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Endorsement by the Board of Directors and
Management

The financial statements of HS Orka hf. (the Company or "HS Orka") for the year 2013 are prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union (EU) and with additional Icelandic
disclosure requirements.

According to the statement of comprehensive income, the Company's operating revenue amounted to ISK 7,031 million for
the year 2013 (2012: ISK 6,881 million) and the loss for the period amounted to ISK 355 million (2012: ISK 653 million
profit). Total comprehensive loss amounted to ISK 434 million (2012: ISK 5,509 comprehensive income). According to the
statement of financial position, the Company's assets amounted to ISK 44,873 million at the end of December 2013 (at year
end 2012: ISK 49,826 million). Equity amounted to ISK 26,021 million at the end of December 2013 (at year end 2012: ISK
26,605 million) or 58.0% of total capital (at year end 2012: 53.4%).

The Company's power plants were revalued to fair value on 31 December 2012 by calculating the present value of
estimated cash flows from the operating assets. At 31 December 2013 Management reviewed whether there was an
indication of impairment of the Company's operating assets at the year end 2013 and management concluded that there
was no indication of impairment.

The Company's shareholders numbered two at the end of 2013, there was no change in the number of shareholders during
the year. At the end of 2013 Magma Energy Sweden A.B. held 66.6% of the shares in HS Orka hf. and Jarévarmi slhf. held
33.4% of the shares in HS Orka hf.

The Company's Board of Directors proposes that dividends of ISK 150 million (ISK 0.019 pr. share) will be paid to
shareholders in the year 2014, and refers to the financial statements for further allocation of profit and changes in equity
during the year.

The board had 12 meetings and the Audit committee had 5 meetings in 2013.

Statement of Corporate Governance

The Board of Directors of HS Orka hf. emphasizes maintaining good management practices. The Board of Directors is of
the opinion that practicing good corporate governance is vital for the existence of the Company and in best interest of the
shareholders, employees and other stakeholders and will in the long run produce satisfactory profits on shareholders
investments. The framework on corporate governance is made in accordance with Article 66-c of the Icelandic Financial
Statements Act No. 3/2006, as amended. This statement has been approved by the Board of Directors and is also
published in the Company’s Annual Report. This statement covers the financial year ended on 31 December 2013. The
Board of Directors has prepared a corporate government statement in compliance with the Icelandic Corporate Governance
guidelines which are described in full in the corporate governance statement in the appendix to the financial statements.

It is the opinion of the Board of Directors that HS Orka hf. complies with the Icelandic guidelines for Corporate Governance.
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Endorsement by the Board of Directors and Management, continued.:

Statement by the Board of Directors and Management

To the best knowledge of the Board of Directors and Management, the Company's financial statements are in accordance
with International Financial Reporting Standards as adopted by the EU and it is the opinion of the Board of Directors and
Management that the financial statements give a true and fair view of the Company's assets, liabilitles and financial position
as at 31 December 2013, its financial performance, and the changes in cash flows during the year 2013.

Furthermore, It is the opinion of the Board of Directors and Management that the financial statements and endorsement by
the Board of Directors and Management contain a falr overview of the Company's financial development and performance,
its position and describe the main risk factors and uncertainties faced by the Company.

The Board of Directors and the Management of HS Orka hf. have today discussed the Company's financial statements for
the year 2013 and confirmed by means of their signatures. The Board of Directors and Management will submit the
financlal statements for approval at the annual general meeting to be held at 26 March 2014,

Reykjanesbeer, 25 February 2014.
The Board of Directors:

Ross Beaty
Chairman of the board

bl e o) A

John Carson

(B Soislliolld Wka@rnop

Anna Skuladottir Lynda Freseman

Managing Director:

Asgeipilargeirsson
/é‘yar /%"’i i

Assistant Managing Director:
Albert Albertsson

_Jletwrid _Seo e
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Independent Auditor's Report

To the Board of Directors and Shareholders of HS Orka hf.

We have audited the accompanying financial statements of HS Orka hf., which comprise the statement of financial
position as at 31 December, 2013 the statements of comprehensive income, changes in equity and cash flows for
the year then ended, and notes, comprising a summary of significant accounting policies and other explanatory
information.

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 as adopted by the EU, and for such internal control as
management determines is necessary to enable the preparation of financial statements that are free from material
misstatement, whether due to fraud or error.

Auditor's Responsibility
Our responsibility is to express an opinion on these 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 HS Orka hf. as at 31
December 2013, and of its financial perffoomance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the EU.

Report on the Board of Directors Report

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

Reykjanesbeer, 25 Februar 2014

KPMG ehf.

4% }7/‘?:’/ / / /,',;;,,/,.,
Wit /Ai/{m it/
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Statement of Comprehensive (Loss) Income
for the year ended 31 December 2013

Note 2013 2012
Operating rEVENUE .........ccoiiiiiiiiie e 5 7.031.390 6.880.577
Production cost and cost of sales ..........cccceeeiiciiiieecccciiiee e, 6 ( 5.312.588) ( 4.525.984)
Gross Profit ...........coooiiiiiiii e 1.718.802 2.354.593
Other operating EXPENSES .......cccuvviieeiiiiiiiee e 7 ( 437.192) ( 433.179)
Results from operating activities ...................ccccocciiiii, 1.281.610 1.921.414
FINance iNCOME ........uiiiiiiiiiii e 1.962.236 326.655
FINANCE COSES ..o ( 501.418) ( 1.424.188)
Changes in fair value of swap contracts ...........ccccceeeviciiereeninns 463.357 ( 20.018)
Changes in fair value of embedded derivatives .......................... 18 ( 4.138.090) ( 200.736)
Net finance eXpense ............cccooiiiiiiiiii 10 ( 2.213.915) ( 1.318.287)
Share of profit of associates ... 15 390.765 170.274
(Loss) profit before income tax ................cccoociiiiiiii e, ( 541.540) 773.401
Income tax recovery (EXPENSE) ........ccveeerreeeriereeriniee e 11 186.461 ( 120.625)
(Loss) profit forthe year ..., ( 355.079) 652.776
Other comprehensive (loss) income
Items that will never be reclassified
to profit or loss
Revaluation of operating assets ...........cccccceviiiniiiic e 12 0 6.090.242
Remeasurement of defined benefit liability ...............c.coeeeee. 27 ( 37.765) ( 66.072)
Tax on items that will never be reclassified
1O Profit Or lOSS .. 7.553 ( 1.204.835)

( 30.212) 4.819.335

Items that may be reclassified
subsequently to profit or loss
Foreign currency translation difference on associates ............... ( 48.528) 36.923
Other comprehensive (loss) income, net of tax.................... ( 78.740) 4.856.259
Total comprehensive (loss) income for the year .................. ( 433.819) 5.509.035
Earnings per share
Basic and diluted (loss) earnings per share .............ccccccvveveeeennne 25 ( 0,05) 0,08

Notes on pages 10 to 44 are an integral part of these financial statements
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Statement of Financial Position
as at 31 December 2013

Assets Note 2013 2012
Operating @SSELS ........uveiieiiciiiie e 12 31.422.097 31.494.192
Operating assets under CONStruction .............ccoecvveriieeinieeesien e, 13 3.841.191 3.664.287
INtangible @SSEtS ........coeviiiiiiiiiii e 14 1.050.738 990.063
Investments in associates .........ccooiiiiiiiiii i 15 863.619 740.937
Investments in other companies ..........cccccoeciieeiiiiieee e 16 27.075 27.075
7] o =SSR 17 313.586 363.028
Embedded derivatives in power sales contracts .............cc.cceeuuvnee. 18 260.580 4.071.213
Prepaid lease and royalty fee ... 20 492.449 475.166
Long term receivable ...........c..cooeiiiiiiiie e 21 331.364 289.646
Total non-current assets 38.602.699 42.115.607
101V g (o] 4 = PR 414.388 414.088
BONAS .ot 17 81.5632 78.740
Trade and other receivables ..o 21 1.003.885 1.234.576
Embedded derivatives in power sales contracts ..............c.ccecuueee.. 18 0 189.458
Short term investments ... 22 357.020 565.800
Cash and cash equivalents ............cccccceeiiiiiiiie e 23 4.413.403 5.227.728
Total current assets 6.270.228 7.710.390
Total assets 44.872.927 49.825.997
Equity

Share Capital .......c..veeiiiiieiee e 7.841.124 7.841.124
Share PremiUm ... e e e e 7.038.855 7.038.855
Translation FESEIVE .........c.cooiiiiiiiie e 285.937 334.465
Revaluation reServe ... 6.142.790 6.443.110
Retained earnings .........ccccvviiiiiiiiiiic e 4712178 4.947.149
Total equity 24 26.020.884 26.604.703

Liabilities
Loans and bOIOWINGS .........ccocuiiiieiieiiieee e 26 12.299.097 16.007.219
Pension obligations ..........c..eeiiiiiii e 27 1.792.000 1.726.700
Deferred tax liability ...........ccocvieiiiiiiie e 19 631.964 825.978
Currency and interest rate swap contracts 28 263.495 677.508
Total non-current liabilities 14.986.556 19.237.405
Loans and bOIOWINGS .........ccocuviiiiiieiiiiee e 26 2.221.609 2.381.334
Trade and other payables ... 29 1.094.759 1.142.086
Embedded derivatives in power sales contracts .............cc.cceeuuveeee. 18 137.999 0
Currency and interest rate swap contracts ............ccccceeiiiiiiiinniis 28 411.120 460.469
Total current liabilities 3.865.487 3.983.889
Total liabilities 18.852.043 23.221.294
Total equity and liabilities 44.872.927 49.825.997

Notes on pages 10 to 44 are an integral part of these financial statements
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Statement of Changes in Equity
for the year ended 31 December 2013

2012
Equity at 1 January 2012 ..............c.......

Profit forthe year .........cc.cccocvveeiieiine.
Other comprehensive income (loss) ......
Total comprehensive income .................
Revaluation reserve transferred

to retained earnings ..............ceeeeeeen.
Share capital increase ..........cccccecvveenee.
Equity at 31 December 2012 ..................

2013
Equity at 1 January 2013 ........cccceeiieene

Loss for the year ..........cccooeeeiiiiiiins
Other comprehensive loss .....................
Total comprehensive loss ......................
Revaluation reserve transferred

to retained earnings ..........ccccccceeeie
Dividends declared ISK 0.02 per share ..
Equity at 31 December 2013 ..................

Share Share Translation Revaluation Retained
capital premium reserve reserve earnings Total
6.962.919 3.218.660 297.542 1.647.187 4.270.960 16.397.268
652.776 652.776
36.923 4.872.194 ( 52.858) 4.856.259
36.923 4.872.194 599.918 5.509.034
(76.271) 76.271 0
878.205 3.820.195 4.698.401
7.841.124 7.038.855 334.465 6.443.110 4.947.149 26.604.703
7.841.124 7.038.855 334.465 6.443.110 4.947.149 26.604.703
( 355.079) ( 355.079)
48.528) ( 30.212) ( 78.740)
48.528) ( 385.291) ( 433.819)
(300.320) 300.320 0
( 150.000) ( 150.000)
7.841.124 7.038.855 285.937 6.142.790 4.712.178 26.020.884

Notes on pages 10 to 44 are an integral part of these financial statements
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Statement of Cash Flows
for the year ended 31 December 2013

Note 2013 2012
Cash flows from operating activities
(Loss) profit for the PEriOd ..........cccuviiiii i ( 355.079) 652.776
Adjustments:
(Profit) loss on sale of operating assets ...........ccocveeiiiiiiiie e 16 ( 5.203)
Increase in pension obligations ..o 27 27.535 84.128
Depreciation and amortization .............cccceeeiiciiiiie e 1.321.444 1.001.834
Net fiNANCE EXPENSES .....cooiiiiiiiiii e 10 2.213.915 1.318.287
Share of profit of asSOCIALES .........ccccuviiiiiiie e 15 ( 390.765) ( 170.274)
INCOME tax (FECOVEIY) EXPENSE .......ueiiiiiiiiiiiee e e eeieeee e et ee e e e ee e e e e eeaeeeaeeenes 11 ( 186.461) 120.625
2.630.605 3.002.173
INVENLONIES, INCIEASE ... ( 300) ( 45.702)
Receivables, decrease (iNCrease) .........cceeeeuvieeieiiiiiiiee e 242313 ( 150.918)
Current liabilities, (decrease) INCrease ..........ooccueeiieiiiiiiiie e ( 12.478) 45.638
Net cash from operations before interest and taxes 2.860.140 2.851.191
INterest iNCOME rECEIVEM ..........oiiiiiii e 233.150 185.976
Interest and indexation costs paid ............cooiiiiiiii i ( 442.597) (  460.978)
Net cash from operating activities 2.650.693 2.576.189
Cash flows from investing activities
Acquisition of operating assets and assets under construction ........................... ( 1.412.756) ( 706.634)
Payments for operating assets acquired in prior year ...........ccccooecvveeeeiiiiiinee e, 0 ( 174.394)
Proceeds from sale of operating assets ... 950 6.393
Acquisition of intangible assets ... ( 75.136) ( 24 177)
Acquisition of shares in associates ..o ( 25.000) ( 43.638)
Sale of shares in aSSOCIAtES .........cccueiiiiiieiie e 27.457 0
Dividend received from assoCiates ............oooiiiiiiiiiiiiiie e 217.099 161.802
Proceeds from sale (investment) of short term investments .............cccccccoeeennn. 232411 ( 550.000)
Proceeds from repayment of bonds ...........cooo i 82.562 78.514
Net cash used in investing activities ( 952.413) ( 1.252.134)
Cash flows from financing activities
Share capital INCrEASE ........ccooi i 0 4.698.401
Paid diVIAENAS ....oeiiieiiieeee e ( 150.000) 0
Repayment of BOrroWings .......oooo e ( 2.266.454) ( 2.149.166)
Net cash (used in) provided by financing activities (  2.416.454) 2.549.235
(Decrease) Increase in cash and cash equivalents .......................ccccceeeeinnnn. ( 718.174) 3.873.290
Cash and cash equivalents at 1 January...................ccoooii i, 5.227.728 1.304.714
Effect of exchange rate fluctuations on cash held.....................................l ( 96.151) 49.724
Cash and cash equivalents at 31 December..................ccccvvvvivieiiiiii, 4.413.403 5.227.728
Investing and financing activities not affecting cash flows
Dividend from @SSOCIALE ..........eiiiiiiiiiiii e 0 18.502
CUreNt reCeIVADIES .......ooi e e e 0 ( 3.701)
Acquisition of shares in associate ...........ccoccveiiiiiiciiie e 0 ( 14.801)

Notes on pages 10 to 44 are an integral part of these financial statements
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Notes to the Financial Statements

1. Reporting entity
HS Orka hf. is a limited liability company domiciled in Iceland. The Company's registered office address is
Brekkustigur 36, Reykjanesbeer, Iceland. The Company generates and sells electricity as well as hot water for
heating. The Company is a subsidiary of Magma Energy Sweden AB. The financial statements of the Company are
part of the consolidated financial statements of the ultimate parent company Alterra Power Corp., headquartered in
Canada.

The financial statements of the Company includes its share of associates accounted for on an equity basis of
accounting.

2. Basis of preparation

a. Statement of compliance
The Company's financial statements are prepared according to IFRS as adopted by the EU and additional Icelandic
disclosure requirement in accordance with Icelandic financial statement act no. 3/2006.

These financial statements were authorized for issue by the Board of Directors on 25 February 2014.

b. Basis of measurement
The financial statements have been prepared on the historical cost, except for the following material items in the
statement of financial position:

- the majority of operating assets are recognized at revalued cost, which is their fair value at the revaluation date
- derivative financial instruments are measured at fair value (currency and interest rate swaps)

- embedded derivatives in power sales contracts are measured at fair value

- defined benefit pension obligations measured at the present value of the pension obligation

- financial instruments at fair value through profit or loss are measured at fair value (bonds and shares)

c. Functional and presentation currency
These financial statements are presented in Icelandic kronas (ISK), which is the Company's functional currency. All
financial information presented in ISK has been rounded to the nearest thousand except when otherwise indicated.

d. Use of estimates and judgments
The preparation of financial statements in conformity with IFRS requires management to make judgments, estimates
and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. Actual future outcomes may differ from present estimates and assumptions potentially
having a material future effect on the Company’s historical experience and other facts and circumstances.
Revisions to estimates and the resulting effects on the carrying amounts of the Company's assets and liabilities are
accounted for prospectively.

Actual future outcomes could differ from present estimates and assumptions, potentially having a material future
effect on the Company’s historical experience and other facts and circumstances.

Information about critical judgments in applying accounting policies that have the most significant effect on the
amounts recognized in the financial statements is included in the following notes:

- Note 11 - income taxes

- Note 12 - amortization of operating assets

- Notes 13 and 14 - impairment of geothermal development assets and assets under construction
- Notes 18 and 30 - fair value of embedded derivatives in power sales agreements

- Note 27 - pension obligations

- Note 28 - currency and interest rate swap contracts
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Notes, continued:

2. Basis of preparation, continued:
Information about assumptions and estimates that have a significant risk of resulting in a material adjustment within
the next financial year are included in the following notes:

- Note 12 - operating assets

- Note 13 - operating assets under construction

- Note 14 - intangible assets

- Note 17 - bonds

- Notes 18 and 30 - fair value of embedded derivatives in power sales agreements
- Note 19 - deferred tax assets (liabilities)

- Note 21 - provisions for bad debts

- Note 27 - pension obligations

- Note 28 - currency and interest rate swap contracts

e. Measurement of fair values
A number of the Company’s accounting policies and disclosures require the measurement of fair values, for both
financial and non-financial assets and liabilities.

The Company has an established control framework with respect to the measurement of fair values. This includes
staff members from finance department that have overall responsibility for overseeing all significant fair value
measurements, including Level 3 fair values, and reports directly to the CFO.

The finance department regularly reviews significant unobservable inputs and valuation adjustments. If third party
information, such as broker quotes or pricing services, is used to measure fair values, then the finance department
staff assesses the evidence obtained from the third parties to support the conclusion that such valuations meet the
requirements of IFRS, including the level in the fair value hierarchy in which such valuations should be classified.

Significant valuation issues are reported to the Company's Audit Committee.

When measuring the fair value of an asset or a liability, the Group uses market observable data as far as possible.
Fair values are categorised into different levels in a fair value hierarchy based on the inputs used in the valuation
techniques as follows:

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

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

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

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

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

Further information about the assumptions made in measuring fair values is included in the following notes:

- Note 12 - operating assets

- Note 17 - bonds

- Note 18 - embedded derivatives in power sales agreements
- Note 28 - currency and interest rate swap contracts

- Note 30 - financial instruments
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Notes, continued:

3. Significant accounting policies
Except for the changes below, the Company has consistently applied the accounting policies set out in this note to
all periods presented in these financial statements.

Changes in accounting policies

The Company has adopted all new standards and amendments to standards with a date of initial application prior to
or on 1 January 2013 that have been approved by the EU. Of those standards and amendments the following had
effects on these financial statments.

IFRS 13, Fair Value Measurement
IAS 19, Employee benefits
Presentation of ltems of Other Comprehensive income (Amendments to IAS 1)

i) IFRS13
IFRS 13 establishes a single framework for measuring fair value and making disclosures about fair value
measurements, when such measurements are required or permitted by other IFRSs. In particular, it unifies the
definition of fair value as the price at which an orderly transaction to sell an asset or to transfer a liability would take
place between market participants at the measurement date. It also replaces and expands the disclosure
requirements about fair value measurements in other IFRSs, including IFRS 7 Financial Instruments: Disclosures.
As a result, the Group has included disclosures in this regard.

In accordance with the transitional provisions of IFRS 13, the Company has applied the new fair value measurement
guidance prospectively, and has not provided any comparative information for disclosures that were not previously
required. Notwithstanding the above the change had no impact on the measurement of the Company assets and
liabilities.

ii) 1AS19
As a result of IAS 19 (2011), the Company has changed its accounting policy with respect to presentation of income
or expense related to defined benefit pension plans.

Under IAS 19 (2011) it is required to present actuarial gains and losses in other comprehensive income.
Comparatives have been restated to reflect the new accounting policy. The effects of the change were that
production cost and cost of sales in the year 2012 decreased by ISK 66 million and income tax expense increased
by ISK 13 million in the year 2012. As a result other comprehensive profit for the year 2012 decreased by ISK 53
million.

iii) Presentation of Items of Other Comprehensive income
As a result of amendments to IAS 1, the Company has modified the presentation of items of other comprehensive
income in its statement of comprehensive income, to present separately items that would be reclassified to profit or
loss in the future from those that never would be. Comparative information has also been re-presented accordingly.

The adoption of the amendments to IAS 1 has no impact on the recognised assets, liabilities and comprehensive
income of the Company.
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Notes, continued:

3. Significant accounting policies, continued

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

Investments in associates are accounted for using the equity method and are recognized initially at cost. The cost of
the investment includes transaction costs.

The financial statements include the Company’s share of the profit or loss and other comprehensive income, after
adjustments to align the accounting policies with those of the Company, from the date that significant influence or
joint control commences until the date that significant influence ceases.

When the Company’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 zero, and the recognition of further losses is
discontinued except to the extent that the Company has an obligation or has made payments on behalf of the
investee.

Unrealized gains arising from transactions with associates are eliminated against the investment to the extent of the
Company’s interest in the associate. Unrealized losses are eliminated in the same way as unrealized gains, but only
to the extent that there is no evidence of impairment.

b. Foreign currency

Transactions in foreign currencies are translated to the functional currency of the Company at exchange rates at the
dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at the reporting date are
retranslated to the functional currency at the exchange rate at that date. The foreign currency gain or loss on
monetary items is the difference between amortized cost in the functional currency at the beginning of the period,
adjusted for effective interest and payments during the period, and the amortized cost in foreign currency translated
at the exchange rate at the end of the year. 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 recognized in profit or loss. Non-
monetary items that are measured in terms of historical cost in a foreign currency are translated using the exchange
rate at the date of the transaction.

c. Financial instruments

The Company initially recognizes loans and receivables and bank deposits on the date that they are originated. All
other financial assets (including assets designated at fair value through profit or loss) are recognized initially on the
trade date, which is the date the Company becomes a party to the contractual provisions of the instrument.

The Company derecognizes a financial asset when the contractual rights to the cash flows from the asset expire, or
it transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which
substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred
financial assets that is created or retained by the Company is recognized as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Company has a legal right to offset the amounts and intends either to settle on a net basis or to
realize the asset and settle the liability simultaneously.

The Company classifies non-derivative financial assets into the following categories: financial assets at fair value
through profit or loss and loans and receivables.
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Notes, continued:

3. Significant accounting policies, continued:

Financial assets at fair value through profit or loss

A financial asset is classified at fair value through profit or loss if it is classified as held for trading or is designated
as such upon initial recognition. Financial assets are designated at fair value through profit or loss if (a) such
financial assets eliminate or significantly reduces accounting mismatch, (b) the Company manages such
investments and makes purchase and sale decisions based on their fair value in accordance with the Company’s
documented risk management or investment strategy, and (c) the financial assets contains one or more embedded
derivatives. Attributable transaction costs are recognized in profit or loss as incurred. Financial assets at fair value
through profit or loss are measured at fair value, and changes therein are recognized in profit or loss.

Financial assets at fair value through profit or loss comprise investment in other companies, bond assets and short
term investments.

Loans and receivables

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognized initially at fair value plus any directly attributable transaction costs. Subsequent
to initial recognition loans and receivables are measured at amortized cost using the effective interest method, less
any impairment losses.

Loans and receivables comprise cash and cash equivalents and trade and other receivables.

Cash and cash equivalents comprise cash balances and call deposits with original maturities of three months or
less.

The Company initially recognizes debt securities issued on the date that they are originated. All other financial
liabilities are recognized initially on the trade date at which the Company becomes a party to the contractual
provisions of the instrument.

The Company derecognizes a financial liability when its contractual obligations are discharged or cancelled or
expire.

Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Company has a legal right to offset the amounts and intends either to settle on a net basis or to
realize the asset and settle the liability simultaneously.

The Company classifies non-derivative financial liabilities into the other financial liabilities category. Such financial
liabilities are recognized initially at fair value plus any directly attributable transaction costs. Subsequent to initial
recognition these financial liabilities are measured at amortized cost using the effective interest method.

Financial liabilities other than derivatives comprise loans and borrowings and trade and other payables.

Derivatives are recognized initially at fair value; attributable transaction costs are recognized in profit or loss as
incurred. Subsequent to initial recognition, derivatives (including embedded derivatives) are measured at fair value
in the statement of financial position and changes in fair value are recognized in profit or loss as part of financial
income or cost.

Separable embedded derivatives

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

HS Orka has two long-term power sales agreements which contain embedded derivatives. Income from these
agreements is directly correlated to changes in the future price of aluminum.
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Notes, continued:

3. Significant accounting policies, continued:
c. Financial instruments, continued:

Ordinary shares
Incremental costs directly attributable to issuance of ordinary shares are recognized as a deduction from equity, net
of any tax effects.

d. Operating assets

Iltems of operating assets are measured at cost or revalued cost less accumulated depreciation and accumulated
impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the assets to
a working condition for their intended use and capitalized borrowing costs. Purchased software that is integral to the
functionality of the related equipment is capitalized as part of that equipment.

The Company's power plants and real estate holdings are measured at revalued cost in the statement of financial
position. The revalued cost is the fair value at the revaluation date less accumulated depreciation. Revaluation is
carried out on a regular basis. Any increase in the carrying amount of operating assets as a result of a revaluation
is recognized in equity under the heading of revaluation reserve net of income tax. Depreciation of the revalued cost
is recognized in profit or loss and an adjustment reflecting this amount is transferred annually from the revaluation
reserve to retained earnings.

When parts of an item of operating assets has different useful lives, they are accounted for as separate items of
operating assets.

Gains and losses on disposal of an item of operating assets are determined by comparing the proceeds from
disposal with the carrying amount of operating assets, and are recognized on a net basis within other income or
other expenses in profit or loss. When revalued assets are sold, the amounts included in the revaluation reserve are
transferred to retained earnings.

Subsequent expenditure is capitalised only when it is probable that the future economic benefits associated with the
expenditure will flow to the Company. Ongoing repairs and maintenance are expensed as incurred.

Financial Statements 31 December 2013 of HS Orka hf. 15 All amounts are in thousands of ISK



Notes, continued:

3. Significant accounting policies, continued:
d. Operating assets, continued:

Depreciation is based on the cost or revalued cost of an asset less its residual value. Significant components of
individual assets are assessed and if a component has a useful life that is different from the remainder of that asset,

that component is depreciated separately.

Depreciation is recognized in profit or loss on a straight-line basis over the estimated useful lives of each component
of an item of operating assets. Land is not depreciated.

Operating assets are depreciated from the date they are installed and are ready for use, or in respect of internally
constructed assets, from the date the asset is completed and ready for use.

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

Power plants 40 years
Boreholes ............... 20 years
Electrical systems 50 years
Hot water and cold water distribution Systems ..............cccccoiiiiiiii 50 years
ReaI €STALe .......ovic 50 years
Other Operating @SSEIS ......coiiiiiiiieie ettt e e 5-20 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date and adjusted if
appropriate.

e. Intangible assets

Expenditure on research or activities, undertaken with the prospect of surveying geothermal areas where
geothermal resource is uncertain, and in order to gain new scientific or technical knowledge, is recognized in profit
or loss when incurred.

Development activities involve surveys of geothermal areas where there is probability of future development and
power production. Development expenditure is capitalized only if development costs can be measured reliably, the
product or process is technically and commercially feasible, future economic benefits are probable, and the
Company intends to and has sufficient resources to complete development and to use or sell the asset. The
expenditure capitalized includes the cost of materials, direct labour, overhead costs that are directly attributable to
preparing the asset for its intended use, and capitalized borrowing costs. Other development expenditure is
recognized in profit or loss as incurred.

When a decision on producing power or harnessing of geothermal areas has been made and all required licenses
have been obtained the preparation cost due to harnessing or production of power is transferred to operating assets
under construction.

Capitalized development expenditure is measured at cost less accumulated impairment losses. Research assets
are tested annually for impairment

Other intangible assets that are acquired by the Company, including software, which have finite useful lives are
measured at cost less accumulated amortization and accumulated impairment losses.

Subsequent expenditure is capitalized only when it increases the future economic benefits embodied in the specific
asset to which it relates. All other expenditure is recognized in profit or loss when incurred.
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Notes, continued:

3. Significant accounting policies, continued:
e. Intangible assets, continued:

Amortization is based on the cost of an asset less its residual value.

Amortization is recognized in profit or loss on a straight-line basis over the estimated useful lives of intangible
assets from the date that they are available for use. The estimated useful lives for the current and comparative
years are as follows:

SOMWAIE ... s 5-10 years

Amortization methods, useful lives and residual values are reviewed at each reporting date and adjusted if
appropriate.

f. Leased assets
Leases are operating leases and the leased assets are not recognized on the Company's statement of financial
position.

g. Inventories
Inventories are measured at the lower of cost and net realizable value. The cost of inventories is based on the first-
in first-out principle, and includes expenditure incurred in acquiring the inventories and bringing them to their existing
location and condition. Net realizable value is the estimated selling price in the ordinary course of business less the
estimated cost of completion and selling expenses.

h. Impairment

A financial asset not classified as at fair value through profit or loss, including an interest in an equity-accounted
investee, is assessed at each reporting date to determine whether there is objective evidence that it is impaired. A
financial asset is impaired if there is objective evidence of impairment as a result of one or more events that
occurred after the initial recognition of the asset, and that loss event(s) had an impact on the estimated future cash
flows of that asset that can be estimated reliably.

In assessing collective impairment the Company uses historical trends of the probability of default, timing of
recoveries and the amount of loss incurred, adjusted for management’s judgment as to whether current economic
and credit conditions are such that the actual losses are likely to be greater or less than suggested by historical
trends. In addition, for an investment in an equity security, a significant or prolonged decline in its fair value below its
cost is objective evidence of impairment. The Company considers a decline of 20 percent to be significant and a
period of 9 months to be prolonged.

The carrying amounts of the Company'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 intangible assets that are not yet available for use, the
recoverable amount is estimated each year at the same time.

Impairment is recognized if the carrying amount of an asset exceeds its estimated recoverable amount. Impairment
loss of revalued operating assets is recognized in equity under revaluation reserve up to the value of the reserve,
after which they are recognized in profit or loss. Impairment losses of other assets are recognized in profit or loss.

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

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

3. Significant accounting policies, continued:
i. Employee benefits

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions into a
separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for contributions
to defined contribution pension plans are recognized as an employee benefit expense in profit or loss in the periods
during which services are rendered by employees. Prepaid contributions are recognized as an asset to the extent
that a cash refund or a reduction in future payments is available.

The Company's net obligation in respect of defined benefit pension plans or pension fund commitment is calculated
separately for each plan by estimating the amount of future benefit that current and former employees have earned
in return for their service in the current and prior periods. That benefit is discounted to determine its present value.
The calculation is performed annually by qualified actuaries using a method based on earned benefits.
Remeasurements of the net defined liabilities related to actuarial gains and losses are recognised in OCI, other
expenses related to the defined benefit plans are recognized as incurred in profit or loss.

j- Provisions
A provision is recognized if, as a result of a past event, the Company has a present legal or constructive obligation
that can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation. 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 the risks specific to the liability. The unwinding of the
discount is recognized as a finance cost.

k. Revenue
Revenue from the sale of electricity and hot water along with power transmission are recognized in profit or loss
based on recorded measurement of delivery during the period. Between measurements, usage is estimated based
on prior period usage.

Service revenues from HS Veitur hf. are based on a service contract and recognized in profit or loss when service
has been provided.

Other revenues are recognized when the goods or services are delivered.

l. Lease payments
Payments under operating leases are recognized in profit or loss on a straight-line basis over the term of the lease.

m. Net finance income (costs)

Finance income is comprised of interest income on funds invested, dividend income from investment in other
companies, changes in the fair value of financial assets at fair value through profit or loss, foreign currency gains
and gains on derivatives that are recognized in profit or loss. Interest income is recognized as it accrues in profit or
loss, using the effective interest method. Dividend income is recognized on the date that the Company’s right to
receive payment is established.

Finance costs are comprised of interest expense on borrowings, unwinding of the discount on provisions, foreign
currency losses, losses on derivatives that are recognized in profit or loss, changes in the fair value of financial
assets at fair value through profit or loss, and impairment losses recognized on financial assets other than trade
receivables. Borrowing costs that are not directly attributable to the acquisition, construction or production of a
qualifying asset are recognized in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis as either finance income or finance costs depending
on whether foreign currency movements are in a net gain or net loss position.
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Notes, continued:

3. Significant accounting policies, continued:

n. Income tax
Income tax expense is comprised of current and deferred tax. Current tax and deferred tax are recognized in profit
or loss except to the extent that it relates to items recognized directly in equity or in other comprehensive income.

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 recognized using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when
they reverse, based on the laws that have been enacted or substantively enacted by the reporting date. Deferred tax
assets and liabilities are offset if there is a legally enforceable right to offset current tax liabilities and assets, and
they relate to income taxes levied by the same tax authority.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, to the
extent that it is probable that future taxable profits will be available against which they can be utilized. 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 realized.

o. Earnings per share
The Company 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 equals to basic EPS as the
Company has not issued convertible notes nor granted share options.

p. Segment reporting
An operating segment is a component of the Company that engages in business activities from which it may earn
revenues and incur expenses, including revenues and expenses that relate to transactions with any of the
Company’s other components. All operating segments’ operating results, for which discrete financial information is
available, are reviewed regularly by the Company’s management to make decisions about resources to be allocated
to the segment and assess its performance, and for which discrete financial information is available.

q. New standards and interpretations
A number of new standards, amendments to standards and interpretations are effective for annual periods
beginning after 1 January 2013, and have not been applied in preparing these financial statements. None of these is
expected to have a significant effect on the financial statements of the Company.
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Notes, continued

4. Segment reporting

The Company has three operating segments that are described below:

Includes production and sale of electricity, heating water and fresh water from subterranean steam.

Includes purchases and sale of electricity to users other than mass users and power companies.

Includes sale of service, rental of facilities and equipment, and other sales.

Year 2013

External revenue ..........ccccceiiiiiiiiiiiiie
Inter-segment revenue ...........occoociiiiiiiiieeee
Total segment revenue ...........cccceeecinininininnnnns

Segment operating results ...............cccceeeieenne

Unallocated items

Net finance expenses ..........ccccceeiciieeieenicieeenn.
Share of profit of associates ..........cccccceeevnnnen.
Income taX reCOVENY ......ccueveeciiieiiee e
Loss for the period .........ccccoeeeeciiieeicceeee e

Segment asSets .....cccceeeieciiiiee e
Unallocated assets .............covveeeeeeeeeeeeeeeiiinnn.
Total @SSets .....occeovvvieeiicceee e

Unallocated liabilities ............cccoevvvieeeeieniiennnnnn,

Capital expenditures ...........cccceeiiiiiieiiniiieeee.
Depreciation and amortization ...........................

Year 2012

External revenue ............ccccciiiiiiiiiiiieee
Inter-segment revenue .........ccccccceveveieieeeeeieiee.
Total segment revenue ...........ccccooeiieiieiniieeen.

Segment operating results ...............cccccoceie

Unallocated items

Net finance expenses .........cccccceeevcvveeeeesccveenennn.
Share of profit of associates .............cccccooee.
Income tax EXPENSE .......ccceveiiiieeeiie e
Profit for the period ...........ccoccceeveiiieeieeicieee

Segment asSets .....cccceeeieciiiiee e
Unallocated assets .............cvveeeeeeeeeeeeeeeeiiinnn.
Total @SSetS .....ccooeeeeeeeiicceee e

Unallocated liabilities .............cooevvvveeeeeeeeeieeeen,

Capital expenditures ...........ccccceeecvveeeeeeiciieneen.
Depreciation and amortization ..............ccc..o.....

Power Electricity

production sale Other Total
3.022.135 3.046.218 963.037 7.031.390
1.526.573 1.526.573
4.548.708 3.046.218 963.037 8.557.963
949.510 266.761 65.339 1.281.610
( 2.213.915)

390.765

186.461
( 355.079)

35.732.144 45.590 536.292 36.314.026
8.558.901

44.872.927

18.852.043

1.473.430 3.234 11.230 1.487.894
1.282.836 6.003 32.605 1.321.444
3.157.068 2.714.883 1.008.626 6.880.577
1.446.708 1.446.708
4.603.776 2.714.883 1.008.626 8.327.285
1.674.650 189.763 57.001 1.921.414
( 1.318.287)

170.274
( 120.625)

652.776

35.543.225 47.988 557.329 36.148.542
13.677.455

49.825.997

23.221.294

718.418 2.880 9.513 730.811
962.272 6.385 33.177 1.001.834
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Notes, continued:

4. Segment reporting, continued.:
Power production
Revenues in the power production segment are specified as follows:

Year 2013 Electricity Hot water Other Total
External revenue ..........cccccoieiiniiinec e, 2.092.443 743.448 186.244 3.022.135
Inter-segment revenue .........ccccccoeveiiiiiieneeeeen, 1.526.573 1.526.573
Total segment revenue ...........cccccveveeeeeeeccinneen. 3.619.016 743.448 186.244 4.548.708
Year 2012

External revenue ..........cccccoiieiiniiniie e, 2.324.925 659.049 173.094 3.157.068
Inter-segment revenue .........ccccccoeveiciiiiieneeeeen, 1.446.708 1.446.708
Total segment revenue ...........cccccveveeeeeeiecinnnen. 3.771.633 659.049 173.094 4.603.776

5. Major customers
Revenues from one customer of the Company’s power production segment amounted to ISK 1,820 million (2012:
ISK 2,065 million).

Revenues from HS Veitur hf. were as follows:

Power Electricity

production sale Other Total
Revenues 2013 .......ccccceveeiiiieee e 802.077 293.623 869.176 1.964.876
Revenues 2012 .......ccccovveeiiiiiieeee e 718.756 249.489 862.067 1.830.312

6. Production cost and cost of sales

Production cost and cost of sales are specified as follows: 2013 2012
ProduCtion COSE .....uiiiiiieii e e e e e e e 3.273.318 2.611.469
(7015 Qo] =T L= PR 1.133.491 962.890
COSE Of SEBIVICE ...t e e e e e e e e e e e et eeeeeaeeaaan 905.779 951.625
Total production cost and cost of SAlES ..........coociiiiiiiiiiiii 5.312.588 4.525.984

Production cost and cost of sales are specified as follows based on nature of cost:

Salaries and related EXPENSES ......ccoiveiiiiieiei et 1.065.014 1.074.334
DEPreCialtion .........eeii i 1.307.927 987.937
POWET PUCRESES ..ot 1.097.264 943.884
TPANSMISSION .ttt ettt ettt e e e bt e e snb e e e aaneeeeean 522.440 461.712
Maintenance and Other .........ooiiiii e 1.319.943 1.058.117
Total production cost and cost of SaAlES ..........coociiiiiiiiiiii e 5.312.588 4.525.984

7. Other operating expenses
Operating expenses specifies as follows:

Salaries and related EXPENSES .......ooiiiii i 197.646 156.687
Increase in pension fund obligation ... 23.583 61.480
AdMINISLrative EXPENSES .......eiiiiiiieiieiee et 202.448 201.115
Depreciation and amortization .............cooiiiiiiiiii e 13.515 13.897
Total other operating EXPENSES ......cccuiiiiieiiie et e e e sneeas 437.192 433.179
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Notes, continued:

8. Salaries and related expenses

Salaries and salary related expenses are as follows: 2013 2012
SAIAMES ... e e 1.057.629 993.740
Contribution to defined contribution fund ..o 109.819 104.663
Increase in pension obligation ... 65.300 150.200
Other salary related EXPENSES ......cocuuiiiiiiiiiiiie e 143.423 143.707
Total salaries and salary related eXPEeNSES .......cccuvveiiiieiiiiiiee e 1.376.171 1.392.310
Average number of full time employees equivalent ..............cccoooiiiiiiiiie e, 134 135

Salaries and salary related expenses including changes in pension obligations are allocated as follows:

Capitalized ON PrOJECES .......eiiiiiiiie e 52.163 33.737
Production cost and cost 0f SalE .........ceoiiiiiiiiii 1.065.014 1.074.334
Other operating EXPENSES ......coiuiiiiiiiei et 221.229 218.167
Recognized in other comprehensive iNCOMe ... 37.765 66.072
Total salaries and salary related eXPEeNSES .......cccuvviiiiiei i 1.376.171 1.392.310

Salaries paid to the Board of Directors and Management amounted to ISK 87 million in 2013 (2012: ISK 52 million).

9. Depreciation, amortization and impairment
Depreciation, amortization and impairment is specified as follows:

Depreciation of operating assets, see note 12 ..o 1.306.981 985.022
Amortization of intangible assets, see Note 14 ........oooviiiiiiiii e 14.461 16.812
Depreciation and amortization recognized in the income statement ...................... 1.321.442 1.001.834

Depreciation and amortization is allocated as follows:

Production cost and cost 0f SAIES ..........ccuiiiiiiiiiii e 1.307.927 987.937
Other Operating EXPENSES .......cccuuiiiieieie ettt et e e e e e s e e e s aeeeesetaeaeenns 13.515 13.897
Depreciation and amortization recognized in the income statement ....................... 1.321.442 1.001.834

10. Finance income and costs
Finance income and costs is specified as follows:

Interest income on loans and receivables ... 300.455 266.201

Fair value changes on financial assets through profit or 0SS ..........cccccoiiiiiiiiieiinne 59.605 60.454
Net foreign eXChange gain ........ooooiiiiiiiiie e s 1.602.176 0
Total fiNaNCE INCOME .....iieiiiiiieee e e st seeeas 1.962.236 326.655
INEEIESE EXPENSE ... s ( 414.777) ( 518.075)
INAEXATION .. et ( 86.641) ( 123.852)
Net foreign eXChange [0SS .......ccoouiiiiiiiiii e 0 ( 782.261)
Total fINANCE COSES ... ( 501.418) ( 1.424.188)
Changes in fair value of swap contracts ..........ccceeiiiiiiiiiic 463.357 ( 20.018)
Changes in fair value of embedded derivatives ...........ccccuviieiiiiiiiiiciiiee e ( 4.138.090) ( 200.736)
Net fiNANCE EXPENSES .....ciiiiiiiie e ( 2.213.915) ( 1.318.287)

Capitalized interest amounted to ISK 0 million during the year (2012: ISK 27 million).
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Notes, continued:

11. Income tax

Income tax expense recognised in profit and loss is specified as follows: 2013 2012
Origination and reversal of temporary difference ............cccocooiiii 186.461 ( 120.625)
Effective tax rate is specified as follows: 2013 2012
Profit (I0ss) for the year ..o ( 355.079) 652.776
INCOME 18X ..o ( 186.461) 120.625
Profit (loss) before income tax ..........cccooieiiiiiiiiice ( 541.540) 773.401
Income tax according to current tax rate ............ 20,0% 108.308 20,0% ( 154.680)
Effect of associates ........cccccvvivieiiiiiiiiiiiiiene, 14,4% 78.153 ( 4,4%) 34.055
Effective income tax rate .........cccccoevieiiienienns 34,4% 186.461 15,6% ( 120.625)
Income tax expense recognised in OCl is specified as follows: 2013 2012
Income tax on revaluation on operating assets ...........cccoveiiiiiiiiiiie e 0 1.218.048
Tax on other items that will never be reclassified to profit or [0Ss ...........cccccoceeenns 7.553 ( 13.214)

7.553 1.204.834

12. Operating assets

Impairment testing
Management reviewed whether there was an indication of impairment of the Company's operating assets at the
year end 2013 and management concluded that there was no indication of impairment.
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Notes, continued:

12. Operating assets, continued:
Operating assets are specified as follows:

Other

Power operating

plants assets Total
Cost
Balance at 1.1.2012 ..o 27.096.245 1.651.423 28.747.668
Additions during the year ...........cccccoeviiiiiie i 525.770 61.043 586.813
DISPOSAIS .....veeieviiitie ettt 0 ( 169.972) ( 169.972)
Revaluation 31.12.2012 .....oooiiiiieee e 6.090.242 0 6.090.242
Depreciation adjustment .............cccoccveviiiiiiee e ( 3.685.167) 0 ( 3.685.167)
Balance at 31.12.2012 ......oooiiiieeeee e 30.027.090 1.542.494 31.569.584
Additions during the year ...........cccccoveiiiiiiiei e 1.204.382 31.471 1.235.853
DISPOSAIS ....veeeiiiiiee et 0 ( 1.200) ( 1.200)
Balance at 31.12.2013 ... 31.231.472 1.572.765 32.804.237
Depreciation
Balance at 1.1.2012 ......ooiiie e 2.739.646 204.673 2.944 319
Depreciation for the year ...........cccoocvveeiiciii i 945.521 39.501 985.022
DiSPOSAIS ..ot 0 ( 168.782) ( 168.782)
Depreciation adjustment .............cccccceviiiiiiie e ( 3.685.167) 0 ( 3.685.167)
Balance at 31.12.2012 .....c.ooiiiiieeeee e 0 75.392 75.392
Depreciation for the year ...........cccooiiiiiii e 1.267.481 39.500 1.306.981
DISPOSAIS ...t 0 ( 234) ( 234)
Balance at 31.12.2013 ... 1.267.481 114.658 1.382.139
Net book value
T.2012 e 24.356.599 1.446.750 25.803.349
31122012 e e e 30.027.090 1.467.102 31.494.192
312,201 e e 29.963.991 1.458.106 31.422.097
Net book value without

revaluation

1102012 e 22.391.779 1.352.587 23.744.366
31122012 e e 22.058.232 1.382.073 23.440.305
112,201 e e e 22.356.043 1.387.569 23.743.612

Other operating assets include capitalized land and buildings with the carrying amount of ISK 1,092 million (2012:
ISK 1,108 million). The Company’s power plants were revalued on 31 December 2012. Other property’s were
revalued to fair value at 1 January 2008.
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Notes, continued:

12. Operating assets, continued:
Capital commitments
The Company anticipates that it will need to invest in a new discharge pipe system for Svartsengi in the next 3 years
and the majority of the investment will be in the years 2014 - 2015. Once the discharge system is designed, built
and in full operation additional geothermal fluid can be extracted from the reservoir resulting in increased power
generation estimated to be approximately 5 MW from already installed turbine generators.

Pledge of assets
The Company's power plants at Reykjanes and Svartsengi are pledged to secure bank loans in the amount of ISK
12,182 million (2012: ISK 15,581 million).

Rateable value and insurance value

Rateable value of the Company's buildings amounted to ISK 2,332 million at year-end 2013 (2012: ISK 2,190
million) and land measured at rateable value amounted to ISK 1,653 million (2012: ISK 1,442 million). Insurance
value of the Company's assets amounted to ISK 44,242 million (2012: ISK 37,985 million).

13. Operating assets under construction

Operating assets under construction are specified as follows: 2013 2012
NEet DOOK ValUE 1.1, ..o 3.664.287 3.544.465
AAILIONS <. 176.904 119.822
Net DooK value 31.12. ... e 3.841.191 3.664.287

Indication of impairment

Operating assets under construction represents capitalized cost related to an expansion to the power plant at
Reykjanes, which is planned to supply Nordural Helguvik ehf. (together with its affiliates "Nordural") (a subsidiary of
Century Aluminum) with power for a new aluminum smelter in Helguvik (located in Reykjanesbeer, Iceland). In
2007, HS Orka hf. and Nordural executed a power purchase agreement on power for a new aluminum smelter in
Helguvik. The agreement with Nordural was under dispute and Nordural initiated arbitration proceedings to
determine the validity of the agreement. A conclusion was reached on 16 December 2011. According to the award
the agreement from 2007 is valid but some of the conditions have not been fulfilled. Noréural and HS Orka continue
to work together to determine if the conditions will be fulfiled at some future date or if the agreement can be
amended to provide for the delivery of power on revised terms.

The operating assets under construction were tested for impairment at 31 December 2013 by estimating their
recoverable amount. The impairment test was based on several assumptions including delivery of power
commencing in 2018. There is some uncertainty related to the future timing of the project (Reykjanes expansion)
due to both negotiations with NAL, assumptions of price and market conditions, what WACC is relevant and the
form of financing for the project, which could affect the recoverability of the assets.
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14. Intangible assets

Intangible assets are specified as follows: Development

Software cost Total
Cost
Balance 1.1.2012 ... 339.965 992.694 1.332.659
Additions during the year ...........cccecoveiiiiiiiei e 509 23.667 24176
DISPOSAIS .....ooeiiviiiiie ettt ( 48.265) 0 ( 48.265)
Balance 31.12.2012 ..o 292.209 1.016.361 1.308.570
Additions during the year ...........cccccoveiiiiiiie i 3.064 72.072 75.136
Balance at 31.12.2013 ... 295.273 1.088.433 1.383.706
Amortization
Balance at 1.1.2012 ..o 203.719 146.241 349.960
Amortization for the year ...........ccccocvieeiiiiiic e 16.812 0 16.812
DiSPOSAIS ..ottt ( 48.265) 0 ( 48.265)
Balance at 31.12.2012 ......ooiiiiieeeee e 172.266 146.241 318.507
Amortization for the year .........ccoociieiii e 14.463 0 14.463
Balance at 31.12.2013 .. .o 186.729 146.241 332.970
Book value
1102012 e 136.246 846.453 982.699
31122012 e e e 119.944 870.121 990.065
312,201 e e 108.545 942.192 1.050.737
Impairment test 2013

Development cost includes the costs for experimental drilling at Trélladyngja, Krysuvik and Eldvérp. Relevant costs
are capitalized to the extent that it is probable that future benefits are generated in order to recover the investment.
HS Orka hf. holds a research permit in these areas and according to management results from analysis to date are
positive. If it becomes evident that the development cost will not be utilized by the Company to generate revenue it
must be expensed as an impairment cost. Management has confirmed that the above projects are feasible and it is
likely that they will generate revenues in the future. At the end of 2013 there has been no material changes to the
assumption regarding impairment of intangible assets and expected returns are in excess of capitalized cost.
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15.

16.

17.

Investments in associates
Investments in associates are as follows: 2013 2012
Carrying Carrying
Share amount Share amount
Blaa Lonid hf. (the Blue Lagoon), Iceland .......... 33,0% 643.280 33,2% 461.793
Hreyfing Eignarhaldsfélag ehf., Iceland ............ 0,0% - 23,9% 79.914
Hotel Blaa Lonid ehf., Iceland ...........cccccvvvveeeeee. 0,0% - 24,4% 472
Blue Lagoon International ehf., Iceland ............ 0,0% - 22,4% 3.139
DMM-lausnir ehf., lceland ............ccccccvvvvvunnnnnnne. 27,1% 17.202 22,9% 17.482
Sudurorka ehf., lceland .............ccccoeevvveivieieennn. 50,0% 202.637 50,0% 177.637
HS Orkurannsoéknir ehf., Iceland ....................... 100,0% 500 100,0% 500
TOtal .o 863.619 740.937

The Company’s share in profit of its associates for the year 2013 was ISK 438 million (2012: ISK 170 million). The
share in associates profit or loss is based on un-audited financial information. Currency translation difference for the
year was negative in the amount of ISK 49 million (2012: positive ISK 37 million).

The Company sold during the year its shares in Hotel Blaa Lonid ehf., Blue Lagoon International ehf. with a profit of
ISK 8 million. There was a loss of ISK 55 million from the sale of the shares in Hreyfing Eignarhaldsfélag ehf. The
amounts shown are reflected in profit share of associates.

The Cdrhbany made investments in Sudurorka ehf. in a j-dint venture for Bulah-dsvi'rkjun-Hydro de\feioprhent asset
during the year for ISK 25 million.

Results from HS Orkurannsoéknir ehf. are not included in the share of profit of associates as the company had no
operations during the year.

Investments in other companies

Investments in other companies are as follows: 2013 2012
Carrying Carrying
Share amount Share amount
Keilir ehf., Iceland ..........cccoooiiiin, 10.2% 17.500 10.2% 17.500
islensk nyorka hf., Iceland ...............cccccoovveuennnn. 8.1% 9.575 8.1% 9.575
Total oo 27.075 27.075
Bonds
2013 2012
Non-current
Financial assets at fair value through profit or loss, Reykjanesbaer bonds ................ 313.586 363.028
313.586 363.028
Current
Financial assets at fair value through profit or loss, Reykjanesbaer bonds ................ 81.532 78.740
81.532 78.740
Total 395.118 441.768

The bonds are interest-bearing financial assets designated at fair value through profit or loss, with a carrying
amount of ISK 395 million at 31 December 2013 (2012: ISK 442 million) have stated interest rates of 5.0% plus
indexation, are paid annual installments and mature in 2019. The bond is valued at 5.0% interest rate. Valuation of
the bonds is classified as level 2 in the fair value hierarchy.
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18. Embedded derivatives in power sales agreements
In 2004 The Company signed power sales agreements with Nordural on power supply until the year 2026. In 1999
The Company has also signed an agreement with Landsvirkjun for the sale of power until the year 2019. Payments
under the agreements are made in USD and are partly linked to the price of aluminium.

These long-term power sales agreements feature embedded derivatives, the value of which is adjusted upon
changes in the future price of aluminium.

In evaluating the value of embedded derivatives, generally accepted valuation methods are applied, as the market
value is not available. The fair value of the power purchase agreements is calculated on the basis of the forward
price of aluminium. The expected present value of cash flows based on the reporting date is calculated on the basis
of the registered forward price of aluminium on the London Metal Exchange (LME) over the next 10 years after the
reporting date and expectations of price trends of aluminium when a forward market ends, and growth applied to the
calculation was 2.19% (2012: 1.99%). The expected present value of cash flows, from the agreements, on the
agreement date is deducted from this value based on aluminium price assumptions used for the conclusion of the
agreements. The difference is a fair value change of the derivative, which is recognized in profit or loss. Embedded
derivatives in power purchase agreements are expected to have no value at the beginning of the agreements.

When calculating the present value the Company uses the current government yield curve for US sovereign strips
plus applicable counterparty risk spread which is calculated based on the credit rating of the counterparty.

In addition, the Company has concluded that other power sale agreements that the Company holds with
Landsvirkjun where the power price is based on Landsvirkjun's price list, with indexation in ISK, do not include
embedded derivatives.

Fair value of embedded derivatives are as follows: 2013 2012
Fair value of embedded derivatives at 1.1. .......c...ccooveeiiieiiiee e 4.260.671 4.461.407
Changes in fair ValUE .......c.oooiiiiiiiiieee e e ( 4.138.090) ( 200.736)
Fair value of embedded derivatives at 31.12. ..., 122.581 4.260.671

Interest rates used for determining fair value of embedded derivaties:

2013 2012
Embedded derivatives in power purchase agreements (USD) .........ccccceeecvveeeinnnnn. 1.64 - 4.84% 1.90- 3.94%
For sensitivity of aluminum prices and interest rates a reference is made to note 30.
19. Deferred tax asset (liabilty)
Movement in deferred tax asset (liability) is specified as follows:
Deferred tax asset (liability) on 1.1. ............... ( 825.978) 499.481

Changes recognized in profit Or I0SS .........coooiiiiiiiiei e 186.461 ( 120.625)
Changes recognised in Other Comprehensive Income 7.553 ( 1.204.834)
Deferred tax (liability) 0N 31.12. ..o ( 631.964) ( 825.978)
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19. Deferred tax asset (liability), continued:

Deferred tax asset is as follows at the year end: 2013 2012
OPperating @SSEtS ......c.cueiiiiiii e ( 1.200.566) ( 1.250.750)
DEIIVALIVES ..ot 110.407 ( 648.996)
INVENTOMIES ...ttt e 3.399 3.398
Trade and other receivabIes .............cooiiiiiiiiii e 5.366 7.555
Pension obligation ... 292.127 287.411
Deferred foreign exchange 10SS ..o ( 161.472) 160.681
Tax losses carried fOrward ... 318.775 614.723
Deferred tax asset (liability) 0n 31.12. ..o ( 631.964) ( 825.978)

Tax loss carry-forward can be utilized over 10 years from the date that the loss is incurred. Tax loss carry-forward at
year end amounted to ISK 1,594 million (2012: ISK 3,074 million) and is useable until 2018. Management has
concluded, based on its projections, that there will be sufficient taxable profit in the future to use the tax loss
currently carried forward.

20. Prepaid lease and royalty fee
The Board of the Company exercised the right to convert the long term receivable with Grindavikurbeer, following
the sale of land, into prepaid royalty fee and land lease. The prepaid royalty fee and land lease is classified as a long
term receivable and will be expensed over the remaining life of the long term receivable (61 years).

21. Receivables
Long-term receivables

Changes in long term receivables from HS Veitur hf. are as follows: 2013 2012
Long term receivable from HS veitur due to pension liability 1.1. ..........cccoeoiiiineen. 289.647 200.926
HS Veitur share of increase in pension obligation ..............cccooiiis 87.317 133.517
Collected from HS VEIUT .......cooviiiiiieeeeirc et ( 45.600) ( 44.796)
Long term receivables from HS veitur due to pension liability 31.12. ...........ccccee. 331.364 289.647

Trade and other receivables
Trade and other receivables are specified as follows:

Trade reCeIVADIES ..........uuuuiiiiceeee e 774.698 821.206
Receivable from HS veitur hf. ... 157.123 222.404
Allowance for bad debt ... ( 26.830) ( 37.775)
Total trade reCeIVADIES ..........ooooiiiiiieeeeeeeeeeeeeeeeee s 904.991 1.005.835
Other FECEIVADIES .....vvveeeeie et e e e e e e e e et raeeeaeeeeeaaes 98.894 228.741
Total trade and other receivables ... 1.003.885 1.234.576

The Company's exposure to credit and currency risks and impairment losses related to trade and other receivables
is disclosed in note 30.
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22. Short term investments
The Company has invested in short term debt securities amounting to ISK 357 million at the end of the year (2012:
ISK 566 million). Fair value of short term investment is based on brokers quote.

23. Cash and cash equivalents 2013 2012
Cash and cash equivalents are as follows:

BanK DAlANCES ........oeiiiiiiie e 4.413.403 5.227.728
Cash and cash eqUIValENTS ..........cuiiiiiiii e 4.413.403 5.227.728

At year end 2013 cash in the amount of ISK 520 million (USD 4.5 million) (2012: ISK 578 million) is classified as
restricted. The cash is dedicated to secure loan payments in accordance with a collateral agreement concluded in
March 2010 with the Company's lenders.

The Company's exposure to interest rate risk and sensitivity analysis for financial assets and liabilities is disclosed in
note 30.

24. Equity
Issued capital
Issued share capital, as stipulated in the Company’s Articles of Association, amounted to ISK 7,841 million (2012:
ISK 7,841 million). One vote is attached to each share of one ISK in the Company in addition to rights to receive
dividends. All issued capital has been paid for.

Outstanding number of ordinary shares 2013 2012
Outstanding shares 0N 1 JANUAIY ........occeeiiieiiiiiie e 7.841.124 6.962.919
Share capital INCrEASE .........coiiuiiiiiiiii e 0 878.205

Outstanding shares on 31 December 7.841.124 7.841.124

Share premium

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

Translation reserve
The translation reserve comprises of all foreign currency differences arising from the translation of the Company's
proportionate share in certain associates.

Revaluation reserve
The revaluation reserve relates to the revaluation of operating assets, net of income tax. The revaluation reserve
may not be distributed as dividends to the Company's shareholders.

Dividends
Dividend paid during 2013 was ISK 150 million (2012: no dividend paid).

The Board of directors proposes that dividend in the amount of ISK 150 million (ISK 0.019 per share) will be paid to
shareholders during the year 2014.
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25. Earnings per share
Basic and diluted earnings (loss) per share

(Loss) profit for the year ...........cccuveeiiiiei e

Weighted average number of ordinary shares

Shares 0N 1 JANUAIY ......ooviiiiiiiiieiiiee et e e e e e e eee s
Effect of share capital increase ...........cccocceveeiiiiiici e,
Weighted average number of ordinary shares ..........c.ccccecveveveeiennicnnns

Basic and diluted (loss) earnings per share ............ccccceevvveeccciee e,

26. Loans and borrowings

2013 2012
355.079) 652.776
7.841.124 6.962.919
0 731.838
7.841.124 7.694.757
0,05) 0,08

This note provides information about the contractual terms of the Company’s interest-bearing loans and borrowings,
which are measured at amortized cost. For more information about the Company’s exposure to interest rate, foreign

currency and liquidity risk, see note 30.

2013 2012
Non-current debt
Unsecured bank [08NS .......ccoooiiiiiiiiiii e ————— 385.044 424.306
Secured bank loans With COVENANTS ...........uuuiiiiiiiiiiiiieeie e 12.181.758 15.581.345
UNSECUred BONA iSSUE ....cccceeeiiiiiiiiiieecce s 1.953.904 2.382.902
CUrrent MatUItIEs .......c.ooiiii e 2.221.609) ( 2.381.334)
NON-CUITENT AEDE ...t e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeees 12.299.097 16.007.219
Current debt
CUITENE MALUNLIES ..oevvviiiiiieie e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeeees 2.221.609 2.381.334
Current 10ans and DOITOWINGS ........uueiiiiiiiiiiiii et 2.221.609 2.381.334
Total interest-bearing loans and bOIrrOWING ........c.eeiiiiiiiiiiiiiee e 14.520.706 18.388.553
Terms of loans and borrowings
Loans in foreign currency: 2013 2012
Weighted Weighted
Final due average Carrying average Carrying
date interest rate amount interest rate amount
Loans in USD ......cccccceveveeeeiinins 2019-2023 2,1% 2.479.299 2,3% 3.173.652
Loans in CHF .........ccociiiieneen. 2021-2022 2,1% 3.852.216 2,2% 4.731.696
Loans in EUR .......cccoocivieiiiins 2019-2021 2,9% 2.614.025 3,0% 3.243.444
Loans in JPY .....cccciiiiiiieeiiins 2021-2023 1,4% 1.177.993 1,5% 1.798.494
Loansin CAD ........cceeeeeeeeenn. 2021-2023 1,8% 1.039.731 1,8% 1.375.244
Loans in SEK .......ccccceveeeeviinins 2021 3,8% 675.187 4,8% 836.173
Loans in GBP .......ccccccceveeiiiinnns 2021 0,8% 343.308 1,1% 422.642
12.181.759 15.581.345
Loans in ISK:
Indexed loans in ISK .................. 2016-2017 4,0% 2.062.205 4,0% 2.515.097
Other loans in ISK ...........c.......... 2031 6,8% 276.742 6,4% 292.116
2.338.947 2.807.213
Total interest-bearing loans and borrowings .........cccccceeevcvvveeennnn. 14.520.706 18.388.558
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26. Loans and borrowings, continued:

Annual maturities of loans and borrowings are as follows: 2013 2012
YA 20714/2013 ...ttt sttt ne e aee e 2.221.609 2.381.334
YA 20715/2014 ...ttt sttt ae et eaes 2.244.195 2.402.384
YA 20716/2015 ...ttt ettt e e eaes 2.267.687 2.424.394
YA 20717/2016 ...ttt sttt ettt e e e e e 1.951.526 2.447 121
YA 20718/20717 ..ttt ettt ettt n et esaeeenee e 1.655.703 2.141.786
SUDSEUENT e e e e e e e e e e eaann 4.179.986 6.591.534
Total interest-bearing loans and DOITOWINGS ........oocuiiiiiiiiiiiiee e 14.520.706 18.388.553
Covenants

At the end of the year 2009, the Company signed temporary agreements with its lenders with revised covenants and
interest rates for the years 2009 and 2010. One of these temporary agreements was extended through 2011, 2012
and 2013 by one of the banks (European Investment Bank) but further waivers were not required by the other two
banks. This waiver has now changed slightly and extended for 2014. All effective covenants were fulfilled by the
Company in 2013.

27. Pension obligations
According to actuaries' assessment, the Company's accrued pension obligations amounted at year end 2013 to ISK
1,792 million (2012: ISK 1,727 million), discounted based on an interest rate of 2.0%, (taking into account the net
assets of part of the pension funds). Presumptions on life expectancy, mortality rate and discount rate are in
accordance with provisions of Regulation no. 391/1998 on obligatory pension right insurance and pension funds'
operation. The increase in the obligation in 2013 is based on general salary increase taking into account interests.
The Company's pension obligation is uncapitalized.

A part of the pension obligation pertains to the Company's employees providing services to HS Veitur hf. and HS
Veitur hf. participates in the cost of the increase in these employees' pension obligations. HS Veitur hf.'s share in the
increase in the pension obligations during the year amounted to ISK 102 million (2012: ISK 89 million) and is
recognized as a long term receivable from HS Veitur hf. Actuarial gains and losses relating to HS Veitur hf.’s share
in pension liability are recognized as production cost as they are reimbursed by HS Veitur hf.

2013 2012
Pension commitment at 1.1, ..o 1.726.700 1.576.500
Contribution during the Year ... ( 80.229) ( 72.328)
CUITENE SEIVICE COSL ....eiiiiiiii ettt e e 15.917 24.731
INEEIESE EXPENSE ... s 35.202 32.616
Actuarial changes HS Orka part .........ccoooeiiiiiiiiieeee e 37.765 66.072
Actuarial changes HS Veitur part charged to profit or 0SS ...........cccccoviiiiiiiiieiennnn 56.647 99.108
Pension obligation at 31.12. ... s 1.792.000 1.726.700
Pension obligations are as follows:
The pension fund for State emPpPIOYEES ........c..oeviiiiiiiii e 895.400 879.400
The pension fund for Municipality of Hafnarfjoréur employees ............cccccoovvieiennnen. 541.700 527.800
The pension fund for Municipality of Westman Islands employees .............c..cccoueee. 354.900 319.500
Pension fund obligation at 31.12. .......eeiiiri e 1.792.000 1.726.700
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28. Currency and interest rate swap contracts
The Company held long term currency and interest rate swaps contracts with Glitnir Bank hf. ("Glitnir"), which was
taken over by the Financial Supervisory Authority (FSA) in October 2008.

A foreign currency swap agreement entered into between Glitnir hf. and HS Orka hf. on 19 November 2006 is in
dispute. HS Orka claims the agreement was annulled in November 2008 when Glitnir stated in a communication to
HS Orka that they did not intend to fulfill their part of the contract. Glitnir now claims the contract is still valid and
demands payments from HS Orka. The parties have had discussions to seek a compromise and explore whether
there is a possibility for negotiations to settle the agreement. Glitnir has made an offer to HS Orka where they claim
an amount identical to the amount HS Orka has calculated, based on the original contract. However, they further
claim a penalty interest assessment for the whole amount. The penalty interest is considered unacceptable by HS
Orka in light of the facts, and if further negotiations will not lead to a result acceptable to HS Orka, it will be up to the
courts to decide on the matter. HS Orka will claim principally that the agreement was terminated in November 2008
and therefore HS Orka has no obligations thereunder, but at the same time and alternatively, that net present
calculations of obligations pursuant to the agreement should be substantially lower than those claimed by Glitnir. HS
Orka’s calculation of the contract value is ISK 675 million and is shown at that value in the Statement of Financial
Position. on February 20, 2013 Glitnir's attempted to terminate the swap agreement, as stipulated in a letter issued
by the Winding up Board of Glitnir. In HS Orka’s managements opinion the attempted termination is based on
weak legal grounds and that it is unlikely that Glitnir's claim in that respect will be upheld.

In evaluating the value of currency and interest rate swaps, generally accepted valuation methods are applied, as
the market value is not available. When conducting the valuation the contractual cash flows of the agreements is
discounted with current market interest rates. The Company uses current swap rates for foreign currency
denominated legs and the Housing Finance Fund curve for ISK CPI indexed legs when calculating the fair value of
currency and interest rate swaps. The liability at year end were classified as current or long term based on the term
of the swaps.

Recognised amounts of currency and interest rate swap contracts in the statement of financial position are specified

as follows:
2013 2012
Non-current
Effective portion of swap recognized at fair value ............ccccceeiniiiii 263.495 677.508
263.495 677.508
Current
Amortized payments carried at COSt ..o 371.788 349.607
Effective portion of swap recognized at fair value ............cccocceeiniiiini 39.332 110.862
411.120 460.469
1 <= | O PO PP TPRROPPR 674.615 1.137.977
29. Trade and other payables
Trade and other payables are as follows: 2013 2012
Trade PAYADIES ........eeiiii e 437.668 482.996
Other PAYADIES ......ooiiiie et 657.091 659.090
Total trade and other payables ... 1.094.759 1.142.086

The Company’s exposure to currency and liquidity risk related to trade and other payables is disclosed in note 30.

30. Financial instruments
Overview
The Company's activities are exposed to financial risk consisting of credit risk, liquidity risk and market risk. Market
risk consists of currency risk and interest rate risk.

This note presents information about the Company’s exposure to each of the above risks, the Company’s
objectives, policies and processes for measuring and managing risk, and the Company’s management of capital.
Further quantitative disclosures are included throughout these financial statements.
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30. Financial instruments, continued:

Risk management framework

The management is carried out by management under policies approved by the Board of Directors. Management
identifies, evaluates and manages financial risk in close co-operation with the Board of Directors. The Company's
risk management program focuses on addressing the unpredictability of financial markets and seeks to minimize
potential adverse effects on the Company's financial performance. The Company determines whether or not to use
derivative financial instruments to hedge certain risk exposures if such derivatives are available. The Company
does not currently hedge its risk exposure except for part of its currency risk where revenues in USD are hedged
against loans in USD.

Credit risk
Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Company’s receivables from customers.

The Company’s exposure to credit risk is influenced mainly by the individual characteristics of its customer.
Approximately 54% (2012: 56%) of the Company’s revenue is attributable to sales transactions with the two largest
customers. Trade and other receivables are receivables from retail customers, companies, large consumers and
power companies.

The Company has set a credit policy where all new significant customers are evaluated for credit risk. Payment
history of those customers is checked.

Most of the Company's customers have been customers for many years and loss on receivables has been
insignificant in proportion to turnover. Credit risk management includes taking into account the age of the
receivables and financial standing of each customer. The list of aged receivables is reviewed on a regular basis by
the credit controller. Customers that are behind in payments are not permitted to make further transactions with the
Company until they settle their debt or the Company's collection department approves further transactions based on
an agreement.

The Company establishes an allowance for impairment that represents an estimate of expected losses of trade and
other receivables. The main components of this allowance are a specific loss component that relates to individually
significant exposures, and a collective loss component established for companies with similar receivables in respect
of losses that have been incurred but not yet identified. The collective loss allowance is determined based on
historical data of payment statistics for similar receivables.

The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure to credit
risk at the reporting date was:

Notes 2013 2012
BONAS ..o ———— 17 395.118 441.768
Long term receivables ... 21 331.364 289.646
Trade and other receivables ...............uuvveiiiiiiiiiiiiccicccceeeeeeeee e, 21 1.003.885 1.234.576
Shortterminvestment ...............oooiiiiiiiiiiieee 22 357.020 565.800

23 4.413.403 5.227.728
6.500.790 7.759.518

Cash and cash equivalents ....

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

Large users and pOWEr COMPANIES ........ocorurieiiiiiieeiiiiee et 327.490 383.705
Receivables from HS VEIUN ......oooi oo 157.124 222.404
Other CUSTOMIEIS .. ... e e e e e e e e e e e e eaaeeas 447.207 437.501

931.821 1.043.610
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30. Financial instruments, continued:
Credit risk, continued

The aging of trade receivables and impairment at the reporting date was:

2013 2012

Gross value Impairment Gross value Impairment

Not past due ......eeeeveeiiiiii e, 878.507 4.898 974.402 3.240
Past due 0 - 30 days .....cccoeeeeeiiiiiniiieiee e 11.650 1.672 14.033 1.310
Past due 31 - 60 days ....cccccccoevciviiieineeeeieiiines 5.830 1.211 10.223 1.078
Past due 61 -90 days .....ccccceevevviviiieeeeeeeeeiienes 4.045 882 7.464 2.638
Past due more than 90 days ..........cccccevieeennne. 31.789 18.167 37.488 29.509
931.821 26.830 1.043.610 37.775

Impairment of trade receivables related fully to other customers.

The movement in the allowance for bad debt impairment in respect of trade receivables during the year was as

follows:

2013 2012
BalanCe at 1.1, .o s 37.775 46.638
FINal WHtE OFf ... ( 14.717) ( 34.177)
Impairment 10SSES reCOGNIZEA .........ueiiiiiiiii e 3.772 25.314
BalancCe at 31.12. ... s 26.830 37.775

Other financial assets subject to credit risk are not impaired
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30. Financial instruments, continued:

Liquidity risk:

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with financial
liabilities that are settled by delivering cash or another financial asset. The Company’s approach to managing
liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due,
under both normal and stressed conditions, without incurring unacceptable losses or risking damage to the
Company’s reputation. At the year end 2013 the Company held Cash and Cash equivalent in the amount of ISK
4,413 million (2012: 5,228 million).

The Company has not made agreements for new loan facilities and had no unused loan facilities at year end 2013
and 2012.

The following are the contractual maturities of financial liabilities, including estimated interest payments:

Carrying Contractual Less than After
amount cash flows one year 1-2years 2- 5 years 5 years
31 December 2013
Loans and
borrowing .............. 14.520.706 16.088.720 2.583.605 2.544.002 6.502.137 4.458.976
Trade and other
payables ............... 1.094.759 1.094.759 1.094.759
Derivatives .............. 674.615 627.807 411.120 62.565 154.122
31 December 2012
Loans and
borrowings ............ 18.388.553 20.787.184 2.935.771 2.872.064 7.912.225 7.067.124
Trade and other
payables ............... 1.142.086 1.142.086 1.142.086
Derivatives .............. 1.137.977 1.082.307 459.220 133.520 489.567
Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, aluminum prices and interest
rates will affect the Company’s income or the value of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while optimizing the
return. Market risk for the Company consists of currency risk, aluminum price risk and interest rate risk.

The Company is exposed to currency risk on sales, purchases and borrowings that are denominated in currencies
other than ISK. The currencies in which these transactions primarily are denominated are US Dollar (USD), Swiss
Franc (CHF), Euro (EUR), Canadian Dollar (CAD), Swedish Krona (SEK), British Pound (GBP) and Japanese Yen
(JPY).

Due to market conditions in Iceland the Company is currently not able to hedge against foreign exchange rate risk
as there is no counterparty for forward contracts or other derivatives available in Iceland. The Company does hedge
a portion of its revenue in USD with borrowings in USD. The Company holds USD cash at year end amounting to
ISK 764 million (2012: ISK 827 million) for repayments of loans in foreign currencies.
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Notes, continued:

30. Financial instruments, continued:

The Company’s exposure to foreign currency risk is as follows:

Other

CHF EUR usb JPY CAD currencies
2013
Derivatives ............. (1.102.293) (1339.943) (285.809) (318.353) 0 (172.119)
Receivables ............ 7.616 163.247
Cash and cash
equivalents ........... 86 11.789 764.225 5 4 396
Loans and
borrowings ........... ( 3.852.216) ( 2.614.025) ( 2.479.299) ( 1.177.993) ( 1.039.731) ( 1.018.495)
Payables ................. ( 39.926) ( 2.317) ( 6.618)
Balance
sheetrisk .............. ( 4.954.423) ( 2.934.563) ( 1.877.562) ( 1.496.341) ( 1.042.044) ( 1.196.836)
Estimated
sale 2014 .............. 2.082.928
Estimated
purchases
2014 ( 542.224)
Gross foreign
exchange
rate risk ................. 0 0 1.540.704 0 0 0
Net foreign
exchange
rate risk ................ ( 4.954.423) ( 2.934.563) (  336.858) (  1.496.341) ( 1.042.044) ( 1.196.836)
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Notes, continued:

30. Financial instruments, continued:

Other
CHF EUR usb JPY CAD currencies
2012
Derivatives ............. (1.508.292) ( 457.761) 3.685.958 ( 546.171) 0 (236.826)
Receivables ............ 282.447
Cash and cash
equivalents ........... 93 10.926 826.874 6 5 431
Loans and
borrowings ............ (4.731.696) (3.243.444) ( 3.173.652) ( 1.798.494) (1.375.244) (1.258.815)
Balance
sheetrisk .............. ( 6.239.895) ( 3.690.279) 1.621.627 ( 2.344.659) ( 1.375.239) ( 1.495.210)
Estimated
sale 2013 .............. 2.537.011
Estimated
purchases
2013 o ( 535.111)
Gross foreign
exchange
rate risk ................. 0 0 2.001.900 0 0 0
Net foreign
exchange
rate risk ................ ( 6.239.895) ( 3.690.279) 3.623.527 (  2.344.659) ( 1.375.239) ( 1.495.210)
The following exchange rates were used during the year:
Average exchange rate End of year exchange rate
2013 2012 2013 2012
CHF 132,27 133,72 129,55 141,03
EUR oo 162,83 161,18 158,94 170,27
USD e 122,52 125,35 115,30 129,05
JPY 1,26 1,57 1,10 1,50
CAD e 119,06 125,48 108,39 127,74

A 10 percent strengthening of the ISK against the following currencies at 31 December would have increased
(decreased) profit or loss after tax by the amounts shown below. This analysis assumes that all other variables, in
particular interest rates, remain constant. The analysis was performed on the same basis for 2012.

Profit or (loss)

2013 2012
(O o OO SPR SRR 396.354 499.192
EUR e e e et e e e et — e e e e s abe e e e aaaeeeaanraeans 234.765 295.222
U S D it — e e e e e ——— e e e e —— e e e aatte e e e aabeeeeaaareeaantaeans 150.205 ( 129.730)
JP Y e e e et e et e e e e e ba e e e e abeeaeaarataeeatreaeans 119.707 187.573
(O USSR UPPRP 83.364 110.019
(01 1= ot U =Y Lo = PP 95.747 119.617

A 10 percent weakening of the ISK against the above currencies at 31 December would have had the equal but
opposite effect on profit or loss after tax to the amounts shown above, on the basis that all other variables remain
constant. The analysis is performed on the same basis for the year 2012.
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Notes, continued:

30. Financial instruments, continued:

The majority of the Company's long term borrowings are subject to variable interest rates. Due to current market
conditions in Iceland the Company does not currently hedge its interest rate risk as there is no counterparty for
forward contracts or other derivatives available in Iceland.

Interest-bearing financial assets and liabilities are as follows at the year end: 2013 2012

Financial instruments with fixed interest rate

FINANCIAl @SSELS ...ooiiiiiiiiieee e 395.118 441.768

Financial labilities .........coeiiiii e ( 2.062.205) ( 2.515.097)
( 1.667.087) ( 2.073.329)

Financial instruments with floating interest rate

FINANCIAl @SSELS ...ooiiiiiiiiiee e 4.413.403 5.793.528

Financial labilities .........cueiiiiiiii e e ( 12.458.501) ( 15.873.457)
( 8.045.098) ( 10.079.929)

Derivatives

Embedded derivatiVes ..........oooeeeiiiiiiieec e 122.581 4.260.671

Currency and interest rate SWap .........ocoooiiiiiiiiii e ( 674.615) ( 1.137.977)

( 552.034) 3.122.694

Fair value sensitivity analysis for fixed rate instruments:

An increase or decrease of 100 basis points in interest rates at the reporting date would have increased (decreased)
profit or loss and equity after tax by the amounts shown below. This analysis assumes that all other variables, in
particular foreign currency rates, remain constant. The analysis was performed on the same basis for the year 2012.

Equity Profit or loss
100 bp 100 bp 100 bp 100 bp
increase decrease increase decrease
2013
Financial assets ..........cccccviiiiiiiiiiee 0 0 ( 10.380) 10.868
Fair value sensitivity analysis, net ...................... 0 0 ( 10.380) 10.868
2012
Financial assets .........ccccccviiiiiiiiiiiee 0 0 ( 13.147) 15.899
Fair value sensitivity analysis, net ...................... 0 0 ( 13.147) 15.899

Fair value sensitivity analysis for derivatives

An increase or decrease in interest rates of 100 basis points at the reporting date would have increased (decreased)
the return after tax by the following amounts. This analysis is based on that all other variables, in particular foreign
currency rates, remain constant. The analysis was performed on the same basis for the year 2012.

Profit or loss

100 bp 100 bp
increase decrease

2013
Embedded derivatiVes ............ooiiiiiiii e ( 22.517) 25.052
Currency and interest rate SWap .........cooioiiiiiiiiii i ( 23.128) 23.897
Fair value sensitivity analysis, Net ............cooiiiii e ( 45.645) 48.949
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Notes, continued:

30. Financial instruments, continued:

Profit or loss

100 bp 100 bp
increase decrease

2012
Embedded derivatiVes ............ooiiiiiiiii e ( 220.438) 242.602
Currency and interest rate SWap .........ccooiiiiiiiiiiii e ( 42.163) 39.347
Fair value sensitivity analysis, Net ..o ( 262.601) 281.949

Cash flow sensitivity analysis for floating interest rate instruments

An increase or decrease in interest rates of 100 basis points at the reporting date would have increased (decreased)
the return after tax by the following amounts. This analysis is based on the assumption that all other variables, in
particular foreign currency rates, remain constant. The analysis was performed on the same basis for the year 2012.

Profit or loss

100 bp 100 bp
increase decrease
2013
Financial instruments with floating interest rates ...........occci i ( 64.361) 64.361
Cash flow sensitivity analysis, Net ... ( 64.361) 64.361
2012
Financial instruments with floating interest rates ( 80.640) 80.640
Cash flow sensitivity analysis, Net ... ( 80.640) 80.640

Aluminium price risk

The Company has entered into power purchase agreements with Nordural on power supply until the year 2026.
The Company has also entered into an agreement with Landsvirkjun on the sale of power until the year 2019. The
agreements are in USD and the contract price of power is based on the world market value of aluminum. The
Company does not currently hedge against aluminum price change.

A 10 percent increase or decrease of aluminium prices at 31 December would have increased (decreased) profit or
loss after tax by the amounts shown below. The analysis was performed on the same basis for 2012.

Profit or (loss)

2013 2012
[Tt == ET= N ot O RSP 1.699.406 2.433.445
DeCrease Of 1090 ..eeiiiiieie e e ( 1.699.406) ( 2.433.445)
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Notes, continued:

30. Financial instruments, continued:
Fair value

The fair values of financial assets and liabilities, together with the carrying amounts shown in the statement of
financial position, are as follows:

2013 2012
Carrying Carrying
amount Fair value amount Fair value
Interest-bearing long-term debts ....................... ( 14.520.706) ( 14.142.410) ( 18.388.553) ( 18.138.840)

( 14.520.708) ( 14.142.410) ( 18.388.553) ( 18.138.840)

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

For foreign denominated debt the discount rates are based on interbank rates. All discount rates include an
adequate credit spread, and were as follows.

Interest rates used for determining fair value:
2013 2012

Interest bearing long term liabilities ... Libor + 250 bp Libor + 250 bp

Fair value of other financial assets and liabilities is equal to their carrying amount.
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Notes, continued:

30. Financial instruments, continued:
Other market risk
Other market value risk is related to investments in bonds and shares and is considered insignificant.

Classification of financial instruments
Financial assets and liabilities are classified as follows:

Financial Financial Financial

assets assets and liabilities

designated at fair liabilities measured
Loans and value through held for at amortized Carrying
receivables  profit and loss trading cost amount

2013
Investment in other companies .......... 27.075 27.075
BoNds ....cooiiiiiii e 395.118 395.118
Derivatives ........cccoceviiiiiiiiieceieee 260.580 260.580
Trade receivables .. 904.991 904.991
Other receivables ...........cccoeeernnen. 430.258 430.258
Short term investments ...................... 357.020 357.020
Cash and cash equivalent .. 4.413.403 4.413.403
Total assets .......coevveviecicieeniecec 5.748.652 779.213 260.580 0 6.788.445
Loans and borrowings ..........cccccceeenns 14.520.706 14.520.706
Derivatives ........cccoeveviiiiiiiieceieee 812.614 812.614
Trade payables ..o 437.668 437.668
Other payables ..........ccccoocvevinieeenne. 657.091 657.091
Total liabilities .........ccccceeeeenieeiieieene 0 0 812.614 15.615.465 16.428.079
2012

Investment in other companies .......... 27.075 27.075
BoNnds ....coooiiiiieie e 441.768 441.768
Derivatives ........ccoceviiiiiiniieceieee 4.260.671 4.260.671
Trade receivables ...........cccoceevneennne 1.005.835 1.005.835
Other receivables ...........ccccoeeernnen. 518.387 518.387
Short term investments ...................... 565.800 565.800
Cash and cash equivalent .................. 5.227.728 5.227.728
Total @ssets .......cccevveeeiiiiiicce, 6.751.950 1.034.643 4.260.671 0 12.047.264
Loans and borrowings ..........cccccceeenns 18.388.553 18.388.553
Derivatives ........cccooeviiiiiiiiieceieee 1.137.977 1.137.977
Trade payables .........ccccceeeevcieniennnn. 482.996 482.996
Other payables .. 659.090 659.090
Total liabilities .........ccccoeeeeenieiiieiene 0 0 1.137.977 19.530.639 20.668.616
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Notes, continued:

31. Fair value hierarchy:
The table below analyses assets carried at fair value, sorted by valuation method. The different levels have been
defined as follows:

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

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

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

Level 1 Level 2 Level 3 Total
31 December 2013
Operating @sSets ........cccoeveriiieiiieiie e 31.422.097 31.422.097
Embedded derivatives ...............cccoccooniiiiiiii ( 21.386) 143.966 122.580
BONAS ... 395.118 395.118
Other derivatives ...........cccoiiiiiiiiiiic e ( 302.827) ( 302.827)
Investments in other companies ..........coccceeviiiiiniieenis 27.075 27.075
Short term investments ............cccccoiiiiniiiii 357.020 357.020
TOtAl s 357.020 70.905 31.593.138 32.021.063
31 December 2012
Operating @sSets ........ccooeriiieiiieiienie e 31.494.192 31.494.192
Embedded derivatives ............cccccoiiiii 227.412 4.033.259 4.260.671
BONAS ... 441.768 441.768
Other derivatives ...........cccccoiiiiiiiiiicc e ( 788.365) ( 788.365)
Investments in other companies ..........ccccceevieiiiiieenis 27.075 27.075
Short term investments ............ccccciviiiiiiiii 565.800 565.800
TOtal e 565.800 ( 119.185) 35.554.526 36.001.141

Embedded derivatives that expire in the year 2026 are classified in level 3 due to the fact that the forward market for
aluminium only extends to maximum of ten years. Fair value change for asset classified at Level 3 amount to ISK
3,889 million.

32. Capital management
The Board's policy is to maintain a strong capital base to sustain future development of the business.

The Company's Board of Directors seeks to maintain a balance between the higher returns that might be possible
with higher levels of borrowings and the advantages and security afforded by lower levels of borrowings. The equity
ratio was 58.0% at year end 2013 (2012: 53.4%).

There were no changes in the Company’s approach to capital management during the year and the Company is not
obliged to comply with external rules on minimum equity other than those required pursuant to covenants in its loan
agreements.

33. Guarantees
Due to the division of Hitaveita Sudurnesja hf. into HS Orka hf. and HS Veitur hf. in 2008 the Company is liable for
certain liabilities of HS veitur hf. whom existed at division date. This Guarantee amounts to zero at year end 2013
(2012: ISK 1 million).

34. Other matters
Litigations and claims
HS Orka hf. initiated on 16 December 2011 arbitration proceedings towards Nordural Grundartangi concerning
interpretation of certain clauses in the power purchase agreement for Grundartangi concerning minimum purchase
of power. The full amount of revenue that should have been received under the agreement had accrued in 2012
and 2013. An arbitration panel ruled on the matter in May 2013 and Nordural subsequently paid the accrued
revenue.
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Notes, continued:

34. Other matters, continued
Trolladyngja
In 2012 The Icelandic parliament accepted “Rammaaaetiun 1I” a national Energy developement plan, which
categorized existing hydro and geothermal power sites into three groups: protected sites, pending sites and power
developing sites. The Trolladyngja area is categorized as a pending site meaning more information, research and
data is required. The carrying amount of Trélladyngja was at year end 2013 ISK 676 million.

35. Related parties
Identity of related parties
The Company has a related party relationship with its shareholders, associates, fellow subsidiaries, HS Veitur hf., its
directors and executive officers and other companies owned by them.

The Company did not make any sales to shareholders in the years 2013 and 2012. The Company bought services
from shareholders for the amount of ISK 11 million (2012: ISK 11 million).

The Company purchased goods and services from associate companies in the amount of ISK 15 million in the year
2013 (2012: ISK 17 million).

The Company sold goods to an associate company in the amount of ISK 48 million (2012: ISK 40 million).

The Company purchased services from fellow subsidiaries in the amount of ISK 18 million in the year 2013 (2012:
ISK 23 million). At year trade payables to fellow subsidiaries were ISK 2 million (2012: ISK 0 million).

Sales to HS Veitur hf. amounted to ISK 1,965 million during the year (2012: ISK 1,830 million). Purchases from HS
Veitur hf. amounted to ISK 105 million (2012: ISK 23 million). At year end the receivables from HS Veitur hf.
amounted to ISK 157 million (2012: ISK 222 million) and payables to HS Veitur hf. amounted to ISK 74 million
(2012: ISK 0). Long term receivable from HS Veitur due to pension liability amounted to ISK 331 million (2012: ISK
290 million)
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Appendix: Corporate Governance Statement, unaudited

This statutory statement on corporate governance is made in accordance with Article 66-c of the Icelandic Financial
Statements Act No. 3/2006, as amended. This statement has been approved by the Board of Directors of HS Orka
hf. and is also published in the Company’s Annual Report. This statement covers the financial year ended on 31
December 2013.

This statement includes information on the following items:

+ A reference to the corporate governance recommendations the Company follows and how the Company addresses
the recommendations, including any deviations and explanations thereto.

* A description of the main aspects of internal controls and risk management systems used in connection with
preparation of financial statements.

* A description of the Company’s organizational structure and the role and composition of each function.

1. Corporate Governance
The Company complies in all main respect to the laws mentioned above. The Board of Directors of HS Orka hf.
emphasizes maintaining good management practices. The articles of association for the Company lay the
framework for the governance of the Company.

The Audit Committee, consists of two members of the Board of Directors and an independent member.
Remuneration committee has been established recently and will have its first meeting in the begining of the year
2014. It consists of two members from the Board of Directors.

The Company's Board of Directors determines the CEQO's terms of employment and gets reports from the Audit
Committee which meets regularly with the Company's auditors. Two members of the Board are associated with the
minority shareholder of the Company and three members of the Board are associated with the major shareholder
according to a definition in Article 2.5 in the Guidelines on Corporate Governance, issued in March 2012, by Iceland
Chamber of Commerce, Nasdaq OMX Iceland hf. and Confederation of Icelandic Employers.

The preparation of financial statements in conformity with IFRS requires management to make judgments, 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.

2. Main aspects of internal controls and risk management systems in connection with preparation of financial
statements

The Company implemented key provisions of the Sarbanes-Oxley Act (SOX) in 2011. Work regarding SOD
(Segregation of Duties) had then already started and was finished in 2012.

The Board of Directors has an ongoing dialogue with the CEO on the identification, description and handling of the
business risks to which the Company may be exposed. Material risks and risk management are discussed in the
Annual Report.
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Corporate Governance Statement, unaudited, continued:

The Company’s risk management and internal controls, in relation to financial processes, are designed to control
the risk of material misstatements. The Company designs its processes to ensure that there are no material
weaknesses with internal controls that could lead to a material misstatement in the financial reporting.

The Company goes through a detailed strategic and budget process each year and a budget report is prepared.
The Board approves the Company’s budget each year. Deviations from the budget are carefully monitored on a
monthly basis. A year over year comparison is also performed on a monthly basis and deviations explained. The
Company’s overall business is fairly stable and past budgets have been reliable and therefore deviations become
visible quickly.

To ensure quality in the Company's financial reporting systems the following policies, procedures and guidelines for
financial reporting and internal control have been adopted:

Continuous analysis of year over year result variations.
Annual tests of operating effectiveness of internal controls.
Continuous analysis of results achieved compared to the approved budget.

Policies for key aspects of the business including (but not limited to) IT use, insurance, cash management,
segregation of duties, procurement etc.

The responsibility for maintaining sufficient and effective internal control and risk management in connection with
financial reporting lies with the CEO.

An auditing firm is elected at the Annual General Meeting for a term of one year. The external auditors are not
allowed to own shares in the Company. The external auditors shall examine the Company’s annual financial
statements in accordance with international standards on auditing, and shall, for this purpose, inspect account
records and other material relating to the operation and financial position of the Company. The external auditors
shall have access to all of the Company’s books and documents at all times. The external auditors report any
significant findings regarding accounting matters via the Audit Committee to the Board of Directors in the auditors
report.

3. Organizational structure and the role and composition of each function
According to the Company’s Articles of Association the Company is managed by

. Shareholders meetings
. The Board of Directors

. The Chief Executive Officer

The ultimate authority in all affairs of the Company, within the limits established by the Company’s Articles of
Association and statutory law, is in the hands of lawful shareholders meetings.

The controlling shareholder Alterra Power Corp, through its subsidiary Magma Energy Sweden, holds 66.6% of the
shares and voting rights of HS Orka hf. The other shareholder Jardvarmi slhf. holds 33.4% of the shares and voting
rights.

According to the Company’s Articles of Association the Board of Directors is responsible for the affairs of the
Company between the Shareholders” Meetings. The Board shall operate in accordance with the Company’s Articles
of Association and the Board’s Rules of Procedure. The Principal duties of the Board are as follows:

* Appoint a CEO and decide the CEO’s salary and terms of employment, establish terms of reference and supervise
the CEO’s work.

» Supervise continuously and precisely all aspects of the Company’s operations and ensure that the Company’s
organization and activities are always in order. In particular, the Board of Directors shall ensure adequate
supervision of the financial control and accurate reporting and disposal of the Company’s financial assets, and at
least once a year confirm the Company’s operating plan and budget.

o Establish the Company’s goals in accordance with the Company’s objectives pursuant to the Articles of
Association, and formulate the policy and strategy required to achieve these goals.
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Corporate Governance Statement, unaudited, continued:

All Board Members have consented the Board’s procedures and considered them to be efficient. The Board
Members also found the Board materials and presentations were good and well prepared. They also confirm the
Board has been well informed and all matters have been discussed in an open and constructive way. When
evaluating its size and composition, the Board takes into account the Company’s operations, policies and practices
and the knowledge, experience and expertise of each Board member. The Board considers its size and composition
to be in line with the Board's aim, to discharge its duties in an efficient manner with integrity in the best interest of
the Company.

Further information on the Board can be found in the Annual Report and on the Company's website.

The Audit Committee shall operate in accordance with its Rules of Procedure. The principal duty of the Audit
Committee is to ensure the quality of the Company’s financial statements and other financial information, and the
independence of the Company’s auditors.

According to the Company’s Articles of Association the Board of Directors appoints a CEO to manage the
Company’s daily operations.

The principal duties of the CEO are as follows:

* He is responsible for daily operations and is obliged to follow the Boards’ policy and instructions in that regard. The
daily operations do not include measures that are unusual or extraordinary. The CEO may only take such measures
if specially authorized by the Board, unless it is impossible to wait for the Board’s decision without substantial
disadvantage to the Company’s operations. In such event the CEO shall inform the Board of any action taken
without delay.

* He is responsible for the work and results of executive management.

* He shall ensure that the financial statements of the Company conform to the law and accepted practices and that
the treatment of the Company’s assets is secure. The CEO shall provide any information that may be requested by
the Company’s auditors.

Further information on the CEO can be found in the Annual Report and on the Company’s website.

Financial Statements 31 December 2013 of HS Orka hf. 47 All amounts are in thousands of ISK



Unaudited financial information

Quarterly Statements

Summary of the Company’s results by quarters:

Q1 Q2 Q3 Q4 Total
2013
Operating revenue ..........ccccceeeeevcvveeeeceennee, 1.947.270 1.642.827 1.551.943 1.889.350 7.031.390
Production cost and cost of sales ................ ( 1.318.110) ( 1.393.715) ( 1.194.939) ( 1.405.824) ( 5.312.588)
Gross profit ............cccoviviiiiiiie 629.160 249.112 357.004 483.526 1.718.802
Other operating expenses ...............cccccceeneee. (173.502) (62.449) (70.112)  (131.129) ( 437.192)
Results from operating activities .............. 455.658 186.663 286.892 352.397 1.281.610
Finance income ........ccccociviiiiiiieeeieee 1.022.431 291.745 88.393 559.667 1.962.236
Finance COStS ......ccccvviiiieiiieeeie e (  162.057) (  113.051) ( 234.697) 8.387 ( 501.418)
Changes in fair value of swap contracts ...... 253.453 81.275 11.537 117.092 463.357
Changes in fair value of embedded
derivatives ........ccccovieeiiic e ( 2.755.939) ( 1.194.429) 907.089 ( 1.094.811) ( 4.138.090)
Net finance (expenses) income ................. ( 1.642.112) ( 934.460) 772.322 ( 409.665) ( 2.213.915)
Share of profit of associates .............cc.cc...... 38.775 93.636 266.067 (7.713) 390.765
Profit (loss) before income tax ................... ( 1.147.679) ( 654.161) 1.325.281 ( 64.981) (  541.540)
Income tax recovery (EXpense) .........cc.ee...... 237.296 149.554 ( 211.842) 11.453 186.461
Profit (loss) for the period .......................... ( 910.383) ( 504.607) 1.113.439 ( 53.528) (  355.079)
Other comprehensive income:
Items that will never be reclassified
to profit or loss
Remeasurem. of defined benefit liability ...... 0 ( 33.491) ( 2.682) ( 1.592) ( 37.765)
Tax on items that will never be
reclassified to profit or 10ss .........ccccoeceeenee 0 6.698 536 319 7.553

0 ( 26.793) ( 2.146) ( 1.273) ( 30.212)

Items that may be reclassified
subsequently to profit or loss
Foreign currency translation
difference on associates .............ccccoeeeeeen, ( 31.815) ( 6.665) 9.758 ( 19.806) ( 48.528)

Other comprehensive
(loss) income, netof tax ......................... ( 31.815) ( 33.458) 7612 ( 21.079) ( 78.740)

Total comprehensive
(loss) income ............ccoeiiiiiiiiiiiiieeeee, ( 942.198) ( 538.065) 1.121.051 ( 74.607) ( 433.819)
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Unaudited financial information, contd.:

Quarterly Statements, contd.:

Q1 Q2 Q3 Q4 Total
2012
Operating revVeNUE .........cccveeecieeiiieeenieeenns 1.841.469 1.624.361 1.488.393 1.926.354 6.880.577
Production cost and cost of sales ................ ( 1.192.847) ( 1.117.369) ( 1.006.002) (1.209.766) ( 4.525.984)
Gross profit ... 648.622 506.992 482.391 716.588 2.354.593
Other operating eXpenses ..........c.cccceevveeenne (111.122)  (100.301) (84.017)  (137.739) ( 433.179)
Results from operating activities .............. 537.500 406.691 398.374 578.849 1.921.414
Finance incCome ........cccococviiiei e 48.137 663.906 85.462 (470.850) 326.655
Finance COStS .......cccoviiiiiiiiiiiieeeee e ( 913.194) ( 171.336) ( 222.906) ( 116.752) ( 1.424.188)
Changes in fair value of swap contracts ...... ( 94.204) 158.011 21.062 ( 104.887) ( 20.018)
Changes in fair value of embedded
derivatives ........ccccoeveiee i 461.861 ( 1.989.779) 1.790.198 ( 463.016) ( 200.736)
Net finance (expenses) income ................. (  497.400) ( 1.339.198) 1.673.816 ( 1.155.505) ( 1.318.287)
Share of (loss) profit of associates .............. ( 40.462) 93.932 117.826 (1.022) 170.274
(Loss) profit before income tax .................. ( 362) ( 838.575) 2.190.016 ( 577.678) 773.401
Income tax recovery (eXpense).........cccccocveee.. ( 8.020) 186.501 ( 414.437) 115.331 (  120.625)
(Loss) profit for the period ........................ ( 8.382) ( 652.074) 1.775.579 ( 462.347) 652.776
Other comprehensive income:
Items that will never be reclassified
to profit or loss
Revaluation of operating assets .................. 0 0 0 6.090.242 6.090.242
Remeasurem. of defined benefit liability ...... 0 ( 50.734) ( 4.907) ( 10.431) ( 66.072)
Tax on items that will never be
reclassified to profit or 10SS ..........ccccceeiiis 0 10.147 981 ( 1.215.963) ( 1.204.835)

0 (  40.587) ( 3.926) 4.863.848  4.819.335

Items that may be reclassified
subsequently to profit or loss
Foreign currency translation
difference of associates ..........c.cccccceceeen, 25.228 ( 24.579) 9.464 26.810 36.923

Other comprehensive
income (loss) netoftax ............................ 25.228 ( 65.166) 5.538 4.890.658 4.856.259

Total comprehensive
income (10SS)....cccoomrririceemr e 16.846 ( 717.240) 1.781.117 4.428.311 5.509.035

Financial Statements 31 December 2013 of HS Orka hf. 49 All amounts are in thousands of ISK
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