accounted for at trade date, i.e., the date
that the Group commits itself 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 and call deposits.
Accounting for finance income and expense is discussed in note 2(j).

Held-to-maturity investments

If the Group has the positive intent and ability to hold debt securities to maturity, then they are classified as held-to
maturity. Held-to-maturity investments are measured at amortised cost using the effective interest method, less any
impairment losses.

Available for sale financial asseets

The Group’s investments in equity securities and certain debt 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.

Share capital

Incremental costs directly attributable to issue of ordinary shares and share options are recognised as a deduction
in equity.
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Notes to the Consolidated Financial Statements

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.

h. Revenue recognition
Services
Revenue from services rendered is recognised in the income statement in proportion to services completed.
Service revenue recognition is as follows for the business segments:

Revenue from ACMI (Aircraft, crew, maintainance and insurance) sales is recognised on block hours flown for
customers.

Revenue from flight and shipping operations is recognised when transportation service is provided.

Payments received from customers in advance of performance of the Group's obligations are included as deferred
revenue and not recognised until the Group has fulfilled its obligations.

i. Expenses
Expenses are recognised in respect of goods and services provided in accordance with contractual terms. Provision
is made when an obligation exists for a future liability in respect of a past event and where the amount of the
obligation can be reliably estimated.

Aircraft and vessel maintenance expenditure
Routine maintenance cost is expensed as incurred. Major maintenance and overhaul costs are capitalised as a
separate component of aircraft and vessels and depreciated on a systematic basis.

Borrowing cost

The Group capitalises borrowing cost that is directly attributable to the acquisition, construction or production of a
qualifying asset. The capitalisation of borrowing cost commences when expenditures for the asset are being
incurred, borrowing costs are being incurred and activities that are necessary to prepare the asset for its intended
use or sale are in progress and cease when substantially all the activities necessary to prepare the qualifying asset
for its intended use or sale are complete.

Operating lease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the term of the
lease. Lease incentives received are recognised as an integral part of the total lease expense, over the term of the
lease.

Finance lease payments

Lease payments are apportioned between interest expenses and a reduction of the outstanding interest-bearing
borrowings. Interest expenses are allocated to each period during the lease term based of effective interest rates.
Contingent lease payments are accounted for by revising the minimum lease payments over the remaining term of
the lease when the lease adjustment is confirmed.

j.  Finance income and expenses
Finance income comprises interest income, dividend income, gain on disposal of available-for-sale financial assets
and foreign currency exchange gain. Interest income is recognised as it accrues, using the effective interest
method. Dividend income is recognised 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
currency losses and impairment losses recognised on financial assets. All borrowing costs are recognised in the
income statement using the effective interest method.
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Notes to the Consolidated Financial Statements

k. Taxation
Taxation, general
Income tax expense comprises current and deferred tax. Income tax expense is recognised in profit or loss 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.

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 not recognised for the following temporary differences: the initial recognition of
goodwill, the initial recognition of assets or liabilities in a transaction that is not a business combination and that
affects neither accounting nor taxable profit, and differences relating to investments in subsidiaries to the extent
that they probably will not reverse in the foreseeable future. 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 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.

|. Property, aircraft, vessels and equipment
Owned assets

Items of property, aircraft, vessels and equipment are stated at cost less accumulated depreciation and impairment
losses.

Cost includes expenditures that are 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.

Where parts of an item of property, aircraft, vessels and equipment have different useful lives, they are accounted
for as separate items of property and equipment.

Leased assets

Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as
finance leases. The owner-occupied property acquired by way of finance lease are stated at an amount equal to the
lower of its fair value and the present value of the minimum lease payments at inception of the lease, less
accumulated depreciation and impairment losses.

Subsequent costs

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

Depreciation
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each part
of an item of property and equipment. Land is not depreciated.
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The estimated useful lives for the current and comparative periods are are as follows:

BUIIAINGS ..ttt bbbt bbbt bbbt bbbt e bbbt b et nn e 15 - 50 years
WESSEIS ..ttt bR bR E R R R R R Rttt bbbt nr e 5- 14 years
01U o] 1] o OSSOSO 3-10 years
ATFCTATE TIEEL ...ttt 4 - 13 years

Capitalised engines are charged to expenses according to actual hours flown.

Depreciation methods, useful lives and residual values are reassessed at the reporting date.

m. Intangible assets
Goodwill
Goodwill arises on the acquisition of subsidiaries and associates.

Acquisitions prior to 1 January 2004

The classification and accounting treatment of business combinations that occurred prior to 1 January 2004 has not
been reconsidered in preparing the Group’s opening IFRS balance sheet at 1 January 2004. In respect of
acquisitions prior to this date, goodwill is included on the basis of its deemed cost, which represents the amount
recorded under IS-GAAP.

Acquisitions on or after 1 January 2004

Acquisition of subsidiaries are accounted for by applying the purchase method. Goodwill represents amounts
arising on acquisition of subsidiaries and associates. In respect of business acquisitions that have occurred since 1
January 2004, goodwill represents the difference between the cost of the acquisition and the fair value of the net
identifiable assets acquired.

Acquisitions of minority interests
Goodwill arising on the acquisition of a minority interest in a subsidiary represents the excess of the cost of the
additional investment over the carrying amount of the net assets acquired at the date of exchange.

Subsequent measurement
Goodwill is measured at cost less accumulated impairment losses. In respect of equity accounted investees, the
carrying amount of goodwill is included in the carrying amount of the investment.

Other intangible assets
Other intangible assets that are acquired by the Group, which have finite useful lives, are measured at cost less
accumulated amortisation and accumulated impairment losses.

Subsequent expenditure
Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the specific

asset to which it relates. All other expenditure, including expenditure on internally generated goodwill and brands,
is recognised in profit or loss when incurred.

Amortisation
Amortisation is charged to the income statement on a straight-line basis over the estimated useful lives of
intangible assets unless such lives are indefinite.

The estimated useful lives for the current and comparative periods are as follows:

Computer software and other intangible 8sSets ..., 3-5 years
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n. Leased assets
Leases in terms of which the Group assumes substantially all the risks and rewards of ownership are classified as
finance leases. The vessels acquired by way of finance lease are stated at an amount equal to the lower of its fair
value and the present value of the minimum lease payments at inception of the lease, less accumulated depreciation
and impairment losses. Lease payments are accounted for as described in accounting policy I. Subsequent to initial
recognition, the asset is accounted for in accordance with the accounting policy applicable to that asset.

Other leases are operating leases and the leased assets are not recognised in the Group's balance sheet.

The Group adopted IFRIC 4 Determining whether an Arrangement Contains a Lease, which is mandatory for
annual periods beginning on or after 1 January 20086, in its 2005 consolidated financial statements.

0. Inventories
Inventories consist mainly of spare parts and supplies for own use and are valued at the lower of cost and net
realisable value. Net realisable value is the estimated selling price in the ordinary course of business, less estimated
selling expenses.

p. Impairment
Financial assets
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 current fair value.

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

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, the reversal is recognised in profit or loss.

Non-financial assets

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. For goodwill and intangible assets that have indefinite lives
or that are not yet available for use, recoverable amount is estimated at each reporting date.

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 allocated to the units and then to reduce the carrying amount of the other assets in the unit (group
of units) on a pro rata basis.
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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.

4. Non-current assets held for sale and discontinued operations

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 assets (or disposal group) are measured at the lower of their carrying
amount and fair value less cost to sell. Any impairment loss on a disposal group first is allocated to goodwill, and
then to remaining assets and liabilities on pro rata basis, except that no loss is allocated to inventories, financial
assets and deferred tax 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.

r. Employee benefits
Defined benefit plan
The group is obligated to pay to a defined pension fund for each of its employees. Those expenses are recognised
is profit and loss when they are incurred.

Termination benefits

Termination benefits are recognised as an expense when the Group is demonstrably committed, without realistic
possibility of withdrawal, to a formal detailed plan to terminate employment before the normal retirement date.
Termination benefits for voluntary redundancies are recognised if the Group has made an offer encouraging
voluntary redundancy, it is probable that the offer will be accepted, and the number of acceptances can be
estimated reliably.

Share-based payments

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.

s. Provisions
A provision is recognised in the balance sheet when the Group has a present legal or constructive obligation as a
result of a past event, and it is probable that an outflow of economic benefits will be required to settle the
obligation. If the effect is material, provisions are determined by discounting the expected future cash flows at a
pre-tax rate that reflects current market assessments of the time value of money and, when appropriate, the risks
specific to the liability.
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t. Discontinued operations
A discontinued operation is a component of the Group’s business that represents a separate major line of business
or geographical area of operations that has been disposed of or is held for sale, or is a subsidiary acquired
exclusively with a view to resale. Classification as a discontinued operation occurs upon disposal or when the
operation meets the criteria to be classified as held for sale, if earlier. When an operation is classified as a
discontinued operation, the comparative income statement and cash flow statement are restated as if the operation
had been discontinued from the start of the comparative period.

u. 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 or loss attributable to ordinary shareholders of the Company by the weighted average
number of ordinary shares outstanding during the period. 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 all dilutive potential ordinary shares, share options granted to employees.

v. Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing related products or
services (business segment), or in providing products or services within a particular economic environment
(geographical segment), 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 business segments.

w. Subsequent events
If an event that occurs after the balance sheet date has provided evidence of adjustment that existed on the balance
sheet date those adjustments are entered into the financial statements.

x. 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 October 2006, and have not been applied in preparing these consolidated financial statements. The standards
and interpretation not yet applied are as follows:

IFRS 7 Financial instruments: Disclosures and the Amendment to IAS 1 Presentation of Financial Statements:
Capital disclosures

IFRS 8 Operating segments

IFRIC 7 Applying the Restatement Approach under I1AS 29 Financial Reporting Hyperinflationary Economics
IFRIC 8 Scope of IFRS 2 Share-based payments

IFRIC 9 Reassessment of Embedded Derivatives

IFRIC 10 Interim Financial Reporting and Impairment

IFRIC 11 Group and Treasury shares transactions

These new standards and interpretations are not expected to have any impact on the consolidated financial
statements.

y. Determination of fair value
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. Fair values have been determined for measurement and / or
disclosure purposes based on the following methods. Where applicable, further information about the assumptions
made in determining fair values is disclosed in the notes specific to that asset or liability.
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Property, plant and equipment

The fair value of property, plant and equipment recognised as a result of a business combination is based on
market values. The market value of property is the estimated amount for which a property could be exchanged on
the date of valuation between a willing buyer and a willing seller in an arm’s length transaction after proper
marketing wherein the parties had each acted knowledgeably, prudently and without compulsion. The market
value of items of plant, equipment, fixtures and fittings is based on the quoted market prices for similar items.

Share-based payments

The fair value of employee stock options is measured using a binomial lattice model. The fair value of share
appreciation rights is measured using the Black-Scholes formula. 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.

3. Segments

Segment information is presented in respect of the Group's business and geographical segments. The primary
format, business segments, is based on the Group's management and internal reporting structure.

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

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

Segment capital expenditure is the total cost incurred during the period to acquire property, and equipment, and
intangible assets other than goodwill.

Business segments

Aviation services

The main operation of Aviation Services is provided by the Aircraft, Crew, Maintenance, Insurance (ACMI) or
wet leasing operator Air Atlanta Icelandic and maintenance and engineering operator Avia Technical Services
(ATS).

Charter and leisure

The charter and leisure division comprised the XL leisure group. The main operation of the B546division was
charter services and as a tour operator. The Charter and Leisure divsion was sold at the end of the fiscal year but is
included in the consolidated financial statements until the 31 October 2006. This division was provided by XL
Leisure Group and is categorized as discontinued operations.

Shipping and logistics

Eimskipafelag Islands ehf. forms the Groups activities that are focused on shipping, logistic and supply chain
management. Eimskip has developed from a shipping line into a comprehensive transportation and logistics
solutions provider with a specialisation in temperature-controlled food storage. The services provided include the
management and implementation of all transportation logistics and door-to-door services. Eimskip’s main
transportation services include ocean transport, transportation on land and freight forwarding between foreign
destinations. The services offered extend to inventory and distribution services, delivery, air freight, customs
documentation, agency services, customs warehousing, loading and landing of fishing vessels and passenger
transport.

Geographical segments

In presenting information on the basis of geographical segments, segment revenue is based on the geophraphical
location of customers. Segment assets are based on the geophraphical location of the assets.
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4. Business segments

Income statement
NEL SAIES......cvviveireieiiciei e
Other iNCOME..........ccoevevveiiceeeeeeees
Total revenue from external customers........
Inter-segment revenue .
Total reVENUE.......c.cvieviieieeeeee e
Operating eXPENSES........cvrverereerererereereenees
Operating result.....................
Effects of associated companies..
Net financing costs.
Loss before tax....
Income tax ..........co.....

Gain on sale of subsidiaries..

Balance sheet
SegMENt @SSetS........ccevvverinieiicicc
Segment Habilities.........cooveeeiiinnnre

Cash flows

Cash flows to/from operating activities........
Cash flows to/from investing activities........
Cash flows to/from financing activities........

Other

Capital additions...........ccccvvvvvvrvreeeeereenn
Depreciation and amortisation......................

Geographical segments

Revenue from external customers................
SegMENt @SSELS.....ccvvverirreirieireieese e
Capital additions...........ccccvvvirvrveeeeeeenn

Charter & Leisure Less Charter & Continuing
Auviation Services Shipping and logistics (Discontinued) Eliminations Consolidated leisure (Discontinued) Operations
1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005- = 1.11.2005- 1.1.2005-
31.10.2006 31.10.2005 31.10.2006 31.10.2005 31.10.2006 31.10.2005 ' 31.10.2006 31.10.2005 31.10.2006 31.10.2005 31.10.2006 31.10.2005 ' 31.10.2006 31.10.2005
399.877 350.137 618.233 201.036 = 1.214.986 828.364 - - 2.233.096 1.379.537 | (1.214.986) (828.364) = 1.018.110 551.173
15.151 21.187 6.775 767 - - - - 21.926 21.954 - 21.926 21.954
415.028 371.324 625.008 201.803 1.214.986 828.364 - 0 2.255.022 1.401.491 (1.214.986) (828.364) = 1.040.036 573.127
48.319 144.227 - - - 264.683 (48.319)  (144.227) - 264.683 (264.683) - -
463.347 515.551 625.008 201.803 1.214.986  1.093.047 (48.319) (144.227) = 2.255.022 1.666.174 = (1.214.986) (1.093.047) = 1.040.036 573.127
(504.601) (511.244) (595.488)  (189.793) (1.202.351) (1.062.682) 48.319 144.227 ' (2.254.121) (1.619.492) 1.202.351 1.062.682 (1.051.770) (556.810)
(41.254) 4.307 29.520 12.010 12.635 30.365 - 0 901 46.682 (12.635) (30.365) (11.734) 16.317
...................................................................................................................................................................................... 822 (203) - - 822 (203)
(69.223) (1.965) 3.351 (6.634) (65.872) (8.599)
(67.500) 44514 (9.284)  (36.999) (76.784) 7515
3.938 (12.116) 4.965 10.925 8.903 (1.191)
142.918 26.074 - - 142.918 26.074
Net €arNINGS FOr the PEITOU. ...t e e f bt s E e E b £ s E b s E et e b e e e e b b s e bbbttt b et benae 79.356 58.472 (4.319) (26.074) 75.037 32.398
31.10.2006 31.10.2005 31.10.2006 31.10.2005 31.10.2006 31.10.2005  31.10.2006 31.10.2005 31.10.2006 31.10.2005
756.592 396.602 1.180.258 696.206 - 529.768 (94.559) (129.924) = 1.842.291 1.492.652
434.535 370.432 819.957 368.193 - 442.035 (94.559) (129.924) = 1.159.933 1.050.736
(90.762) 23.094 32.169 18.259 - (40.259) - - (58.593) 1.093
(9.007) (144.133) (63.501) (60.368) - (5.113) - - (72.508) (209.614)
88.957 265.213 239.142 42.532 - (2.182) - - 328.099 305.563
181.243 149.596 54.017 26.116 - 5.113 - - 235.260 180.825
45.809 37.609 30.154 12.147 - 4.086 - - 75.963 53.841
Iceland America & Asia Europe Unallocated Consolidated
2006 2005 2006 2005 2006 2005 2006 2005 2006 2005
59.917 444819 262.569 18.245 691.306 110.063 26.245 - 1.040.036 573.127
1.239.024 843.689 75.653 9.580 527.614 631.660 - 7.723 ~ 1.842.291 1.492.652
143.750 148.623 150 127 31.095 32.075 - - 174.995 180.825
21 All amounts in thousands of USD
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5. Prior period adjustment

Following an investigation instigated by the Company's board of directors into the commercial arrangements for
catering services between Excel Airways Group and Alpha Airports Group a full provision amounting to USD 10
million (net of taxes) was made to the financial statements of Hf. Eimskipafelags subsidiary Excel Airways for the
previous financial year ended 31 October 2005. In addition an adjustment of $7.5 million in the valuation of
goodwill relating to one of the subsidiaries acquired in 2005 and sold 2006 was performed. An error relating to
2005 in another subsidiary, that was also sold, of $ 1.2 million discovered in 2006 was adjusted. The effect on the
Group's financial statements ended 31 October 2005 are as follows:

Balance sheet 31 October 2005

Unadjusted  Adjustments Adjusted
Assets
Total NON-CUITENT ASSELS ..e.vvveeeieerieeeiee e eeas 1.053.344 (10.671) 1.042.673
TOtal CUITENE ASSELS ...vvcviviieecieiieteee et 465.896 (15.917) 449.979
TOAL ASSELS ...t 1.519.240 (26.588) 1.492.652
Equity and Liabilities
TOtAl QUITY ..veveeeeee e 460.527 (18.611) 441.916
Total non-current Habilities .........cocoviriieiiiiccee 420.836 - 420.836
Total current Habilities ........ccocvveveriieece e 637.877 (7.977) 629.899
Total labilItIeS ......oovoiieieiee e 1.058.713 (7.977) 1.050.735
Total equity and Habilities ..o, 1.519.240 (26.588) 1.492.652

As the adjustments referred to above affected the operation that was sold in October 2006 the net effect on the
income statement in the amount of USD 18.6 million is included in discontinued operation.

6. Discontinued operation
At 31 October 2006 the Group sold its entire Charter and Leisure division. The division was not classified as held

for sale at 31 October 2005 and therefore the comparative income statement figures and statement of cash flow
have been re-stated to show the discontinued operation separately from continuing operations.

Profit attributable to the discontinued operation is specified as follows:

2005/6 2005
Unaudited

Results of discontinued operation
REVENUE ...ttt s e s et se st s s e ene st eresee e seenesaesenanneneas 1.214.986 828.364
EXPEINSES ..ottt sttt ettt ettt a et e ae et (1.205.701) (800.017)
Results from operating aCtiVities ..........ccocoreireiinenceee s 9.284 28.347
INCOME TAX EXPENSE ...evveviveieieieit ettt sttt se e besbe st e saeste st et saesseneeseenas (4.965) (10.925)
Results from operating activities, net of iNCOME taX ........cccvvivreiereineincireines 4.319 17.422
Gain on the sale of discontinued OPErations ............ccccevvvveieiivescs e 142.918 0
Profit fOr the PEriOd ........cvieiieeiice e 147.237 17.422
BasiC earnings Per Share ..o s 0,0853 0,0173
Diluted earnings Per SNAre ..........cccvieiieiire et 0,0829 0,0173
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Cash flows from discontinued operations

Net cash from (t0) Operation aCtiVItIes ...........coceovviviririieinese e 48.976 (40.259)
Net cash t0 iNVesting aCtiVIties ........ccvcvveiiii i (74.028) (5.112)
Net cash from (t0) financing aCtiVItIES ..........cccoeoviiriiiriieireree e 59.452 (2.182)
Net cash from (used) in discontinued Operation ...........ccccceeeviveierieiesiesese e 34.400 (47.553)

Effect of the disposal on the financial position of the Group

2006

Unaudited

Property, plant and QUIPMENT .........cooviiiiieiieceee et 106.003
L0001 | SRS 224.428
LAY =T ] (0 TSR 5.952
Trade and Other rECEIVANDIES ........cc.cviiiicice e aeas 387.921
Cash and Cash BQUIVAIENTS ..........ccoiiriiiieieiee et 190.760
Trade and Other PAYADIES .........cviiiicecece ettt (769.726)
Net identifiable assets and laDIILIES ...........coiiviieiiie e e 145.338
Consideration received, satiSfied iN CASN ..........coviiii i 193.791
LOF: T g 10 [ 11T 1) SRS PTSS (190.760)
NEL CASN INFIOW ..ot e e e sre b e teeee e 3.030
LOF I o UL I T4 10O PSSRSO 286.748
NEL CASN INTIOW ..ot e e b e e sre e e reeee e 289.778

The financial information for the operating activities for the year 2006 is unaudited and based on management
reports. Any possible difference between actual operating result and the management reports would have the
reverse effect on gain on sale of discontinued operation.

7. Acquisitions of subsidiaries

Business combination
On 1 April 2006 the Group acquired all of the shares in P/F Heri Thomsen for USD 0,9 million. The company's
main lane of business is transportation.

On 1 May 2006 the Group acquired 55% of the shares in Innovate HQ Limited for USD 32,8 million. The
company operations are logistics solutions and strategic distribution centres.

On 1 August 2006 the Group acquired 100% of the shares in UAB Kursiu Linija for USD 0,5 million. The
company operations are logistics solutions and strategic distribution centres.

On 29 September 2006 the Group acquired 100% of the shares in Corby Chilled Distribution Ltd. for USD 54,3
million. The company is a leading provider of temperature controlled perishable consolidation services to the
fresh food industry.

The purchase price allocation has not been finalised for the companies P/F Heri Thomsen, UAB Kaursia Linija and
Corby Chilled Distribution Itd. According to IFRS 3 the Group has one year from the aquisition date to finish the
purchase price allocation.

The goodwill recognised on the acquisition of Innovate HQ ltd. is attributable mainly to the skills and technical

talent of the acquired business’s work force, customers lists and the synergies expected to be achieved from
integrating the company into the Group’s existing business.
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8. Revenue by currencies:

2005/6 2005
1.11-31.10 1.1-31.10
REVENUE IN GBP ...ttt ne s te st e 126.058 68.244
REVENUE IN USD ..ottt et es 375.667 203.374
REVENUE IN EUR ...ooiiiieee ettt sttt 113.686 61.546
REVENUE IN INOK ..ottt ene e ene s 33.449 18.108
REVENUE TN ISK ..ottt sttt enas 298.505 161.601
[ ] 11T SRS 70.745 38.299
1.018.110 551.173
9. Other income
Gain on sale Of FfIXEd @SSELS ...c.viiriiiiiieee e 16.819 21.139
Gain on sale of assets classified as held for sale ...........cccccovvcivevcicicc e, 5.107 -
OLNEE TEVENUE ...ttt sttt et e s teenaesre e e e sae e besreeneas - 815
21.926 21.954
10. Expenses by currencies:
REVENUE IN GBP ..ottt et nneanenre e 142.493 75.436
EXPENSE N USD ..ottt s 324.387 171.732
EXPENSE IN EUR ..ottt nne s 132.711 70.258
EXPENSE N NOK ..o 33.117 17.532
EXPENSE TN ISK ..ottt sttt ne e 326.923 173.074
(@1 11 USRS PSRUSRP 92.138 48.778
1.051.770 556.810
11. Operating result
AN = ST 1L 1.018.110 551.173
COSE OF SAIE ...t (1.015.243) (530.948)
L] 0TIy ] 0] 1| S 2.867 20.225
OLNEE COSES ..ttt bbbttt (36.527) (25.862)
(@] 10T T g ot ] 3 1= SRS 21.926 21.954
OPEIALING FESUIL ...t (11.734) 16.317
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12. Salaries and related expense

Salaries are specified as follows: 2005/6 2005

1.11-31.10 1.1-31.10
SAIATIES .ttt ettt bbb ne e 154.588 80.083
PENSION FUNDS ...t 11.223 12.877
Salaries - related EXPENSES .......c.orviiriereieieee ettt es 82.211 69.583
Salaries and salaries - related expense total ..o 249.022 162.543
Average NUMDEr OF POSITIONS .....cvovviiiiiecere e 2.996 2.031
Number of employees in end Of YEar ..o 3.052 1.318

Wages and salaries to CEO and the Board of Directors were USD 0,8 million during the year.

Payment of salaries to the key executives for work performed for the companies within the Group, stock options
and ownership in the Company are specified as follows:

Stock options ~ Number of
(number of  shares owned

Salaries shares '000) ('000)

Board of Directors during the year:

Magnus Thorsteinsson, Executive Chairman ...........cc.cccocveerneninnen. 115 - 614.918
Arngrimur JONANNSON ........ccovvvieieiere e 20 - -
GUNNAE ML BJOTG vttt 20 - 73.014
EQQert MagnUSSON .......ccuriiiiriiniieie sttt 20 - -
EAmMOon MUHANEY .......ccoiiiiieicee e 20 - -
CEO:s at year-end:

Hannes Hilmarsson, Air Atlanta Icelandic............ccccooeoviincnncnns 221 4.500 -
Baldur Gudnason, Eimskipafelag Islands ............cccccovieicinnnnenes 350 5.100 38.087

The shares owned by board members are either owned by them personally or through holding companies.

At a shareholders meeting held 21 November 2006 Arngrimur Johannsson and Eamon Mullaney resigned as
members of the board and Sindri Sindrason and Thor Kristjansson were elected instead.
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13. Fees to Auditors

2005/6 2005
1.11-31.10 1.1-31.10
Audit of financial StAEMENTS ..o 1.400 540
Review of financial StateMEeNtS ..........ccooeviieiiieee e 330 309
OLNEE SEIVICES ...ttt b et b ettt sttt 576 1.141
2.306 1.990
The amount includes payments to elected auditors of all companies within the Group.
14. Financial income
Interest income 0N bank AEPOSILS ......ccovrvivereiririieee e 2.927 65
Dividend from INVESIMENL .......c.ooeiiiiiii e 1.020 21
Profit from loans and receivabIes ... 2.785 (137)
PENAILY INTEESTS ...eveiiieicie e ne e 1.191 -
FOreign exXchange GaIN .........ccceiriiiiiiee e 1.938 12.751
Other INEreSt INCOIME ........ciiiiiiiieiiieeirt ettt 6.133 2.926
15.994 15.626
15. Financial expenses
Interest 0N 10Ng terM 10ANS ........oviiiiiiieie e (47.427) (22.669)
PENAILY TNTEIESES ...ttt (1.503) -
FOreign eXChange 10SS ........cviueiiieieicee e (23.702) -
Other INLEIESt EXPEINSES ......viveuirriuireeie ettt sttt sr e s (9.234) (1.556)
(81.866) (24.225)
16. Income tax expense
Current tax expense
CUITENT YBAT .ttt sttt b ettt sb et bbb et e sbe et sae e b be e 3.914 1.598
Under provided iN Prior YEAS .......coeoerieieieieieieieiereeeres e - 534
3.914 2.132
Deferred tax expense
Origination and reversal of temporary differences .........ccoovevverereieciisc s 246 593
Benefit of tax [0SSeS reCOGNISEA ........ooveiiiiiriiiricc e (13.063) (1.534)
(12.817) (941)
Income tax expense excluding tax on the sale of discontinued
operations and share of income tax in aSSOCIALES .........ccovvrveerirneeerirreee e (8.903) 1.191
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17.

No income tax is calculated on the gain on sale of discontinued operations as the company will offset the gain on
the sale against increased investment in subsidiaries and therefore it is treated as a permanent difference.

Reconciliation of effective tax rate 2005/6 2005
1.11.-.31.10 1.1.-.31.10
Earnings before tax ..........ccovvvvieinncciennene (76.784) 7.515
Income tax using parent corporation tax rate ....... 17,1% (13.163) 18,0% 1.353
Effect of tax rates in foreign jurisdictions ............ (2,8%) 2.145 (3,1%) (230)
Non-deductible eXpenses .........ccccoeereienccnecnnn. 6,9% (5.311) (1,6%) (117)
TaxX EXEMPL FEVENUE ......ceverereeiieeiecreseieeenes (6,0%) 4.625 (1,3%) 97)
Effect of tax losses not utilised ..........c.cccevevveinnns (1,5%) 1.187 0,0% 0
Under / over provided in prior years ...........c........ (1,8%) 1.367 0,2% 17
Other differences ......ccccocvevieice i (0,3%) 247 3,5% 265
Effective taX .o 11,6% (8.903) 15,8% 1.191
Deferred tax recognised directly in equity
Relating to equity securities available-for-sale .............ccccooevneinnen. 1.111 307
Relating to capital INCreASE ........ccccveveeriereeieeieere e 1.910 169
3.021 476
Goodwill
Changes during the period:
2006 2005
Cost
Balance at 1 November /at 1 JANUATY .....ccoovveirieinieiniecsece et 501.226 145.445
Currency adjustment during the YEar ..........ccccveviveiiciceee e (28.088) 1.770
Recognised on acquisition of SUDSIAIATIES ........cceoerierieiieirsiesere e 60.313 354.119
Sales Of SUDSIAIANIES .....c.vveeiicirc e (221.120) -
Impairment 10SS during PEriod ........cccoeerriireirieire s (1.366) (108)
Balance at 31 OCLODEN .......ciiiiiieiec e 310.965 501.226
The impairment of goodwill classified by operational categories, is specified as follows:
2005/6 2005
1.11-31.10 1.1-31.10
AVIBLION SEIVICES ....eeiveiieteieteete ettt et ettt bbbt bese e b e ene s 1.233 -
ST aT o oL aTo T UaTo N (o]0 51 A o RSP 133 37
DiscontinUed OPEIAtION ........cccviuiiiiiii et - 71
1.366 108
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Impairment testing for cash-generating units
For the purpose of impairment testing, goodwill is allocated to the Group's operating entity's which represent the
lowest level within the Group, at which the goodwill is monitored for internal management purposes.

The aggregate carrying amounts of goodwill allocated to each unit are as follows:

2006 2005

AIr Atlanta ICRIANMAIC ......ovoviieeice e 13.095 13.095
Eimskipafelag 1S1ands €hf. ..........ccooiiiiiiiiiie e 217.741 265.807
EXCEl AINWAYS GIOUP ..oovveviiiieiicieciee ettt sttt sttt be st st sn e e ene e enas - 168.165
B V= O 1V T (0 o SR - 52.955
Subsidiaries of Eimskipafelag Islands ehf. ... 80.129 1.204
310.965 501.226

Value in use was determined by discounting the future cash flow generated from the continuing use of the unit and
was based on the following key assumptions:

Cash flows were projected based on next years business plan and expected grows in the next 4 years. Cash flows
for the further 20 years were extrapolated using a constant growth rate. Management believes that a constant
growth rate of 2 to 5 percent per year is close to the expected inflation for the period (2005: one to three percent).

The anticipated annual revenue growth rate in the cash flow projection was 5 to 19 percent for the years 2007-
2011 (2005: two to ten percent).

The discount rate of seven to nine percent was applied in determining the recoverable amount of the unit (2005: 10
to 11 percent). The discount rate was estimated based on the companies average weighted average cost of capital.

Impairment losses were recognised on subsidiaries of Avia Technical Services and subsidiaries of Eimskipafelag
Islands. No impairment loss was recognised on Air Atlanta Icelandic hf. and Eimskipafelag Islands ehf.

18. Other intangible assets

2005
Domain Computer Airport
name software Slots Other Total

Cost
At 1January .....ccceeeeieeninnienennn, 1.960 - - - 1.960
Currency adjustments

during the period ..........cccooeuennee. (155) 434 (976) (168) (865)
Recognised on acquisition

of subsidiaries .........ccccooeovernenne - 9.585 17.136 3.849 30.570
Additions during period ............... - 1.470 - - 1.470
At 31 October ......cccccoveiiciinnnnns 1.805 11.489 16.160 3.681 33.135
Amortisation
AL 1January ....ccccceevenieeniniennens 33 - - - 33
Currency adjustments

during the period ..........ccccveurnee. @) 146 - (26) 113
Amortised during period .............. 132 1.407 - 884 2.423
At 31 OCtober .....coovveircirieiis 158 1.553 - 858 2.569
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2006
Domain Computer Airport
name software Slots Other Total
Cost
Balance at 1 November 2005 ....... 1.805 11.489 16.160 3.681 33.135
Currency adjustments
during the period ..........ccccoeuvnee. - (1.501) - - (1.501)
Recognised on acquisition
of subsidiaries .........ccccooevvienrennne - 199 - - 199
Additions during period ............... = 7.342 = = 7.342
Sales during period .........cccoveunes - (20) - - (20)
Disposals during period ................ (1.805) (931) (16.160) (3.681) (22.577)
Balance at 31 October 2006 ......... - 16.578 - - 16.578
Amortization
Balance at 1 November 2005 ....... 158 1.553 - 858 2.569
Currency adjustments
during the period.........cccccoeueuene. - (470) - - (470)
Amortised during period .............. = 2.276 = = 2.276
Disposals during period............... (158) (597) - (858) (1.613)
Balance at 31 October 2006 ......... - 2.762 - - 2.762
Carrying Amount
At 1 January 2005 ........ccocvrivennene 1.927 - - - 1.927
At 31 October 2005.........c..cccvvunee 1.647 9.936 16.160 2.823 30.566
At 31 October 2006............ccccvueee - 13.816 - - 13.816
The amortization of other intangible assets, classified by operational category, is specified as follows:
2005/6 2005
1.11-31.10 1.1-31.10
ShIipPINg and TOGISLICS ...cvvivviiiiieierere e enas 2.276 792
DisCONtINUEd OPEIATION ......cvvrveiireeiiriciri e - 1.631
2.276 2.423
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19. Property, aircraft, vessels and equipment

2005
Machinery  Vessels and
and  other transp.
Property equipment equipment Aircraft Total

Cost
Balance at 1 January .................. 33.878 13.931 0 151.606 199.415
Currency adjustments

during the period ...........cccen... (1.167) (857) 6.976 (793) 4.159
Additions during the year ........... 121.800 4.261 156.835 122.695 405.591
Transfer to available for sale....... (12.251) - - - (12.251)
Sales during period............ccc..... (4.049) (27) (3.776) (75.321) (83.173)
Balance at 31 October ................ 138.211 17.308 160.035 198.187 513.741
Accumulated depreciation
Balance at 1 January .................. 2.935 5.267 0 41.407 49.609
Currency adjustments

during the period .......c..cccene.e. (192) (285) 2.803 (88) 2.238
Transfer to available for sale ...... (2.892) - - - (2.892)
Sales during period ...........c...c..... (2.347) ) (3.160) (30.505) (36.014)
Depreciation during period ......... 3.221 2.712 9.682 35.695 51.310
Balance at 31 October ............... 725 7.692 9.325 46.509 64.251
2006
Cost
Balance at 1 November ............. 138.211 17.308 160.035 198.187 513.741
Currency adjustments

during the period...........ccccenee. (7.207) 445 (20.380) = (27.142)
Acquisitions through business

combinations .........c.ccceeeninnne. 20.978 - 44.612 - 65.590
Other additions ...........cccceeeeeenee 10.501 1.506 39.488 174.450 225.945
Transfer to available for sale ...... (1.252) - - (6.795) (8.047)
Sales during period ..........cccoeue. (2.680) (185) (4.063) (161.026) (167.954)
Disposals during period .............. (26.813) (5.335) - (9.660) (41.808)
Balance at 31 October ............... 131.738 13.739 219.692 195.156 560.325
Accumulated depreciation
Balance at 1 November ............. 725 7.692 9.325 46.509 64.251
Currency adjustments

during the period .........cc.coeuuee. (499) 101 (6.020) 15 (6.403)
Sales during period ..........ccccoeue. (747) (15) (2.959) (9.180) (12.901)
Depreciation during period ......... 4.994 1.990 23.321 42.016 72.321
Disposals during period .............. (2.235) (3.326) - (1.341) (6.902)
Balance at 31 October ............... 2.238 6.442 23.667 78.019 110.366
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Carrying Amount

At 1 January 2005 ........cccoeveene. 30.943 8.664 = 110.199 149.806
At 31 October 2005 ............cc...... 137.486 9.616 150.710 151.678 449.490
At 31 October 2006 .................... 129.500 7.297 196.025 117.137 449.959

Aircraft is further dividend into aircraft, capatialised engines and rotable spare parts. Aircraft is amortisised over
expected lifetime on a straight line basis, engines are charged in accordance with hours flown and rotable spare
parts are amortisised over their expected useful lives.

Vessels owned by Eimskipafelag Islands ehf. were revalued as a part of purchase price allocation in accordance
with IFRS 3 when the company was aquired.

Prepayments amounting to USD 20 million for new reefer vessels being built are included in vessels and other
transportation equipment.

Depreciation, classified by operational category, is shown in the following schedule:

2005/6 2005

1.11-31.10 1.1-31.10

AVIBLION SEIVICES ....vviiiitiiiteesie ettt et sn et 45.114 37.692
ShipPINg AN LOGISTICS ..c.veveveiiieiirieiirieenree et 27.207 11.319
DiscontinUed OPEIAtIONS ........cccevevieieieesese et - 2.299
72.321 51.310

Leased vessels, warehouses and machinery

The Group leases production equipment under a number of finance lease agreements. Some leases provide the
Group with the option to purchase the equipment at a beneficial price. The leased equipment secures lease
obligations. At 31 October 2006 the net carrying amount of leased machinery was USD 8,6 million (2005:USD
2,5 million).

Insurance and market value of assets

2005
Insurance Market Book
value value value
Property and plants ........cccceveieieieces e 182.726 159.351 137.486
Machinery and eqUIPMENt ........cccovriiriirr e 24314 9.616 9.616
Vessels and other transportation equipment ............cccceevvviieinnienn, 165.053 150.710 150.710
ATFCTATE o 191.000 186.452 151.678
563.093 506.129 449.490
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2006

Property and Plants .........cooeoiiriiniecc
Machinery and eqUIPMENT ........cccvereeiiiie e

Vessels and other transportation equipment
ATFCTATL oo

177.725 132.382 129.500

10.575 7.999 7.297
238.239 198.570 196.025
136.000 130.500 117.137
562.539 469.452 449.959

The market value of property and equipments is estimated by the management, supported with issued information

from unrelated party.

20. Investment in associates

The Group’s share of profit in its equity accounted investees for the year was USD 0.8 million (2005: USD -0.2

million).

Summary financial information for equity accounted investees, not adjusted for the percentage ownership held by

the Group:

2005

Ownership
Harbore Grace, Inc.,

Canada .......ceuo... 25%
Halship Inc., Can ..... 49%
Freshport, Holla ....... 25%
Traxx Intercontinental,

Holland ................. 20%
Euro Container Line AS,

Norway ..........c...... 50%
Shares in 4 other

associates ..............

2006
Daalimpex BV, Holl ... 40%
Harbore Grace, Inc.,

Canada ........cc....... 25%
Freshport, Holl ......... 25%
Traxx Intercontinental,

Holland ................. 20%
Euro Container Line AS,

Norway ..........c...... 50%
Avion Aircraft Trading hf.

Iceland .................. 49%
Shares in 2 other

associates ..............

Acquisitions/  Share in net

Balance at 1 sold during  profit/ (loss) Other Balance at 31
January 2005 the year of associate  adjustments October 2005
426 - 45 231 702

- - 341) 341 0

- - 89 89) 0

66 - 31 13) 84

363 - 27) 336) 0

66 - 0 13) 53

921 0 ( 203) 121 839

- 16.142 521 2.902 19.565

702 - 33 24) 710

- 164 164) 0

84 - 25 5 114

- - 79 79) 0

- 2.903 - - 2.903

53 30) - - 23

839 19.016 822 2.640 23.316
33 All amounts in thousands of USD
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Avion Aircraft Trading hf. was a wholly owned subsidiary of Hf. Eimskipafelag Islands until October 31, 2006,
when 51% ownership was sold. The income statement of Avion Aircraft Trading is included in the consolidation
income statement. Net income for the year was USD 5.5 million. Total assets amounted to USD 87.2 million and
total liabilities were USD 81.3 million at 31 October 2006.

Eimskipafelag Island ehf. acquired 60% remaining share capital in Daalimpex in January 2007.

Eimskipafelag Island ehf. increased it shareholding in Harbour Grace from 25% to 51% direct and indirect in
acquisition in November 2006.

All the associated companies except Avion Aircraft Trading hf. have differend accounting periods from the Group
therefore information on total assets and liabilitie are not available and the share in net operating result are for
same reason adjusted. The carrying amounts of these assosiates are immaterial.

21. Financial Assets

Available for sale investments

2006 2005
Balance at 1 January/ 1 NOVEMDEK .......ccccvviviiienereieeee e 35.740 251
Recognised on acquisition of SUDSIAIANES ...........cooiriirciiriierie e - 920
Additions dUFiNG PEFIOT ......c.veviieieicerese e eneas 49.001 34.965
Currency adjustments during PEriOd ..........occeerirrieeernneee e (3.387) 1.389
Fair Value ChaNGES .....ocvv ittt (6.280) (1.705)
SOl dUFING PEITOU ...t (129) (80)
Balance at 31 OCLODEN .......coiviiieiee s 74.945 35.740

The main portion of the available for sale investment is 10% share in Atlas Cold Storage and Containership which
both became subsidiaries in beginning of 2007.

The investment included above represents investment in equity securities which present the Group with
opportunity for return through dividend income and trading gains.

Loans and receivables

2006 2005
Balance at 1 November / at 1 JANUAIY .....cocooveveieieenieec e 7.125 406
Recognised on acquisition of SUDSIAIAIIES .........coiveeiirriiic s 59.389 4.372
New [0ans during the PEriod ...........cvvvieiireie e e 24.676 3.312
Payments during the PEriod .........ccvoeiiiiiii e (19.710) (692)
Currency fluctuation and INAeXation ...........cccvivrieiieiieninereree e (3.446) Q
OBNEY bbbt (3.855) (272)
Balance at 31 OCLODEN .......coiveiieiieee s 64.214 7.125
Aggregated annual maturities are as follows:
LESS thAN ONE VBN ...veveeieieieeeeie ettt et aeneeneas 10.560 2.815
Between tWo and fiVE YEAIS .......cccv i e 46.818 3.427
MOTE than FIVE YEAI'S ....c.eeiiiieiiieeie et 6.836 883
64.214 7.125
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The investment included above represent investment in bonds, loans to associated companies and other long-term
receivables which present the Group with opportunity for return through interest income and trading gains. The

investment is valued at cost, less an allowance based on impairment by the management.

22. Deferred tax

Recognised deferred tax assets and (liabilities)
2005

INEANQIDIE ASSELS ...vvvieeiieiccieee e
Operating fiXed ASSELS ......ccieiereiereiere e
LoNG-term INVESIMENIES ....c.cvirieieeiiirieieeiresieie e
INVENTOTIES ..ttt e
ReCEIVADIES ...
DEFIVALIVE BSSELS ...ttt
Long-term liabilities ........ccooeveieienircr e
Employee benefits ..o
Derivative Habilities ........ccocooiiiiiiiii e,
Carry forward inCome taxX I0SSES ........ccevveveiereiiiene e
Total tax assets (lHabilitieS) ......ccooevereeiereirrse e
SO OFF TAX et
Net tax assets (liabilities) ....ccovevecvrivieiriere e

2006

INtANGIDIE ASSELS ....ovecviieiicieicee e
Operating fiXed @SSELS ......eveverierieieee e
LONG-termM iNVESIMENS ....cveviieveeiiireieieeisvetee e
Loans and Guarantee deposits (8SSEL) .....cvccvrvrerervereerieriereneeeaeenns
INVENTOTIES ...ttt
ReCEIVADIES ...
Long-term liabilities ........cccooveiiiiic e,
EMPIoyee DENefits ......cccvvvieiiiecce e
Current labilties ...

Total tax assets (lHabilitieS) ......ccooeveveeieireerr e
SEE OFF tAX cueiiciicice e
Net tax assets (liabilities) ....c.ceevevvrivieiriere e
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Assets Liabilities Net
84 - 84

256 (8.489) 8.745
626 (278) 904

- (133) 133

763 - 763

- 133 (133)

- (98) 98

55 - 55

4 - 4
12.007 - 12.007
13.795 (8.865) 4.930
(931) 931 0
12.864 (7.934) 4.930

Assets Liabilities Net
27 (58) 85

- (13.914) 13.914
1.112 - 1.112

- 66 (66)

- (40) 40
1.555 (96) 1.651
- (205) 205

167 - 167

- 48 (48)
19.637 3.137 16.500
1.247 - 1.247
23.745 (11.062) 12.683
(1.290) 1.290 -
22.455 (9.772) 12.683
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Movement in temporary differences during the period

2005
Total value Additiona Entry to Entry to Total value
1 October due to merger income equity 31 October
Intangible assets .........ccocvvreriennns 50 46 (13) - 83
Operating fixed assets .........cc...... (2.301) (7.220) 1.059 - (8.462)
Long-term investments ................. - 309 (278) 307 338
INVENLOFIES ...vvvvveciicicicceieiea (62) (46) (23) - (131)
Receivables ........ccccocvveveiiiinnnnnne. 858 111 (218) - 751
Derivative assets .......c.ccocoeeernennns - - - 169 169
Long-term liabilities ..................... 304 - (403) - (99)
Employee benefits ...........ccocceeee. - - 53 - 53
Current liabilities ........cc.ccocvvervenens 72 4 (76) - -
Derivative liabilities ..................... - - 4 - 4
Carry forward income tax losses .. 9.138 1.567 2.532 - 13.237
Other .o, (39) - 39 - -
Total covvccie 8.020 (5.229) 2.676 476 5.943
Currency difference .......cc.ccecevenie. (408) (576) (43) 14 (1.013)
Total value 31 October 2005 ........ 7.612 (5.805) 2.633 490 4.930
2006
Total value Entry to Entry to Total value
1 October income equity 31 October
Share capital .......c.cccoovviviiiiini e - (2.077) 2.077 0
Intangible aSSets ... (8.049) (110) - (8.159)
Operating fixed aSSets .......cccovivevvrivrienierierererienns 188 (6.514) - (6.326)
Long-term investments ..........ccoccevveveseicsenenens 177 224 1.111 1.512
INVENTOTIES ... 763 87 - 850
Receivables ... 266 730 - 996
Derivative liabilities .........ccccocervevviivnivie s 7.182 (@) - 7.178
Carry forward income tax [0SS€S .........cccccovrueenee 36 15.796 - 15.832
OthET o (172) 1.139 (167) 800
TOAl e 391 9.271 3.021 12.683
Currency difference .......ccccoevvivveeiievcveicceeanns 3.546 - 3.546
Total value 31 October 2006 ..........cccoeeerereneenne 391 12.817 3.021 16.229

At balance sheet date the Group has unused tax losses available against future profits as follows:

2006 2005
Tax loss  Deferred tax Tax loss  Deferred tax
Expires in eight to ten years ..........cccceceevreerinnne. 87.956 15.832 53.718 12.007
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23. Inventories
2006 2005
ConSUMADBIE SPAE PAITS .....veviereiicreer et 11.864 11.781
FUBL TN VESSEIS ..ttt 2.670 1.923
[ ] 11T TSR 2.791 2.401
17.325 16.105
The Group recognises obsolete and defective inventory in the income statement. An allowance is deducted from
inventories in the balance sheet and does not represent a final write-off. The allowance is based on management's
best estimate and past experience.
24. Trade and Other receivables
2006 2005
Trade reCeIVADIES ......c.ooviiieie e 216.097 190.661
DEIVALIVE BSSELS ....eviviieiiieiieeie ettt st se et erestesee e e s - 9.795
Other reCRIVADIES .........oiiiiirieie e e e 39.423 23.337
Current maturities of guarantee depPOSItS ..........ccveererireiireineire s 12.132 4.080
Loans to associated COMPANIES .......cccecvevreieieierieeseste e se e see e e sae e e e e re e e sreneens 48.047 -
IMPAITMENT TOSSES ... (20.788) (18.599)
294.911 209.274
Impairment losses have been recognised for doubtful accounts. Impairment losses are determined by management
with reference to past default experience. The impairment losses do not represent a final write-off.
The directors believe that the carrying amounts of trade receivables approximates their fair value.
Impairment losses on trade and other receivables is specified as follows:
2006 2005
At L NOVEMDET / L JANUAIY.....cvviieieiieiciee ettt 18.599 8.907
Addition due to acquisition of SUDSIIANIES ..........cccoviiriiiiiiiee 417 10.468
FINal WIItE-0FF ..o e (2.061) (2.235)
IMpairment during PErIOU ..o 4.869 1.630
Currency adjustment during PEriod .........cecvveiieiereieieeeee e (1.037) (171)
N 3 O T (o] 1 TSR 20.788 18.599
Bad debt provision is divided between trade and other receivables as follows:
Trade rECEIVADIES ......c.oeeieeece et nae e 20.788 18.599
Other reCRIVADIES .......uoiiiiiiiiree e - -
20.788 18.599
25. Charter & Leisure purchaser
At 31 October 2006 the Group sold its entire Charter and Leisure division for USD 450 million. At 31 October
USD 287 million were unpaid of which USD 259 million where paid in January 2007.
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26. Prepaid expenses

Prepayments principally represent prepaid insurance and operating lease rentals charged in advance by certain
landlords of leased propereties.

27. Guarantee deposits (assets)

2006 2005
Guarantee depoSits INUSD ........cciiiriiiiiiiees e 15.910 21.889
Guarantee deposits iN EUR ...t 181 -
Guarantee depoSits IN GBP .........cciiiiiiiiiiirice e 316 500

16.407 22.389
CUTENE MEALUITEIES. ...ttt bbbt (12.132) (4.080)
Long term guarantee AEPOSITS. ......coverveiererierserie e e et se e 4.275 18.309
Movements in guarantee deposits during the period:
At 1 NOVEMDEI 1 JANUAIY....c.oitiiitiieiieieeie ettt 22.342 16.262
Additions dUFiNG PERIOM ......c.veviieiee e eneas 3.580 8.509
Currency adjustments during PEriod ..........ccooeeeerierrenese e 15 (31)
REPAYMENTS ...ttt te st st e te s te sttt e e e e eneenenreenn (9.530) (2.351)
AL 3L OCIODET .ottt ettt 16.407 22.389
28. Cash and cash equivalents

Cash and cash equivalents are attributable to the following:

2006 2005
BanK DAIANCES ....cooiieieiee et 228.388 71.623
Marketable SECUMTIES ......c.iiiiiiii e 99 78.723
Cash and Cash BQUIVAIENTS ..........c.oeiiiiiiiceeee e 228.487 150.346
Cash restricted to use by the GroUp ........cccvviiiciiiii (111.184) 0
Cash available for use by the Group .........ccoceririieii e 117.303 150.346

At the end of October the Company committed to a payment due to the aquisition af Atlas Cold Storage Income
Trust Itd. and that portion of cash is classified as restricted.
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Consolidated statement of Changes in equity

Trans- Share Fair

Issued Share lation option  Hedging value Retained Minority Total

capital premium reserve reserve reserve reserve  earnings Total Interest equity
Balance at 1 January 2005..........ccoovieriineinieinenseseese e 8.628 28.276 2.655 0 0 0 18.037 57.596 9.459 67.055
Profit for the period...........cccoovvvvivii i - - - - - - 24.947 24.947 (1.202) 23.745
Foreign currency translation...........ccoceovevveneieneieneisence e, - - 11.793 - - - - 11.793 - 11.793
Change in fair value of hedges net of taX.........ccccevevererercinennn, - - - - (2.956) - - (2.956) - (2.956)
Change in fair value of available-for-sale asset, net of tax.......... - - - - - (1.461) (1.461) - (1.461)
Total recognised income and eXPENSE........coeverververereereervereenean, - - 11.793 - (2.956) (1.461) 24.947 32.323 (1.202) 31.121
NEW Shares iISSUEM........c.cvveriereerierieieieie e e e eneas 5.813  140.450 - - - - - 146.263 (6.762) 139.501
Shares issued due to acquisitions of subsidiaries.............cc.ccce..... 7.572  196.667 - - - - - 204.239 - 204.239
Adjusted balance at 1 November 2005...........ccccoveveeririnninnenens 22.013  365.393 14.448 0 (2.956) (1.461) 42,984  440.421 1.495 441,916
Profit for the period...........ccoveriiieiie e - - - - - - 78.293 78.293 1.063 79.356
Foreign currency translation...........ccoccovevviensiensienensenee e, - - (27.140) - - - - (27.140) - (27.140)
Change in fair value of hedges net of taX.........c.ccccvvrvcvriirnncnn - - - - 2.956 - - 2.956 - 2.956
Change in fair value of available-for-sale asset, net of tax.......... - - - - - (3.762) - (3.762) - (3.762)
Total recognised income and eXPeNSE........covvvevververereereereereeean, - - (27.140) - 2.956 (3.762) 78.293 50.347 1.063 51.410
NEW Shares iISSUEM. ......cvevereeeeieieieieee e e e eneas 4450  154.568 - - - - - 159.018 - 159.018
Purchases of treasury Shares.........ccocvvverenensiensenesese e (820) (28.141) - - - - - (28.961) - (28.961)
Sale Of treasury Shares..........covvvereinennenseee e 850 29.739 - - - - - 30.589 - 30.589
Change in share option reserve, net of taX...........ccceeevvreriiencnen. - - - 760 - - - 760 - 760
Recognised on acquisition of subsidiaries............cccocvvvveriennn, - - - - - - - - 27.626 27.626
Balance at 31 October 2006...........cccvoevrerirerienineereseseeeseneeens 26.493 521559  (12.692) 760 0 (5.223) 121.277 652.174 30.184  682.358
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29. Assets classified as held for sale
Part of the Group's warehouses in England and office buildings in Iceland are presented as assets held for sale
following the commitment to sell these assets by the Group's management. The assets have been put up for sale

with estate agents and sales are expected next year.

One airplane with engines is presented as available for sale as a result of managements decision to have fewer
types of airplanes in service within the Group.

Assets classified as held for sale

2006 2005

PIOPEILY ..o 18.149 9.775
ATIPIane and BNQINES ...c.ocviiercerere et nns 6.795 0
24.944 9.775

30. Equity

Reconciliation of movement in Equity
Insert statement of equity from another worksheet

Issued capital

The Company's capital stock is nominated in Icelandic kronur. The nominal value of each share is one ISK and
one vote is attached to each share. The shareholders are entitled to receive dividends as declared from time to
time. The USD amount of capital stock was 22.0 million at 1 November 2006 (2005; 8,6 million USD). During
the period the capital stock was increased by USD 4.5 million of nominal value and sold for USD 159.0 million.
Issued capital is converted to USD using the exchange rate at subscription date. The total number of shares at
period-end was 1.8 million. The articles of association of Hf. Eimskipafelag Islands authorizes the board of
directors to issue up to 267 million (2005; 528 million) new shares to meet future obligations.

Number of

shares in

thousands UsSD
Outstanding capital stock at 1 January 2005 ........cccccovieieiieieneseereeese e 607.986 8.628
Proceeds from sale 0f NEW SNares ... e 373.640 5.813
New shares issued due to acquisitions of subsidiaries .........c.ccccoceveveveiviienirsennnnn, 477.910 71.377
Allocation of treasury stock due to acquisitions of subsidiaries ............c.cccovennee. 12.541 195
Outstanding capital stock at 1 November 2005 .........ccccccevveveiieieinsince e 1.472.077 22.013
Proceeds from sale 0f NEW SNares ........cccooveiiieiicice e 285.094 4.450
Trading With OWN SNAIES .......cvcviiiececise e (3.022) (32)
Allocation of treasury stock due to acquisitions of subsidiaries ............cc.cocovennee. 4.271 62
Outstanding capital stock at 31 October 2006 ..........cccevvviiiieieiene e 1.758.420 26.493
Capital stock is as follows in thousands of shares and USD thousands:

Shares Ratio uUsSD

Total capital StOCK ISSUEM .........ccveeiriieice e 1.793.603 100,0% 27.036
Treasury shares at 31 October 2006 ..........ccccvvvrivriereniesieseresiennns (35.183) (2,00%) (543)
Outstanding capital stock at 31 October 2006 ............ccccorrvereenne. 1.758.420 98,0% 26.493
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Share premium
Share premium represents excess of payment above nominal value that shareholders have paid for shares sold by
the Company.

Translation reserve
Translation reserve comprises all foreign currency differences arising from the translation of the financial
statements of foreign operations.

Hedging reserve

The hedging reserve comprises 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. Due to the sale of the charter and
leisure division the Group had no hegde accounting in force at 31 October 2006.

Fair value reserve
The fair value reserve comprises the cumulative net change in the fair value of available-for-sale financial assets
until the investment is impaired.

Dividend
The Company has neither paid dividend or declared a payments of dividend.

Share-based payments
The share-based payments reserve represents the liability the Company has towards it’s employees regarding share
based agreements.

31. Earnings per share

The calculation of basic earnings per share at 31 October 2006 is based on the profit attributable to ordinary
shareholders of parent company of USD 78.3 million (2005: USD 24.9 million) and a weighted average number of
ordinary shares outstanding of 1,726 million (2005: 1,009 million), calculated as follows:

The calculation of diluted earnings per share at 31 October 2006 is based on profit attributable to ordinary
shareholders of USD 78.3 million (2005: USD 24.9 million) and a weighted average number of ordinary shares
outstanding after adjustment for the effects of all dilutive potential ordinary shares of 1,776 million (2005: 1.008
million), calculated as follows:

Profit attributable to shareholders:

2005/6 2005
Net result:
CoNtiNUEd OPEFALIONS .....cveviceieicir ettt (68.944) 6.324
DiscontinuUed OPEIAtIONS .......cccccvererierierieieeeeee et ee ettt e e se e eneare e 147.237 17.422
0] | TR 78.293 23.746
Total average number of shares outstanding during the period
LR LT g To ) 1.726.300 1.008.637
Total average number of shares including potential shares (in thousands) 1.775.800 1.008.637
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Continued operations
Basic (10ss) earnings per share (USD) ........cooceierieieiieiesiesesesesie e e se e e (0,0399) 0,0063
Diluted (loss) earnings per sShare (USD) ........couiiiririiiiniesenese s (0,0388) 0,0063

Discontinued operations

Basic/diluted earnings per share (USD) ........ccccvviirerereneiieieiesiese e 0,0853 0,0173
Diluted earnings per Share (USD) ........ccccoviiriiiiinneneeee s 0,0829 0,0173
Total

Basic earnings per Share (USD) ......c.ccvviieiiriieneieiec et neas 0,0454 0,0235
Diluted earnings per Share (USD) ........ccccoviiriiriiineneeree s 0,0441 0,0235

Weighted average number of shares (in thousands)

Issued shares at 1 November / L JANUAIY .........ccooveireireiniiinese e 1.472.075 607.986
Effect Of ShAreS iSSUE .......coviviiecese s 251.266 400.651
Effect of trading With OWN Shares ..........ccccceveieiiiicicicc e 2.959 -
Weighted average of shares at 31 OCLODEN ........cc.covvvviieriieiereeeee e 1.726.300 1.008.637
Effect of share options iN ISSUE .........ccooveiieiiiincieseeee e 21.900 0
Diluted weighted average of shares at 31 OCtODE ..........cccoeoereireiinieeeeee 1.748.200 1.008.637

32. Risk management
a. Interest rate risk

The Group has it's interest rate risk exposure from its debt, and lease liabilities. The Group aims to limit the
interest rate risk and to achieve optimal ratios regarding fixed to float interest rate exposure and the duration of
interest-bearing liabilities. The debt and leasing contracts are mainly denominated in USD.

b.  Foreign currency risk

Exposure to foreign exchange rates arises from transactions in currencies other than the Group’s base currency,
which is the USD. The Group differentiates between risk from operations and risk from investments. The
currencies giving rise to this risk are primarily the GBP, ISK and the EUR, though transactions also occur in a
number of other currencies. Whenever possible, internal hedging principles (matching of foreign currency in- and
outflows) are applied. The Group then hedges its net transaction exposure externally in the foreign exchange
markets. The Group uses forward exchange contracts and currency options to hedge its foreign currency risk.

C. Liquidity risk

Corporate treasury is responsible for the Group’s liquidity management and funding. The Group aims to maintain
sufficient reserves of cash and cash equivalents in order to meet its liquidity requirements.
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33. Interest-bearing borrowings

This note provides information about the contractual terms of the Group’s interest-bearing loans and borrowings.
For more information about the Group’s exposure to foreign currency risk, see note 32:

Long-term debt at the end of the year consists of the following:

2006 2005
Loans with collateral in fiXed @SSELS .......ccveveiierierieireesere e 275.725 316.224
Loans with collateral in accounts receivable and StOCKS ........c..ccccovvveiiiencienenen, 288.248 240.116
WithOUL COHALEIAl ......vviviieec e 250.289 77.042
814.262 633.382
2006 2005
Nominal Year of Nominal Carrying Carrying
interest rate maturity value amount amount
Loans in USD........cccoeevvvvvennennn. 5,8-7,7% 2007-2025 496.005 366.756 194.244
Loans in GBP.........ccccoeeinierienne 6,2-7,5% 2007-2025 172.330 159.644 197.762
Loans in ISK ......ccccovviviniiciiicnine, 5,3-7,0% 2007-2025 159.434 135.811 36.048
Loans in EUR .......ccoevviinccnne, 3,7-5,0% 2007-2025 105.386 89.452 92.105
Loansin CHF.......c.cccoevovvinrienne, 2,4-3,0% 2007-2025 35.501 26.282 50.941
Loans in JPY ...ccoevviiiiiieeene 1,6-2,9% 2007-2025 19.078 13.978 31.757
Loans in other currencies ............. 4,1-5,0% 2007-2025 27.085 22.339 30.525
1.014.820 814.262 633.382
CUTENE MALUITIES .vvvvieeieiisie ettt nnenes (363.115) (222.177)
Non current interest bearing 10ans and BOrrOWINGS .......cccovoviiiiiiiiiiiree e 451.147 411.205
Aggregated annual maturities are as follows:
2006 2005
On demand or Within ONE YA .......cccceovreiireireirere e 363.115 222.177
Between one and fiVe YEars ........cccoeovveineinciiesee s 247.255 288.421
After more than five YEars ........ccocvvveeriene e 203.892 122.784
814.262 633.382
Finance lease liabilities
Finance lease liabilities are payable as follows:
2006 2005
Minimum Minimum
lease lease
payments Interest Principal payments Interest Principal
Less than one year ... 2.179 128 2.051 845 40 808
Between 1 and
5years .....ccoeeeen. 4.442 207 4.235 830 42 788
More than 5 years .... 5 - 5 - - -
6.626 335 6.291 1.675 82 1.596
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Movements in long term loans:

2006 2005
Balance at 1 NOVEMDBEI/ 1 JANUANY ....c.coveiiuiiiiiiieeeseee st 633.382 242.384
Addition due to acquisition of SUDSIAIANIES ........cccvevviivriiieiierre e 23.569 180.936
New [0ans during the PEriod ... 594.183 336.408
Payments during the PEriOd .........c.ccvviiiiiiiiieere e (448.393) (110.913)
Currency fluctuation and iINAEXAtION ..........oceeiiriieciireee e 11.521 (15.432)
Balance at 31 OCLODEN .......coiviiieiee s 814.262 633.382

34. Deferred income

Deferred income principally represent operating lease rentals charged in advance by certain landlords of leased
properties. Provisions are made for onerous leases where completed properties leased by the group are either
vacant or where the operating lease rentals paid exceed the rental income received under non-cancellable contracts.

35. Other payables

2006 2005

Other HADIITIES ...c.ecvveircece et nne 111.305 185.617
Unearned transportation FEVENUE .........ccoceeereriererieieeieeeee et 646 54.193
Current maturities of guarantee depoSItS ..........coorirrerierreise e 500 5.080
Derivative Habilities ........cco i s 10.357
116.269 255.247

36. Share based payments
On 19 January 2005 the Group established a share option programme that entitles key management personnel to
purchase shares in the Company. In accordance with this programme options are exercisable at the market price of

the shares at the date of the grant.

The grantees can only exercise their rights at the vesting dates which are 10 January 2007, 10 January 2008 and 10
January 20009.

The terms and condition of the grants are as follows; all options are to be settled by delivery of shares:

Number of Contractual

shares life of

Grant date/employee entitled “000 Vesting condition option

Option granted  to key 16.500 Employee must be working for the Group on 1 day
management on 19 January 2006 10 January 2007

Option granted  to key 16.500 Employee must be working for the Group on 1 day
management on 19 January 2006 10 January 2008

Option granted  to key 16.500 Employee must be working for the Group on 1 day
management on 19 January 2006 10 January 2009
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The number and weighted exercise prise of share options as follows:

2006 Weighted Number
average of
exercise options

price “000

Outstanding at L NOVEMDET .......cvoiiiiiiice et - -

Granted dUring PEFIOT ........cveieeriee e 38,3 49.500

Forfeited during PEriOd ........covoeiireeieeee e 38,3 (27.600)

Outstanding at 31 OCLODEN ........ccovviriiirrece s 38,3 21.900

EXercisable at 31 OCODET ........oviiiiicee et 0 0

The options outstanding at 31 October 2006 have an exercise price of 38,3 per share and a contractual life of one
day.

The fair value services received in return for share options granted is based on the fair value of share options
granted, measured a binomial lattice model, with the following inputs:

Key
management
Personnel
Fair ValUE at grant GaLE .......c.civeiieiciceee ettt sttt se et se et e ebesbesbesbestenesnesneneas 3.680
Y aE TN o o= SO SOUSO PSP 38,3
G F o 1= o] (=N o] 4 o= PSS 38,3
EXPECLEA VOIALIHIIEY .....o.eeeieeeieeee bbbttt ettt 28,8%
L@ o) (T ) T - S 2
EXPECLEA IVIAENG ...ttt ettt bbbt b bbb 10%
Risk-free interest rate (based on Icelandic government bonds) .........cccceveveeiieivninnie e 9,4%
No share-based programme existed on 1 November 2005.
Fair VAIUE at grant Jate .......ccveieiieeice et nr et na et e ens 38,3
Expensed in income statement is as follows:
In financial StatemMeENnt 2006 ............ooieiiiiieiee ettt ettt b e eae s 927
LESS TNAN ONE VB ....evveeveeeeee ettt sttt ste b e et e st e e et e eseesentessestenbesaeeenaesannaanens 1.237
Between tWO and thIBE YEAIS .........coeveiiiee ettt sttt sttt sttt b nresn s eneeneenis 1.516
3.680
37. Operating lease arrangements
The Group as lessee
Non-cancellable operating lease rentals are payable as follows:
2006 2005
LESS thAN ONE VBN ...veveieieieeceee ettt e st aesae st aeneeneas 123.262 153.305
Between two and fiVE YEAIS ..o 237.405 247.043
MOFE than FIVE YEAIS ....eeieeiceee sttt eneas 837.665 41.720
1.198.332 442.068

The Group has subleased aircraft for approximately USD 171 million, of that amount USD 68 million is due
within twelve months. The lease period varies from few months up to twelve years. The aircraft is returned after
lease agreements expire.
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38. Statement of cash flow, additional information 2005/6 2005
1.11-31.10 1.1-31.10

OPEratiNg FESUILS .....veiiiieiiee e (11.734) 16.317
Depreciation and impairment of fixed aSSets ........ccccevevievriieni e 72.321 48.926
Amortization and impairment of intangible assets and goodwill ..............ccccoenveene. 3.642 1.714
Currency fluctuation and INAeXation ..........ccceveviriiieie i 5 (3.052)
Gain 0N sale Of fIXEA @SSELS ......c.vcvrreirieiiei e (19.328) (21.139)
Other ChANGES ....veveieeieec ettt eere e e sre e 8.886 (1.381)
Operating profit before changes in working capital 53.792 41.385

Changes in operating assets and liabilities .........c.cccevevieiiinicc s (106.020) 17.138
Cash to operations (52.228) 58.523

LRI =T A o U USSR (1.258) (16.659)
INTErESE FECEIVEM ... (3.589) 260
INCOME tAX PAI ...vivviiiicicce e eeae e (1.518) (772)
Net cash (to) from operating activities (58.593) 41.352

At the end of the financial year 2006 Hf. Eimskipafélag Islands sold its XL Leisure Group for USD 450 million.
XL Leisure Group was recently formed from the Charter & Leisure division within the Group and consisted of
Excel Airways Group in the UK, Star Airlines in France and Star Europe in Germany. The purchase price is paid
as follows: With cash amounting to USD 136,6 in 2006, cash paid in 2007 USD 280 million, with convertible loan
note amounting to USD 25,4 million and assignment of loans amountin to USD 8 million. Only the direct
payments of cash relating to these transactions are shown in the statement of cash flow.

39. Capital commitments

In the year 2005 Avion Aircraft Trading hf., then a wholly owned subsidiary of Hf. Eimskipafelag Islands, became
the second lunch customer with Boeing of the B777 freighter program by signing and confirming orders for the
purchase of eight B777-200 long range freighters. The new aircraft are to be delivered in the years 2009 to 2011.
The total amount of the commitment according to the sales agreements amounts to USD 1.260 million. In October
2006 Hf. Eimskipafelag Islands sold 51% of it's shareholding in the Company. Despite the sale Hf. Eimskipafelag
Islands guarantees full payment to Boeing for the B777 freighter planes.

Avion Aircraft Trading hf has entered into agreements for the purchase of a total of seven Boeing 747-400 aircraft
where Hf. Eimskipafelag Islands has guaranteed payments. The amount guaranteed by the Company is USD 243
million according to the sales agreements.

A loan in the amount of USD 280 million which is a partial payment to Hf. Eimskipafelag Islands for the sale of
the XL Leisure Group is guaranteed by the Company. The loan is to be repaid in full on 5 March 2008. The
Company has also guaranteed the repayment of a "Committed Revolving Credit Facility” granted to Excel
Airways Group PLC in December 2006 in the amount of GBP 20 million for a period of six months.

Hf. Eimskipafelag Islands has guaranteed the repayment of a loan to Landsbanki Islands hf due to the sale of twe
Boeing 737 aircraft in the year 2005 to TEM Enterprises Ltd. The original amount of the loan was USD 15.5
million. The Company has further guaranteed other commitments of TEM Enterprises in the amount of USD 1,8
m.
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Hf. Eimskipafelag Islands has guaranteed the repayment of a loan takem by Star XL Germany in the amount of
EUR 7 m. The guarantee will remain unchanged to 30 September 2008 despite the sale of the company.

Avion Aircraft Trading hf has entered into agreements for the purchase of seven Boeing 747-400 aircraft where
Hf. Eimskipafelag Islands has guaranteed payments. The amount guaranteed by the Company is USD 243 million
according to the sales agreements.

In November 2005 Eimskipafelag Islands ehf. received a new reefer vessel, Svartfoss. The second vessel,
Storfoss, was delivered in November 2006 and the remaining four vessels are to be delivered in 2007 and 2008.
Total commitment due to these purchases amounts to USD 93 million.

40. Contingencies

On 31 October the Company sold it's Charter and Leisure division to a group of investors lead by it's management.
At the same time the Company also sold 51% shareholding in the previously wholly owned subsidiary Avion
Aircraft Trading ehf. to investors led by it's management. As part of the sales process there are guarantees and
contingencies accepted by Hf. Eimskipafelag Islands that have not been released. The contingencies are as
follows:

Avion Aircraft Trading hf.

Hf. Eimskipafelag Islands has agreed to guarentee a loan to be taken by Avion Aircraft Trading hf up to USD 50
million if the company requests so in writing.

According to a shareholders' agreement the new owners of 51% share of Avion Aircraft Trading hf have the right
at any time to purchase the remaining 49% shareholding in the Company for USD 32 million.

The Company has agreed to guarantee the lease payments from Air Atlanta Icelandic hf to Avion Aircraft Trading
hf for the lease of four Boeing 747-400 aircraft. The first aircraft will be delivered to Air Atlanta Icelandic in
August 2007. The other three aircraft are scheduled to be delivered in 2008, 2009 and 2010. The lease period for
each aircraft is 120 months from delivery. The monthly lease payments are USD 830.000 for each aircraft.

Hf. Eimskipafelag Islands has guaranteed a loan taken in November 2006 by Avion Aircraft Trading hf in the
amount of USD 21 million for the purchase of one Airbus 300.

Hf. Eimskipafelag Islands has further agreed to guarantee a loan taken in December 2006 to finance the purchase
of one Boeing 747-400F in the amount of USD 65 million. This aircraft was purchased by a newly founded
company Mezza International Holdings Inc which is owned by Avion Aircraft Trading hf. The Company is
scheduled to be sold to Air Atlanta Icelandic hf. The aircraft has been leased to Air Atlanta Icelandic hf. and Hf.
Eimskipafelag Islands has guaranteed the lease payments until the company is sold to Air Atlanta Icelandic hf.

XL Leisure Group

The Company has guaranteed to reimburse the purchaser for all tax payments that might occur during a period of
seven years from the date of the sale but affect periods prior to the sale and were not accrued for at the date of the
sale. The Company has also undertaken to keep the purchasers indemnified and hold harmless for a period of two
years from and against all and any losses, liabilities, damages, claims, costs which may be suffered or incurred by
any member of the Group in connection with or as a concequence of the transfer agreements and all actions carried
out pursuant to the terms of those agreements. The maximum aggregate liability of the Company in respect of all
tax claims and warranty claims shall in no circumstances exceed GBP 10 million.
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During the year the Group acquired the companies P/F Heri Thomsen, Innovate HQ Itd., UAB Kursiu Linija and Corby Chilled Distribution Itd. The acquisition of those
companies had the following affect on the Group's assets and liabilities on acquisition date:

Pre-
Corby acquisition Fair Recognised
P/F Heri Innovate UAB Kursiu  Chilled distri- carrying value values on

Thomsen HQ Itd. Linija bution Itd. amounts adjustments adjustments

Property and equipment .........ccccovveeneennennereseenas 7.634 45.189 6.469 14.312 73.604 5.667 79.271
Intangible aSSetS ........ocevvveiereiinrie e 25 7.387 1.890 - 9.302 s 9.302
Deferred taX aSSetS ......ccovvivrirerveieriesesereereeesesee s 342 - - - 342 - 342
Prepayments ........cocoveeninieni e - 54.771 - - 54,771 - 54.771
INVEStMENt ProPerties .........cccveereereiensienserseeene - 2.835 - - 2.835 - 2.835
INVENEOTIES .vvevvevecieciesie e 136 1.270 389 - 1.795 - 1.795
Trade and other receivables ..........ccceoveniiinnienninnn, 1.714 78.591 6.025 21.932 108.262 - 108.262
Assets held for sale .......cccoovvvvvviiiiccccc e - 15.797 - - 15.797 - 15.797
Cash and cash equivalents ...........cccooverveinniennienne, 84 33.946 268 - 34.298 - 34.298
ACCIUAIS ... - (65.617) - - (65.617) - (65.617)
Loans and DOrrOWINGS .......ccvvveerireriniereneenee e (6.650) (28.329) (8.545) (1.399) (44.923) - (44.923)
Deferred tax liabilities .........ccocvvvevviiviivninre e, (85) (2.151) - (582) (2.818) - (2.818)
Trade and other payables .........cccccovvvviviiiiniencicnene (4.195) (85.003) (17.055) (16.627) (122.880) - (122.880)
Net identifiable assets and liabilities ............cc.cceevrvennne (995) 58.686 (10.559) 17.636 64.768 5.667 70.435
Eimskip acquUIred .........ccooovrvvvrerienirerseee s (995) 32.277 (10.559) 17.636 38.359 5.667 44.026
Goodwill on acquUISItION ........ccovveereerrenreecen, 1.959 545 10.792 31.039 44.335 44.335
88.361

Consideration paid, satisfied by cash ...........cccoceruenene. 964 - 214 51.776 52.954
Consideration paid, satisfied by loan note .................. - 31.946 - - 31.946
Consideration paid, directly attributable costs ............ - 876 19 2.566 3.461
Total consideration paid ..........ccccocevvvvienniensenseenens 964 32.822 233 54.342 88.361
Cash aCUITEA ....c.vvveeiieiiicierie s (84) (33.946) (268) - (34.298)
Net cash INFIOW .......ccorvviriiiii 880 (1.124) (35) 54.342 54.063
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All guarantees by the Company due to lease agreements on aircraft operated by XL Leisure Group will remain
unchanged to 1 March 2007 despite the sale.

The Company has agreed that if the persons who exchanged their shares in the Company for shares in XL Leisure
Group become liable to make any payment of tax to any tax authority in respect of the exchange of shares the
Company will loan to the persons an amount equal to the relevant tax liability. The maximum tax that could
become payable is estimated to be GBP 7 million. If such a loan is granted it will bear interest that is LIBOR plus
2%. The loan is to be repaid when the persons dispose of the whole or substantially the whole of their holding of
shares for a cash consideration which equals og exceeds the purchase value.

Star Airlines

Star Airlines was acquired in January 2006. A part of the purchase price (4,6 million Euros) was to be paid only if
certain conditions concerning financial position and operational performance were met. The Company's
managment believes that the performance of Star Airlines did not meet these conditions and the Company is
therefore not obliged to make the payment. The seller, which is now in receivership, has stated that he disagrees
with this view but no further action has been taken. According to information received from the Company's
lawyer the outcome of a possible dispute on this matter will not be material.

Eimskipafelag Islands ehf.

In August 2002 Eimskip’s biggest competitor, Samskip hf., lodged a complaint that Eimskip had violated Article
11 of the Icelandic Competition Act on prohibition on abouse of a dominant position. The Competition Authority
carried out an inspection at Eimskip’s headquarters in September 2002 and obtained documents and electronic data
as part of a probe into the allegations.

In May 2006 the Competition Authority invited Eimskip to submit its comments on the Authority's initial view of
the case where the Authority stated that Eimskip hat abused dominant position. Comments were submitted in
August. One of the issues addressed in Eimskip's comments was the question of who should be liable for paying
potential fines if fines were to be paid at all. Due to restructuring/demerger of Burdaras, Eimskip’s former parent
company, the company is of the opinion that it could not be held liable for fines. The case is still pending but a
decision of the Competition Authority is expected in early 2007. It is to be expected that the Authority will impose
sanctions but the amount of possible fines is uncertain and also at whom the decision will be addressed.
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41. Related party transactions
Identity of related parties:

The Group has a related party relationship with its subsidiaries (see note 42), associates (see note 21) and with
management.

Loans to and from related parties were as follows:

Payable from Payable to
related parties related parties

2006 2005

Loans to associates
Avion Aircraft Trading hf. ... 47.447 -
L 51S] 1] 010 ) o OSSPSR 332 -
HAIDOUF GIACE ...ttt et st 268 -

48.047 -
Other loans
MagNUS THOFSEEINSSON ....cevevieireeesiesie e ettt s e e eresre e - 11.382.016
Total loans to and from related Parties .........c.cecvveevierierienene e 2.782.991 11.382.016

No relevant transactions were between associates and the Group during the period. All agreements are priced at
an arms length basis. The loan from Magnus Thorsteinsson was repaid in November.

42. Group entities
Significant subsidiaries

At period-end the Company owned 3 subsidiaries that are all included in the consolidation. The subsidiaries
further owned 74 active subsidiaries at year-end. The subsidiaries that are included in the Group are as follows:

Place of Owner
Name of subsidiary registration ship % Principal activity
Air Atlanta Icelandic hf .......c.oooviiviiiiiees Iceland 100% Aircraft, crew, maintainance
and insurance
Avia Technical Services Ltd .........cccceeevevirinnnne. Enaland 100% Maintenance provider
Eimskipafelag Islands ehf .........c..ccocoiveniiiennnnn Iceland 100% Shipping and Logistic

At the end of the financial year 2006 Hf. Eimskipafelag Islands announced that it had reached agreement for the
disposal of the entire issued share capital of XL Leisure Group for USD 450 million. XL Leisure Group was
recently formed from the Charter & Leisure division within the Group and consisted of Excel Airways Group in
the UK, Star Airlines in France and Star Europe in Germany.

The Board of Hf. Eimskipafelag Islands also announced the sale of its 51% holding in Avion Aircraft Trading hf.
for USD 51 million at 31 October 2006.
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43. Subsequent events

In the beginning of August the Company announced its intention to acquire all of the outstanding trust units of
Atlas Cold Storage Income Trust. The acquisition was completed on 2 November when 86% share was acquired.
The total cash consideration paid for the Trust amounted to CDN$ 634 million. The acquisition was made through
Eimskip Atlas Canada, Inc. a wholly-owned subsidiary of Eimskip. Atlas Cold Storage will be included in the
consolidation as of 2 November 2006.

In November 2006 the Company increased its shareholding in the Finnish shipping company Containerships to
65%. The Company has an option to acquire the remaining 35% shareholding.

In January 2007 the Company acquired the remaining 60% share in the Dutch cold store company Daalimpex
beheer B.V.

In November 2006 the Company increased its shareholding in Harbor Grace Coldstore in Newfoundland from
25% to 51%.

44. Quarterly statements (Unaudited)

YTD Q4 Q3 Q2 Q1

2005 2006 2006 2006 2005/6
Operating revenue .............cc....... 1.040.036 358.022 229.692 209.112 243.210
Operating eXpenses .........c.ceeeeen. (1.051.770) (372.634) (228.666) (217.433) (233.037)
Total operating revenue .............. (11.734) (14.612) 1.026 (8.321) 10.173
Financial expenses ...........cc.cece.e. (65.050) (2.796) (12.330) (46.093) (3.831)
Result before income tax ............ (76.784) (17.408) (11.304) (54.414) 6.342
INCOME taX ..o 8.903 1.078 1.888 8.341 (2.404)
Result from continuing op. ......... (67.881) (16.330) (9.416) (46.073) 3.938
Discontinued operations ............. 147.237 164.551 12.251 (15.685) (13.880)
Profit for the period .................... 79.356 148.221 2.835 (61.758) (9.942)

The financial statements of Hf. Eimskipafelag Islands are for the ten months period 1 January - 31 October 2006.
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45, Financial ratios

An overview of the operations of the Group for the last four years in thousands of USD:

2006 10m 2005 2004 2003

Income statement:
Operating reVENUE ........ccevririieereeniresieiee e 1.040.036 1.401.491 496.774 228.268
Operating EXPENSES ......ccevveverveeeeeesesresresiesseens (1.051.770) (1.354.809) (495.893) (241.299)
EBIT oo (11.734) 46.682 881 (13.031)
Depreciation and amortization ..........c..cc.cceceveneen. 75.963 53.842 23.487 15.925
EBITDA ..ot 64.229 100.524 24.368 2.894
Balance sheet:
FiXed @SSELS ..o.ooveiieicice e 949.110 1.053.344 319.597 68.142
CUITENE BSSELS ...t 893.181 439.307 157.068 52.720

1.842.291 1.492.651 476.665 120.862
Total eQUILY ..ovoveeceicecee 682.358 441.916 67.055 23.573
Long-term liabilities ..........ccooeiiiciinciiicicee 518.233 420.836 169.560 23.260
Current liabilities ... 641.700 629.899 240.050 74.029

1.842.291 1.492.651 476.665 120.862
The main financial ratios and key figures for the Group are as follows:

2006 10m 2005 2004 2003

EQUItY ratio .o 37,0% 29,6% 12,1% 19,5%
CUIreNt ratio ...ocveviveiieeereese e 1,39 0,71 0,65 0,71
Return on equIty .......cccooveevieniniienere e 14,3% 13,9% 44,4% -49,3%
Working capital provided by operating activity. .. 20.303 71.535 18.852 (544)
EBIT it (11.734) 46.682 881 (13.031)
EBITDA .o 64.229 100.524 24.368 2.894
EBIT / TEVENUE ..ot -1,1% 3,3% 0,2% -5,7%
EBITDA [ FEVENUE ..ot 6,2% 7,2% 4,9% 1,3%
Total block hours flown ..., 71.236 133.053 120.987 67.011
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