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Endorsement by the Board of Directors
and the Managing Director

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no.139/2001 on the founding of the
partnership Orkuveita Reykjavikur. The Company is an independent service company operating its own power plants,
producing and selling electricity and hot water. It provides local distribution of electricity, hot water and cold water,
operates the sewage systems in its service area as well as a telecom network based on IP and fiber optic technology.

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

Profit of operations of Orkuveita Reykjavikur during the year 2013 was ISK 3.350 million. According to the statement of
financial position the Company’s assets were ISK 283.107 million at year-end, book value of equity at year-end was
ISK 80.969 million, resulting in equity ratio of 28.6%

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

Share
REYKJAVIKUIDONG ..ttt h et h e et e e et e e s ne e e e et e e e abneeenanees 93.539%
F =T a 1] e LB o153 = Uo 10 PSPPSR 5.528%
2To] o T= 11 0) Yo o[ U OO PP PP TPPRP PP 0.933%

The Company’s Board of Directors do not propose dividend payments to the Company’s shareholders in the year 2014
due to the operating year 2013.

Changes in the Company’s group January 1, 2014

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

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

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

Corporate governance

The Board maintains and seeks to improve good corporate governance. In an appendix with the Financial Statements
further information regarding corporate governance can be found and further information on owners’ policy and the
Board’s procedures will be discussed in the Company’s Annual Statements. The Annual Statement will be published in
April 2014 and can then be found on the Company’s website, www.or.is
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Endorsement by the Board of Directors
and the Managing Director

Statement by the Board of Directors

According to the best knowledge of the Board of Directors of Orkuveita Reykjavikur, the company’s consolidated
financial statements are in accordance with IFRS’s as adopted by the EU. It is the opinion of the Board of Directors
that the consolidated financial statements give a fair view of the Company’s assets, liabilities and financial position 31
December 2013 and the company’s operating return and changes in cash and cash equivalents for the year then
ended.

It is the opinion of the Board of Directors that the consolidated financial statements give a fair view of the Company’s
operating development and results, its standing and describe the main risk factors and uncertainties faced by the
Company. Discussion on risk management and risk due to financial instruments can be found in the notes with the
financial statements.

The Board of Directors and the Managing Director of Orkuveita Reykjavikur hereby confirm the Company’s
consolidated financial statements for the year 2013.

Reykjavik, 21 March 2014.

The Board of Directors:
Haraldur Flosi Tryggvason
Brynhildur Davidsdottir
Gylfi Magnusson

Hronn Rikhardsdottir
Soéley Tomasdottir

Kjartan Magnusson

Managing Director:
Bjarni Bjarnason

Financial Statements of Orkuveita Reykjavikur 2013 4



Independent Auditor’s Report

To the Board of Directors and owners of Orkuveita Reykjavikur.

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

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 principles 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 Orkuveita Reykjavikur as at
December 31, 2013, and of its financial performance 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.

Reykjavik, 21 March 2014.

KPMG ehf.
Audunn Gugjénsson
Gudny Helga Gudmundsdaottir
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Income Statement 2013

Notes 2013 2012
OPEratiNng FEVENUE ......uviiiieieeiiiiieiee e e s sttt e e e e e st e e e e e s st be e e e e e e s sabaeeeaeeeaas 38.587.479 37.863.227
Profit from sale Of aSSEtS ....c.ooiiiiiiii e 621.959 41.318
Operating revenues, total 5 39.209.438 37.904.545
ENErgy PUICNASE .......ovviiiiiii ettt e e e ( 5.401.633) ( 4.865.858)
Salaries and salary related EXPENSES ........cvuviiieieiiiiiiee e 7 ( 3.639.815) ( 3.701.222)
Other Operating EXPENSES .....uvviiieiiiiiiiiei e e eeiie e e e e e s e e e e s e st e e e e e e e e aanees 8 ( 4.084.336) ( 4.293.531)
Operating expenses, total ( 13.125.784) ( 12.860.611)
EBITDA .ottt ettt be e bt e ettt b et e b b e nane et 26.083.654 25.043.934
Depreciation and amortiSAtION ..........cceeeiiiiieriiiee e 9 ( 8927.345) ( 10.371.085)
Results from operating activities, EBIT .......cccccooiiiiiiiieini e 17.156.310 14.672.849
INEErESE INCOIME ..ot 208.723 146.916
INTEIEST EXPENSES ...t ( 6.307.674) ( 7.092.787)
Other (expenses) income on financial assets and liabilities ........................ ( 133.335) ( 11.547.680)
Total financial income and expenses 10 ( 6.232.285) ( 18.493.550)
Share in loss of associated COMPANIES ..........eeeeririeriiiieeiiiee e 15 ( 2.309) ( 9.754)
Profit (loss) before income tax 10.921.715 (  3.830.455)
INCOIME TAX ...viiiiiieee ittt e e e e e s e e e e e e e nnnns 11 (  7.571.959) 1.535.261
Profit (loss) for the year 3.349.756  (  2.295.194)

Attributable to:
Equity holders of the COMPAaNY ........ccueiiiiiiiiiiiii e 3.349.756  ( 2.294.823)
Minority interest in SUbSIdIAries ...........coccviiie i 0 ( 371)
Profit (loss) for the year 3.349.756 ( 2.295.194)

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Statement of Comprehensive Income
for the year ended 31 December 2013

Notes 2013 2012

Profit (10SS) fOr the YEar .......vevieiiiiiiiiee e 3.349.756 ( 2.295.194)

Comprehensive income

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

Revaluation reSErVE, INCIEASE .......uu ittt e e e e e e eeas 12 14.682.883 0
Revaluation reServe, dECIrEASE .........ccuveieeeeiiiiiieiiee e e e 12 ( 4.000.000) 0
Income tax effect of revaluation ............cccocveiiiiiiiinie e 11 (  2.183.524) 0
Effect of change in tax rate on the revaluation reserve ...........c.cccoeceeeeviinenn. 11 7.934.264 0
16.433.623 0

Items moved to equity that could be moved later to the income statem:
Changes in fair value of assets available for sale ...........ccccccceiiieiiinenne. 16 542.248 1.300.000
542.248 1.300.000
Comprehensive income moved directly to equity, after taxes ...........cccoco..... 16.975.870 1.300.000
Total comprehensive profit (loss) for the year 20.325.626  ( 995.194)

Total comprehensive income attributable to:

Equity holders of the COmMPany ..........cccceiiiiiiiiiie e 20.325.626  ( 994.823)
Minority interest in SUDSIdIAres ..o 0 ( 371)
Total comprehensive profit (loss) for the year 20.325.626  ( 995.194)

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position

31 December 2013

Notes

Assets

Property, plant and eqUIPMENt ..........cccuviiiiee i 12
INtANQIDIE ASSELS ...eeiiiiieiiiei et 14
Investments in associated COMPANIES .......ceeeeviiiiiiiieee e 15
Investments in Other COMPANIES ........cueveiirireiiiiie e 16
Embedded derivaties in electricity sales contracts ...........cccceveeeeeiiiiveneennn. 17
HEAQE CONTIACES ..ottt 18
Other fiNANCIAl BSSELS ......ccoiiiiiiiiiiie e 18
Deferred taX @SSELS ....uuiiiiiiiiiiiiiie et e e e e e 19

Total non-current assets

1)Y= a1 (0] =PSRRI 20
Trade reCEIVADIES ......ooiiiiiiiiiii e 21
Embedded derivatives in electricity sales contracts ..........ccccevvveeeeieeennnne 17
HEAQE CONLIACES ..ottt 18
Other fiNANCIAl @SSELS ......ccoiviiieiiiiie e 18
Properties held fOr SAlE ..o 13
Other reCeIVabIES ........oooiiiiii e e 21
Cash and cash eqUIVAIENTES ..........cooviiiiiiiiie e 22

Total current assets

Total assets

2013 2012
251.400.707 246.111.462
1.242.808 1.218.980
57.517 59.826
3.734.550 3.265.182
965.916 14.150.678
1.127.246 893.934
7.502.804 9.745.440
1.646.049 3.467.268
267.677.597 278.912.770
367.347 402.872
5.579.218 4.721.350

0 587.982

232.031 38.956
386 5.986

0 5.347.856

257.409 298.181
8.993.410 6.885.693
15.429.801 18.288.875
283.107.398 297.201.645

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position
31 December 2013

Equity

REVAIUALION FTESEIVE ......ovviiiiii it
Fair ValU@ rESEIVE ... e e e s es e eseseeerereeeeees
Retained EarNINGS ......uvviiieiiiiiiiiei e e e s e e e e s e e e e e s anees

MINOTILY INTEIEST ..uvviiiiee e e s e e s

Liabilities

LoaNSs and DOITOWINGS ...ccocuviiiiiiiie it
Retirement benefit 0bligation ............cccceeiiiiiiiiie e
HEAQE CONTFACES ..ottt

ACCOUNES PAYADIE ..o
LoaNSs and DOITOWINGS ...ccocuviiiiiiiie it
Embedded derivaties in electricity sales contracts ............cccceevvvieeviiieenne.
HEAQGE CONTIACES ..ottt
Other current Iabilities ..........ocoiiiiiiici e

Total current liabilities

Total liabilities

Total equity and liabilities

Notes

23

24
25
18

24
17
18
26

2013 2012
66.354.727 51.791.161
2.302.248 1.760.000
12.312.122 7.092.309
80.969.097 60.643.470
0 4.353
80.969.097 60.647.822
175.319.931 201.546.363
492.925 483.377
80.847 98.974
175.893.703 202.128.714
1.988.525 1.366.254
19.619.524 29.956.923
548.176 0
1.390.870 150.300
2.697.502 2.951.632
26.244.598 34.425.109
202.138.301 236.553.823
283.107.398 297.201.645

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Statement of Changes in Equity
for the year 2013

Attributable

Fair to equity
Revaluation value Retained holders of Minority Total
reserve reserve earnings the Company interest equity

The year 2013
Equity at 1 January 2013 .................... 51.791.161 1.760.000 7.092.309 60.643.470 4.353 60.647.822
Revaluation, increase .............ccccecueee. 14.682.883 14.682.883 14.682.883
Revaluation, decrease ...........cccccee.... (4.000.000) (4.000.000) (4.000.000)
Income tax effect of revaluation .......... (2.183.524) (2.183.524) (2.183.524)
Effect of group changes 1.1.2014

on income tax on revaluation ........... 7.934.264 7.934.264 0 7.934.264
Changes in fair value of

assets available for sale .................. 542.248 542.248 542.248
Profit for the year .........cccoevviveiniienne 3.349.756  3.349.756 0 3.349.756
Total comprehensive income .............. 16.433.623 542.248 3.349.756 20.325.627 0 20.325.627
Depreciation transferred to

retained earnings ..........cccceevvveeennne (1.870.057) 1.870.057 0 0
Other changes .........cccoceviieeeiiiiecnee, 0 ( 4.353) ( 4.353)
Equity at 31 December 2013 ............... 66.354.726  2.302.248 12.312.122 80.969.097 0 80.969.096
The year 2012
Equity at 1 January 2012 .................... 53.923.090 460.000 7.255.201 61.638.291 4.725 61.643.016
Changes in fair value of

assets available for sale ................... 1.300.000 1.300.000 1.300.000
Loss forthe year ........ccccceevvviiineneennne (2.294.823) (2.294.823) ( 371) (2.295.194)
Total comprehensive income .............. 0 1.300.000 (2.294.823) ( 994.823) ( 371) ( 995.194)
Depreciation transferred to

retained earnings ........cccceeevvveeenne. (2.131.929) 2.131.929 0 0
Equity at 31 December 2012 ............... 51.791.161 1.760.000 7.092.307 60.643.468 4.354 60.647.822

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Statement of Cash Flows

for the year 2013

Cash flows from operating activities
Cash generated from operations before interest and taxes ...........cccccceec....

Received INtereSt INCOME .........c.ooiiiiiiiiiiie e
Paid iNtEreSt EXPENSES ......uieiiiiee et e e e e e e e
DiIVIdENd FECEIVEA ......cceiiiiiiiiiiiei e e
Paid due to other financial income and eXPenses .........cccocveeevireeerineeennne

Net cash from operating activities

Cash flows from investing activities

Acquisition of property, plant and equipmeNt ............cccooireriiee e
Acquisition of intangible assets ...........cccceevvieeeniiiiennnen.

Proceeds from sale of property, plant and equipment
Sale Of SUDSIAIANES ......cooiiiiiiiie e s
Proceeds from sale of other COmMpanies ..........cccocvvveiiiiiiiiee e
Acquisition of other financial aSSets ........cccocveeeiiiiiiii e
Proceeds and repayment of other financial assets ...........cccccceveeeiiiiiennenn.

Net cash used in investing activities

Cash flows from financing activities

Proceeds from New DOITOWINGS ......cooviiiiiiiiieiic e
Repayment of DOrrowings .........cooveeveviiiee i

Proceeds from new borrowings from the owners
Credit facility, ChANGE ........oooiiiii e
Current liabilities, ChaNge .........c..vviiiieii e

Net cash from financing activities
Increase in cash and cash equivalents ..........cccccceeiiiiiiiieeee

Cash and cash equivalents at year beginning .........cccccceveniiieeeeeinnniinns
Effect of currency fluctuations on cash and cash equivalents ..............

Cash and cash equivalents at year-end ...........cccccceeeiiiiiiiiieeeniiiieieeeeee

Investments and financing without payment effects:
Acquisition of property, plant and equipment ...........ccccceeeiiieeeiniie e,
Current liabilities, change

Other information:
Working capital from Operation ..........c.cccceevvieiiiiiiee i

Notes

33

2013 2012
25.120.308 24.335.571
210.379 137.916

( 4.966.841) ( 5.411.118)
52.124 54.475

(  383.224) (  182.318)
20.032.746 18.934.526
( 3.459.378) ( 3.122.147)
( 70.795)  ( 50.383)
5.972.782 226.200

( 10.833) 0
6.529 197.693

0 ( 28.000)

5.986 29.858
2444291 ( 2.746.779)
3.080.750 1.007.996

( 23571.061) ( 12.317.428)
4.000.000 74.640

( 2.500.000) ( 2.482.638)
(  152.190) 2.357.358
( 19.142.500) ( 11.360.072)
3.334.536 4.827.676
6.885.693 1.652.484

( 1.226.819) 405.534
8.993.410 6.885.693

(  131.085) (  195.704)
131.085 195.704
19.675.015 19.880.141

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.

Financial Statements of Orkuveita Reykjavikur 2013 11

Amounts are in ISK thousand



Notes to the Financial Statements

Notes Page Notes Page
1. Reporting entity ......c.coovvveeeiiieeeiiiiee e 13 20. INVENLOMIES ...oviiieiieeiiiee e 39
2. Basis of preparation ........ccccceevcvviiniieeeiiieeene 13 21. Receivables .......ccccooiiiiiiiii e 39
3. Significant accounting policies ............cccccuveeee. 14 22. Cash and cash equivalents ...........cccccceeeeeennnnns 40
4. Determination of fair values .............cccoccvvernnen. 23 23, EQUILY e 40
5. Segment reporting .........coccveeerireeeiniieesneeeenene 25 24. Loans and bOrrowings ........ccccovceeeeiiieeeiniieenns 40
6. Analysis of geothermal power plant operat. ..... 30 25. Retirement benefit obligation ..............cccoeeie 42
7. Salaries and salary related expenses .............. 30 26. Current liabilities ........ccceeviiiiiiiieeenee e 42
8. Other operating eXPENSES .......ccceeevvveeeriineennnne 31 27. Risk management and

financial instruments ...........cccccceeiiiiiiiieneen. 42
9. Depreciation and amortisation ......................... 31
28. Market riSK ........ooccueeieiiiiiiiiiiiee e 43
10. Financial income and exXpenses ..........cccocveeene 31
29. Liquidity FiSK ....oooviiiiiiiiieiieeeeeeeee e 48
11, INCOME tAX ceviiiiiiiiiiiiiiiieeee e 32
30. Credit MSK .....eeeeieeiiiiiiiee e 50
12. Property, plant and equipment ...........ccccccoveee. 33
31, Fair ValUe ....oooiiiiiiiiiieeee e 51
13. Properties held for sale .........cccccevviieeininiennnne 36
32. Overview of financial instruments ..................... 52
14. Intangible asSets ........ccccceviieiiiiiiieeiiee e 36
33. Statement of cash flows, details ..............cuu...... 53
15. Investments in associated companies ............. 37
34. Property 1eaSes .......ooccueeieieiiiiiiiiieee e 53
16. Investments in other companies ...................... 37
35. Related parties ........ccccceveeeiiiiiiieee e 54
17. Embedded derivatives in
electricity sales contracts ............cccceeevrivieeen. 37 36. Group entities .........ceeeeiiiiuiiieiee e 55
18. Other financial assets/liabilities ........................ 38 37. OtheriSSUES ...cceiiiiiiiiiiieee et 55
19. Deferred tax assets and liabilities .................... 38 38. Events after the balance sheet date ................. 56
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Notes

1. Reporting entity

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no. 139/2001 on the founding of the
partnership Orkuveita Reykjavikur. The Company's headquarters are at Baejarhals 1 in Reykjavik. The
Company's consolidated financial statements include the financial statements of the parent company and its
subsidiaries, (together referred to as "the Company") and a share in associated companies. The consolidated
financial statements of Orkuveita Reykjavikur is a part of the interim financial statements of Reykjavik city.

The Company is an independent service company that produces and distributes electricity, distributes geothermal
water for heating, cold water for consumptions, sewer systems, and operates fibre-optic cable systems.

2. Basis of preparation

a. Statement of compliance

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

The financial statements were approved by the Board of Directors on 21 March 2014.
b. Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis except for the following:

- A part of property, plant and equipment have been revalued at fair value.

- Derivative agreements are stated at fair value.

- Assets held for sale are stated at fair value.

- Financial instruments at fair value through profit and loss are stated at fair value.

The methods used to measure fair values are discussed further in note 4.

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

d. Use of estimates and judgements

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

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

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amounts recognised in the financial statements is
included in the following notes:
- note 12 - Property, plant and equipment (revaluation of the distribution- and production system and
valuation of impairment.)
- note 16 - Investments in other companies (presumptions made when calculating fair value of assets
classified for sale.)
- note 17 - Embedded derivaties in electricity sales contracts (presumptions when calculating fair value.)
- note 18 - Other financial assets and other financial liabilities
- note 19 - Deferred tax assets and liabilities (valuation of future taxable profits against carry forward tax losses.)
- note 25 - Retirement benefit obligations (presumptions when calculating the obligation)
- note 28 - Market risk
- note 34 - Property leases (classification of property leases)
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Notes

3. Significant accounting policies

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

a. Basis of consolidation

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that currently are exercisable are taken into account. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when necessary to align
them with the policies adopted by the Group.

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

The Group's financial statements include a share in the profit or loss of associates and jointly controlled entities
based on the equity method. When the Group’s share of losses exceeds its interest in an equity accounted
investee, the carrying amount of that interest is reduced to nil and the recognition of further losses is discontinued
except to the extent that the Group has an obligation or has made payments on behalf of the investee. In case of
a profit on the operation of associates or jointly controlled entities in later periods a share in the profit is not
recognised until the recognised share in the loss has been set off.

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

b. Foreign currency

Transactions in foreign currencies are recognised at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date and the Company uses the mid foreign exchange rate at
the end of the day according to the Central Bank of Iceland. Other assets and liabilities stated at fair value in
foreign currencies are recognised at the exchange rate ruling when their fair value was determined. Exchange
difference is recognised in the income statement.
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3. Significant accounting policies, contd.

c. Financial instruments

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

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

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

The Group’s investments in equity securities are classified as available-for-sale financial assets. Subsequent to
initial recognition, they are measured at fair value and changes therein, other than impairment losses (see note
3.h.i.), and foreign exchange gains and losses on available-for-sale monetary items (see note 3.b.), are
recognised directly in equity. When an investment is derecognised, the cumulative gain or loss in equity is
transferred to profit or loss. Fair value changes recognised under equity are derecognised when the available-for-
sale asset is derecognised.

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

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

Loans and receivables comprise of receivables and other current assets.

Cash and cash equivalents comprise cash balances and call deposits.
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3. Significant accounting policies, contd.

c. Financial instruments, contd.

Loans and subordinated loans are recognised when they are incurred. All other financial liabilities, including loans
at fair value through profit and loss are initially accounted for on the business day the Company becomes part of
the contractual agreement of the financial instrument.

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

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

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

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

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

Fair value changes in such derivatives are recognised in the income statement.
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3. Significant accounting policies, contd.

d. Property, plant and equipment

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

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

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

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

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

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

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

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

d. Property, plant and equipment, contd.

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

follows:

PrOUCTION SYSTEIM ...t e e e e e e e e e e e et e e e e e e s s et e b e e e e e e s ssb b e e e e e e e s aatbaeeeaeas 5-50 years
Electricity distribution systems 10-60 years
Heating diStribUtioN SYSIEMS .......oiiiiiie et e et ee e st e e s snneee s 10-60 years
Cold water diStriDULION SYSTEIMS ......ciiiiiiieiiiiie ittt e et s e e s bre e e s b e e naes 5-80 years
Sewer diStIIDULION SYSTEIM ....oiiiiiiie i s st e e ettt e e e snee e e s sabeeeennbeeessnneeeennneeeas 15-60 years
Fibre-optic diStriDULION SYSTEM .......iiiiiiie et e e 7-41 years
(0101 O (T ] r= = SO SPSRPRR 17-50 years
(O 1oL o= To (U] o] 14 T=T 0| A TSP PUPPPPPPPPPUPRP 3-25 years

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

e. Intangible assets

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

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

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

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

HEALING FIGNES .ottt e e e e e ettt e e e e e s bbb et e e e e e e snnebeeeeeeas 100 years
SOWEATE ...ttt e ekt e e bt e ek e e e e Rt e e R et e Rt e e ekt e et et e e s e e e et e e et 3-7 years

f.  Leased assets
All of the Company’s lease agreements are considered as operating lease agreements and the leased assets are

not capitalised.

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

Payments received from leases, both own property as well as lease-back properties, are booked on straight-line
basis in the lease term period.
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3. Significant accounting policies, contd.
g. Inventories

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

h. Impairment

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

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

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

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

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

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

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

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

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

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

i. Employee benefits

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

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

j. Obligations

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

k. Revenue

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

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

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

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

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

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

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

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

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

n. Income tax

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

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

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences
when they reverse, based on the laws that have been enacted or substantively enacted by the reporting date.
Deferred tax was measured in accordance with the current tax rate, which is 36.0% for the parent company that is
a partnership and 20.0% for the subsidiaries that are companies with limited liability. Deferred tax that comes from
operations that move to recently established subsidiaries in the beginning of the year 2014 is calculated with the
tax rate applicable for the subsidiaries, i.e. 20%.

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

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

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

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

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

p. New standards and interpretations

The Company has implemented all international accounting standards, their interpretation and changes on
existing standards that were effective at year end 2013 and are related to the Company’s operation. The effect of
new standards are described here below. The Group has not beforehand implemented international accounting
standards, their interpretation and changes which are affective after 31 December 2013. Adoption of these
standards are not considered to have a significant effect on the preparation of the Group’s financial statements.

The Company has applied IFRS 13 for the first time in the current year. IFRS 13 establishes a single source of
guidance for fair value measurements and disclosures about fair value measurements. The scope of IFRS 13 is
broad; the fair value measurement requirements of IFRS 13 apply to both financial instrument items and non-
financial instrument items for which other IFRSs require or permit fair value measurements and disclosures about
fair value measurements, except for share-based payment transactions that are within the scope of IFRS 2 Share-
based Payment, leasing transactions that are within the scope of IAS 17 Leases, and measurements that have
some similarities to fair value but are not fair value (e.g. net realisable value for the purposes of measuring
inventories or value in use for impairment assessment purposes).

IFRS 13 defines fair value as the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction in the principal (or most advantageous) market at the measurement date under current market
conditions. Fair value under IFRS 13 is an exit price regardless of whether that price is directly observable or
estimated using another valuation technique. Also, IFRS 13 includes extensive disclosure requirements.

IFRS 13 requires prospective application from 1 January 2013. In addition, specific transitional provisions were
given to entities such that they need not apply the disclosure requirements set out in the Standard in comparative
information provided for periods before the initial application of the Standard. In accordance with these transitional
provisions, the Group has not made any new disclosures required by IFRS 13 for the 2012 comparative period.
Other than the additional disclosures, the application of IFRS 13 has not had any material impact on the amounts
recognised in the consolidated financial statements.

The Company has applied the amendments to IAS 1 Presentation of ltems of Other Comprehensive Income for
the first time in the current year. The amendments to IAS 1 require items of other comprehensive income to be
grouped into two categories in the other comprehensive income section: (a) items that will not be reclassified
subsequently to profit or loss and (b) items that may be reclassified subsequently to profit or loss when specific
conditions are met. Income tax on items of other comprehensive income is required to be allocated on the same
basis — the amendments do not change the option to present items of other comprehensive income either before
tax or net of tax. The amendments have been applied retrospectively, and hence the presentation of items of
other comprehensive income has been modified to reflect the changes. Other than the above mentioned
presentation changes, the application of the amendments to IAS 1 does not result in any impact on profit or loss,
other comprehensive income and total comprehensive income.
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4, Determination of fair values

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

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

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

When measuring the fair value of an asset or a liability, the Company 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 hierarch, then the fair value measurement is categorised in its entirety in the same level of the fair value
hierarchy as the lowest level input that is significant to the entire measurement.

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

Further information about the assumptions made in measuring fair values can be found in relevant notes and in
note nr. 31 regarding fair value.

a. Property, plant and equipment

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

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

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

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

c. Derivatives

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

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

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

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

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

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

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

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

Production and Sales generate electricity and harness hot water from the power plants as well as selling
electricity to wholesale and retail customers.

Utilities distribute electricity, harnessing hot water from low-temperature fields and the geothermal plants and
distribute it for space heating. It also collects and distributes cold water from reservoirs, runs a sewerage system
and operates a fiber-optic system.

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

The Company is also divided by its sectors, Electricity, Hot water, Cold water, Sewer and Fibre-optic system.
The sectors operate in different legal environments, both regarding income tax and value added tax, revenue
targets as set forth in the electricity and earnings law. The sectors hot water, cold water, sewerage and the
distribution of electricity are exclusively licensed by law, however the generation of electricity, sale of power and
sale of data transfer is subject to the open market.

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

Sector Official obligations

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

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

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

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

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

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

Customers that have significant effect on the Company’s revenues

One customer has significant effect on the Company’s revenues in the year 2013, i.e. Nordural Grundartangi inc.

Revenues from Nordural Grundartangi inc., a customer of the Company’s Production and Sale’s division,
represents approximately ISK 6.589 million or 16.8% of total revenues. (2012: ISK 6.943 million, or 18.3% of total
revenue.)
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5. Segment reporting

Segment information is presented by the Group's business segments according to the Group's organisation and internal reporting. Business segments consist of
Utilities, Production and Sale, and Other Operation. In addition, information is provided on the Group's sectors, which are Electricity, Hot water, Cold water, Sewer
and Fibre-optic cable systems.

Business segments - divisions Production Other Adjust-

The year 2013 Utilities and sale Operation ments Total
EXIEINAl FEVENUE ....oeiiiiiiiiete et 25.893.741 12.498.245 817.452 0 39.209.438
INtEr-SEGMENT FEVENUE ....oeiiiiiiiiiiitiie et eeeee et et e st e e e e e srbeeeenes 239.225 11.361.307 507.128 (  12.107.660) 0
Total SEgMENT FEVENUE ......oiiiiiiii ittt 26.132.966 23.859.552 1.324580 (  12.107.660) 39.209.438
SEIMENE FESUIL .....eiieie e 11.440.742 4.930.163 996.482 0 17.367.387
OTp o foToro1 (=To [ =y o [T YT PP EP PP UPPPRPP ( 211.077)
RESUILS frOM OPEIALING GCTIVITIES ... .eeieiieiiiitiiie ettt ettt e oottt e e e oottt bttt e e e oo s aa b b e et e e e e o aaaa e e et e e e 4o e a b e e e et e e o4 e n b be bt et e e 44 aa b bbe e e e e e e e e sbbbeeeeeeesnbnneeeaeeaaanntns 17.156.310
FINANCIAl INCOME NG EXPEINSES ....oiitiiiiiitiee ettt ettt e ettt oot e e e et bt e e bt et e ok s et a4k b et a2 st et o4 oh b et e e s b et o2 aa ke e o4 oa R e e a4 4a b et e e aa ket e e 1aRe e e e 1Ak b et e aase e e e e b be e e e s b e e e e nbeeeennn s ( 6.232.285)
Share Of [0SS Of ASSOCIAEA COMIPEANIES .....ceiiiiiiiiiii ettt e e e bttt e e e e et h b ettt e e e e o st bt e et e e e a4 aa b b e e et e e e a4 o R b b ettt e a2 e aaaeb e et e e e e e e nnb b e e e e e e e e nnbbeeeeeeenananbreeaeaeaan ( 2.309)
[T ] 4[N = PO PO P U PRT ORI ( 7.571.959)
(o)1 (o] At gL Y= | O PP OO PTPT TP 3.349.757
The year 2012

EXIEINAI FEVENUE ....ooiiiiiiiiie et 24.536.839 12.928.173 439.533 0 37.904.545
INtEr-SEgMENT FEVENUE ..o 239.150 11.249.187 382.497 ( 11.870.834) 0
Total SEgMENE FEVENUE ......eeiiiiiii ittt 24.775.989 24.177.360 822.030 (  11.870.834) 37.904.545
SEOMENT FESUIL ...ttt s 11.352.117 4.586.527 ( 7.002) 0 15.931.642
(0] FoU [ o Toro (T St o= § YT SO UUTSUPTUPRRPTN ( 1.258.793)
RESUILS frOM OPEIFALING ACTIVITIES ......iteieiiiiiiei ittt e bttt ettt e ettt e okt e e e oo h b et e e eh ket e £ aa b e e o4 4R b et e e 4a kbt e e eab e e e e 4a b bt e a4k bt e e e bt et e e nb e e e e b b e e e s antneeenenn s 14.672.849
Financial income and expenses ( 18.493.550)
Share of loss of associated companies ( 9.754)
Lot ] 4[N = PO P TP PPTTP 1.535.261
(0TI (o] g LT | SR URPTR SRR ( 2.295.194)
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Segment reporting, contd.

Business segments - divisions, contd. Production Other Adjust-

The year 2013 Utilities and sale Operation ments Total

Balance sheet (31.12. 2013)

Property, plant and equipment and properties held for sale ................... 144.445.946 104.928.005 9.286 2.017.471 251.400.708

INtANGIDIE ASSELS ....eiiiiiiiieee e 0 0 0 1.242.808 1.242.808

ST LTS T TS Toa - L= PSPPI 57.517

(@)L= QT g o[ o= 1= Te - TT] = RS SPR ~30.406.365

LI = =TS 1 £ USSP 283.107.398

[0 F= T o Tor= T =T I =Y o 11 = O PRU SO TPPRRR 202.138.301

Investsments:

Property, plant and eqUIPMENT ...........ccviiriiiiiiiieeee e 2.692.093 557.264 0 240.347 3.489.704

INEANGIDIE ASSELS ... 0 0 0 70.795 70.795

Depreciation, amortization:

Property, plant and equipment 4.957.625 3.787.859 0 151.032 8.896.516

INtANQIDIE BSSELS ....eiiiiiiieiee e 0 0 0 30.829 30.829

The year 2012

Balance sheet (31.12. 2012)

Property, plant and equipment and properties held for sale ................... 134.028.592 110.594.420 9.286 6.827.021 251.459.319

INEANGIDIE ASSELS ... 0 0 0 1.218.980 1.218.980

SRAIES IN ASSOCIAIES ...iiiiiitiiiiiie e e i ittt e e e e e ettt e e e e s et teeeteeesaassteeetaeeeaas s seaeeeaeasaastaaseeeeessastbeeeeeeeeasssseeeeeeeaasseseeeeeeeeanss s beeeeeeaansseeeeeeee e et sseaeaaeeesnntbneeaaenensnnre 59.826

(01 =T TP fo o= 11=To JFo T £ PP PPRTR PP _ 44.463.520

10 ] 7= L= 11T -1 £ ST ESRR P 297.201.645

(8] g F= Y TaTor= T =T o I =Y o1 L1 =S O TUT OO PPPPRRT 236.553.823

Investsments:

Property, plant and equUIPMEeNt ...........occuueiiiiiiii e 2.170.195 697.863 0 146.877 3.014.935

INtANGIDIE ASSELS ....eiiiiiiiiie e 0 0 0 50.383 50.383

Depreciation, amortization:

Property, plant and equipment 5.024.089 4.443.127 0 815.529 10.282.745

INEANGIDIE ASSELS ...t 0 0 0 88.340 88.340
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5. Segment reporting, contd.

Business segments - sectors
The year 2013

Income

External revenue .......................
Inter-segment revenue ..............

Total sSegment revVenUEe ........cccceevevveeveeeeennnnnns

Balance sheet (31.12. 2013)

Properties, current and non-current ..............

Intangible assets ........cccccceenee
Unallocated asSets ..........ccccceeeeeeeieiiiiiieeeeeenn,

Total ASSELS ...covevvviieeieeeeeeeeee e

Investments
Property, plant and equipments

Intangible assets ........ccccceevnine

Depreciation, amortization
Property, plant and equipments

Intangible assets ........ccccceennine

Hot Cold Fibre-optic Adjust-
Electricity water water Sewer cable system ments Total
19.290.486 10.396.708 3.323.183 4.612.210 1.586.851 0 39.209.438
858.014 172.948 44.794 62.170 0 ( 1.137.926) 0
20.148.500 10.569.656 3.367.977 4.674.380 1.586.851 (  1.137.926) 39.209.438
104.406.924 75.577.277 20.087.937 40.115.146 11.213.423 0 251.400.707
569.205 367.872 99.425 206.306 0 0 1.242.808
0 0 0 0 0 0 30.463.883
104.976.129 75.945.149 20.187.362 40.321.452 11.213.423 0 283.107.398
811.148 803.083 330.742 633.050 911.682 0 3.489.705
32.778 20.814 5.593 11.610 0 0 70.795
3.887.686 2.689.835 528.424 1.252.309 538.261 0 8.896.515
11.715 9.557 3.083 6.474 0 0 30.829
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5. Segment reporting, contd.

Business segments - sectors, contd.

The year 2012 Hot Cold Fibre-optic Adjust-

Electricity water water Sewer cable system ments Total
Income
External revenue .........cccccoovviiieiieeeiiiiiieeenn 19.252.841 9.904.780 3.176.966 4.184.368 1.385.590 0 37.904.545
Inter-segment revenue ............cccceeevveeneennee. 824.308 137.839 33.275 43.827 0 ( 1.039.249) 0
Total segment revenue .........coccvveevvveeeiineenns 20.077.149 10.042.619 3.210.241 4.228.195 1.385.590 (  1.039.249) 37.904.545
Balance sheet (31.12. 2012)
Properties .......ccceevviiiiie e 112.712.357 70.343.547 18.699.324 38.864.090 10.840.001 0 251.459.319
Intangible assets .........cccccvveeeiiiiie i 570.483 355.942 96.299 196.256 0 0 1.218.980
Unallocated asSets ..........ccovveriieeninienineenneens 0 0 0 0 0 0 44.523.346
TOtal ASSELS ..eviviiiiieiiiee e 113.282.840 70.699.489 18.795.623 39.060.346 10.840.001 0 297.201.645
Investments
Property, plant and equipments .................... 984.378 573.471 216.723 302.763 937.599 0 3.014.934
Intangible assets .........cccccveeeiiiiciie e 23.579 14.813 3.930 8.061 0 0 50.383
Depreciation, amortization
Property, plant and equipments .................... 4.563.001 3.379.335 536.353 1.281.570 522.485 0 10.282.744
Intangible assets .........cccccvieeiiiiic i 33.750 27.525 8.479 18.586 0 0 88.340

Financial Statements of Orkuveita Reykjavikur 2013

Amounts are in ISK thousand



Notes

6. Analysis of geothermal power plant operation

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

Electricity Hot water Electricity Hot water
2013 2013 2012 2012

Power plant at Nesjavellir
REVENUE ..ot 8.139.505 2.700.000 8.663.959 1.915.000
Operating EXPENSES .......vvveveeeieiiiirieeeeeseeiiireeeeeea ( 1.322.543) ( 662.894) ( 1.262.653) ( 682.717)
DEePreCiation ........ccevceeereiiiiieeeiiieessieeesseeeeeeseeee e ( 2.525.250) ( 808.745) ( 3.109.676) ( 843.802)
Profit before financial expenses ............cccccceeen.e. 4.291.712 1.228.360 4.291.630 388.481
Return on investment ............cccccevee e iiiiiienee s 5.1% 5.5% 4.7% 2.1%

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

The Company has changed its basis for cost allocation between heat and electricity in its geothermal power
plants. The cost allocation is now based on installed capacity for both electricity and heat. Previously the
Company used guidelines from the National Energy Authority, which according to Orkuveita Reykjavikur, do not
represent a fair allocation. Cost allocation was based on actual production figures. The Company’s methodology
for cost allocation has been sent to National Energy Authority for approval, without confirmation so far.

7. Salaries and salary related expenses

2013 2012
Salaries and salary related expenses are specified as follows:
SAUATMIES ...t 3.179.776 2.988.203
Defined contribution PENSION EXPENSES ....c.uvvieiiiiiieiiiee et 419.024 395.860
Defined benefit PENSION EXPENSES .........iiiiiiiiiiiiiie e 28.748 55.547
Other salary related EXPENSES .......cviiiiiiieeiiiie ettt 331.935 313.216
Expensed salaries and salary related expenses due to early retirement
plan and laid-off eMPIOYEES 1) ....cociiiiiiiiiiiieie e 54.887 314.271
Total salaries and salary related eXPeNnSES ...........cooiiiiiiiiiieeiiriee e 4.014.369 4.067.097

Salaries and salary related expenses are stated in the financial statements as follows:

Expensed in the income statement 3.639.815 3.701.222
Capitalised on projects ...........cccceevvvrenns 374.554 365.875
Total salaries and salary related expenses 4.014.369 4.067.097

Number of employees:
Number of annual WOrking UNItS ..........uuiiiiiiiiii e 445 476

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

Salaries to the Board of Directors of the Parent Company ..........cccocccveeieeeinniuinneenn. 20.137 16.695
Salaries to the Director and five Managing Directors of the Parent Company .......... 102.638 94.037
Salaries to the Board of Directors and Managing Directors of subsidiaries .............. 19.861 21.931
Defined contribution PENSION EXPENSES ......vviiiiiiiieiiiee et 17.905 17.075
Termination expenses, pension expenses included ...........cccccoviiiiiiiiiiiniiiieceeeees 0 9.071

160.541 158.808

Included in salaries are vehicle subsidy.

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

2013 2012
Other operating expenses is specified as follows:
Operational cost of utilities and power Plants ..........occcueierieiiiiiiiie e 1.329.494 1.570.857
Collection cost and other OffiCe COSE .......uuiiiiiiiiiiii e 704.139 625.924
Operation COSt Of PrOPEITIES ......eeiiiieiiiie et e e e 585.571 566.098
Public levies and INSUFANCE COSL .......iiiiiiiiiiiiie et 444.087 447.369
RV 2= U o U oo 1] AP UPRRU 1.021.046 1.083.283
Other operating eXpenses, TOLal ..........ooiiiviiiiei i 4.084.337 4.293.531

Among other operating expenses is one-time cost due to unbundling of the Company at the beginning of the year
2014. Most of the cost results from changes in computer systems, legal advisement and consultation regarding
capital structure and tax issues.

9. Depreciation and amortisation

2013 2012
Depreciation and amortisation is specified as follows:
Depreciation of property, plant and equipmeNt ..........ccccoviireiriieniee e 8.496.515 9.052.618
Amortisation of asSets IN CONSIIUCLION ..........eeiiiiiiiiiiiiee e 400.000 743.431
Amortisation of properties held for Sale ..o 0 486.696
Depreciation and amortisation, total, cf. NOte 12 ..........ccccciiiiiiiiiii e, 8.896.515 10.282.745
Amortisation of intangible assets, Cf. NOte 14 .........ccoocviiiiiie i 30.829 88.340
Depreciation and amortisation recognised in the income statement ........................ 8.927.345 10.371.085

10. Financial income and expenses

2013 2012
Financial income and expenses are specified as follows:
INEEIEST INCOIME ..ot e e et e e e s et e e e e e e e e e e e e e s 208.723 146.916
INEEIEST EXPENSE ...ttt e e ettt e e e e ettt e e e e e e s nbaeeeeeeesantbaeeeaeeeannnees ( 5.489.263) ( 6.232.254)
Guarantee fEe t0 OWNEIS 1) .....uiiiiiiiiiiiiiiii ettt e e e e ( 818.411) ( 860.534)
TOtal INTErESE EXPENSES ....viiiiieee ettt ee e ettt e e e e et e e e e s e et et e e e e s e ssntbeeeaeeseannereeeas ( 6.307.674) ( 7.092.787)
Fair value changes of embedded derivatives in electricity sales contracts ............... ( 14.320.921) ( 2.944.310)
Fair value changes of assets available for sale ..., ( 74.900) 0
Fair value changes of financial assets and financial liabilities through P/L ............... ( 2.102.704) 1.847.840
Change in valuation of derivatives in default, cf. note 37 .........cccovieiiiiiiiies 0 ( 558.759)
[ L=To fo T oo ] o1 = Tod £ SRR ( 1.355.128) 417.832
Foreign exchange differenCe ..........cooiuiiiiiiiiiii e 17.666.647 ( 10.364.758)
D1V o [=] o Lo [PPSO TPPPPRPRN 53.671 54.475
Total of other income (expenses) on financial assets and liabilities ........................ ( 133.335) ( 11.547.680)
Total financial INCOME anNd EXPENSES ......ccoiiiiiiiiiiiee ettt e e a e ( 6.232.285) ( 18.493.550)

1) Orkuveita Reykjavikur paid a guarantee fee to current and former owners of the company for guarantees they
have made on the Groups loans and borrowings according to a decision made on the annual meeting of Orkuveita
Reykjavikur in 2005. The fee on yearly basis for its licenced operations is 0.375% and 0.49% regarding loans due
for operations in the open market. The calculation of the fee is done at the end of each quarter. The guarantee fee
amounted to ISK 818 million in the year 2013 (2012: ISK 861 million) and is accounted for among interest
expenses.

Fair value changes through P/L

Generally accepted valuation methods are used to determine the fair value of certain financial assets and financial
liabilities, further discussed in note 4. Change in fair value that is expensed in the income statement amounts ISK
16.499 million. (2012: expense ISK 1.096 million).
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11. Income tax

Orkuveita Reykjavikur is tax liable in accordance with Article 2 of law no. 90/2003 on income tax. The part of the
Company’s operation concerning operation of cold water supply and sewer is though exempt from income tax.

Income tax recognised in the income statement is specified as follows: 2013 2012
Change in deferred INCOME tAX ........ooiiiiiiiiiiie e eeeeee e 7.571.959 ( 1.535.261)
Income tax recognised in the income statement ...........cccceeeiviiiiiiee e, 7.571.959 ( 1.535.261)
Reconciliation of effective tax rate: 2013 2012
Profit (loss) before income tax .......ccccceeveeeeennnen. 10.921.715 ( 3.830.455)
Income tax according to current tax ratio ............. 36.0% 3.931.817 36.0% ( 1.378.964)
Effect of various tax rates in the Group ................ ( 1.6%) ( 172.496) ( 0.9%) 33.817
Effect of valuation of exploitation

of deferred tax l0SSES ........cccvvievieeiiiiiiiiieeees ( 2.7%) ( 290.000) 2.6% ( 100.000)
Non-taxable operation of

water supply and SEWEr .........cccevvvveeriieeeniineeens ( 23.4%) ( 2.555.631) 24% ( 93.706)
Effect of unbundling on deferred income tax ........ 60.3% 6.586.925 0.0% 0
Other ItEBMS ....ccveiiiiiiiee e 0.7% 71.344 ( 0.1%) 3.592
Effective income tax .........ccocoveveeiiiieniiniccee 69.3% 7.571.959 40.0% ( 1.535.261)

Income tax moved directly to equity

Deferred tax

Due to income and expenses moved directo to equity 2013 2012
Tax effect of revaluation ... 2.183.524 0
Effect of unbundling on tax on revaluation ............ccccocciieiiii i ( 7.934.264) 0
Deffered tax, t0tal ........ccuiiiiie e ( 5.750.740) 0

See further discussion about the effect of the unbundling on deferred taxes in note 3. n.
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12. Property, plant and equipment

Property, plant and equipment is specified as follows:

Production Utility Other Other

The year 2013 system system real estates equipment Total
Cost or deemed cost
Balance at year beginning .......... 198.231.387 223.774.810 2.083.533 1.244.289  425.334.019
Additions during the year ............ 808.728 2.394.477 870 235.945 3.440.021
Additions of assets

in construction ............ccceeennee. 4.940 44.744 0 0 49.684
Sold or disposed of ..........ccee.e 0 0 0 16.054 16.054
Revaluation, increase ................. 9.044.863 12.793.442 0 0 21.838.305
Revaluation, decrease ................ ( 4.073.811) 0 0 0 ( 4.073.811)
Balance atyearend .................. 204.016.107  239.007.474 2.084.402 1.496.289  446.604.272
Depreciation
Balance at year beginning .......... 64.424.583  113.110.231 881.295 806.447  179.222.557
Reclassification of assets ........... 0 0 17.836 0 17.836
Depreciated during the year ....... 4.904.854 3.842.117 16.288 133.257 8.896.515
Sold or disposed of ..........ccee.ne 0 0 0 ( 14.954) ( 14.954)
Revaluation, increase ................. 877.981 6.277.442 0 0 7.155.423
Revaluation, decrease ................ ( 73.811) 0 0 0 ( 73.811)
Balance atyearend ................. 70.133.607  123.229.790 915.419 924,750 195.203.566
Carrying amounts
At 1.1. 2013 .o 133.806.804  110.664.579 1.202.237 437.842  246.111.462
At 31.12.2013....cceeevieeeiiee e 133.882.500 115.777.684 1.168.983 571.538 251.400.706
Thereof assets in

construction at year end........... 6.949.212 1.599.762 0 0 8.548.975
The year 2012
Cost or deemed cost
Balance at year beginning .......... 195.996.921  222.894.519 8.140.245 5.596.352  432.628.037
Reclassification of assets ........... 1.301.287 ( 884.548) 1.383.128 ( 3.528.887) ( 1.729.019)
Additions during the year ............ 993.880 1.856.200 19.769 145.086 3.014.935
Transferred to properties

held for sale ........ccccceeevveevnnenn. ( 60.701) 0 7.390.556) ( 869.043) ( 8.320.300)
Sold or disposed oOf .........ccccc.... 0 ( 91.361) 69.054) ( 99.219) ( 259.634)
Balance atyearend .................. 198.231.387  223.774.810 2.083.533 1.244.289  425.334.019
Depreciation
Balance at year beginning .......... 58.379.184 111.034.725 1.825.401 2.586.718  173.826.027
Reclassification of assets ........... 491.232 ( 1.693.391) 580.320 ( 1.107.180) ( 1.729.019)
Depreciated during the year ....... 5.611.392 3.858.468 644.176 168.709 10.282.745
Transferred to properties

held for sale ........c.ccevevevevennne. ( 57.224) 0 2.156.978) ( 758.241) ( 2.972.444)
Sold or disposed of .........ccccc..... 0 ( 89.570) 11.624) ( 83.559) ( 184.752)
Balance atyearend ................... 64.424.583  113.110.231 881.295 806.447  179.222.557
Carrying amounts
At 1.1.2012.....ciiiieeiieiiee e 137.617.737 111.859.794 6.314.845 3.009.634 258.802.010
At 31.12.2012.....oiiiieeeeee 133.806.804  110.664.579 1.202.237 437.842  246.111.462
Thereof assets in

construction at year end........... 7.209.960 1.555.018 0 0 8.764.979
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12. Property, plant and equipment, contd.

Revaluation

When revaluating, the relevant asset groups are measured at fair value. The aforementioned revaluation is
recognised in a revaluation reserve among equity taken into account effects of deferred income tax as further
explained in note 3. d. The revaluation is carried out by experts within the Company.

Revaluation was carried out for the distribution system except for the fibre-optic system at year-end as a part of
the regular revaluation of the Company’s assets. The revaluation led to an increase of book value of those assets,
amounting to ISK 12.683 million. Revaluation was also done for hot water in the production system at year end
2013. The revaluation led to an increase of book value of production assets in hot water amounting to ISK 2.000.
The revaluation led to a decrease in the production assets for electricity amounting to ISK 4.000 million, that
decrease was recognised in June 2013.

Date of
Revaluation was last executed as specified in the following table: Revaluation
Production systems
HOT WAL ...ttt e et et e e et et et et e tetaeaeaeaeaeaaaaaaaaeaaaaaaaaaaaaaaaaeaaeeaaaenanaaaaaaaaananaaas 31.12.2013
(7o) [0 Y7 (-1 31.12.2013
[T od T T T O T P PP T PP T R PUPPOPPPP 30.6.2013
Distribution systems
HOT WAL ...ttt e et et e e et et et et e tetaeaeaeaeaeaaaaaaaaeaaaaaaaaaaaaaaaaeaaeeaaaenanaaaaaaaaananaaas 31.12.2013
(7o) [0 Y7 (-1 31.12.2013
SEBWEAGE ..ttt ettt ettt e e et e e R e e e e e e e et e e s 31.12.2013
=T (oSO P PO PP PPPPPPPI 31.12.2013
Fibre-optic Cable SYSIEM . ....ii e 30.9.2010

The fair value of these assets is determined on the basis of the depreciated replacement cost. This consists in
that an assessment is made on changes in the construction cost of comparable assets and both cost and
accumulated depreciations are revaluated in accordance with those changes. The calculation is based on official
information and actual statistics from the Company's books on value changes of cost of items and takes into
account an estimate on the weight of each cost item in the total cost of construction of comparable assets. Cost
items and their proportional weight were determined by experts within the Company. The impairment test of assets
is also taken into consideration and revaluation is not recognised beyond the expected future cash flow of the
assets. Distribution systems for hot water, cold water, sewage and electricity are licensed operations and subject
to official revenue targets that are based mostly on changes in the construction cost index. This is taken into
consideration when revaluating these systems. Revaluation is classified as level 3 of the hierarchy of fair value,
further explained in note 31.

Information on revalued assets at year end Production Distribution

31.12. 2013 system system Total
Revalued carrying amouUNt .............eeeeieiiiiiiiiee e 133.882.500 115.777.684  249.660.184
Thereof effect of revaluation ............cccoeciiiiii ( 30.401.658) ( 45.941.014) ( 76.342.672)
Carrying amount before effect of revaluation ...............ccoceieenn. 103.480.842 69.836.670 173.317.512
31.12. 2012

Revalued carrying amouUNt .............eeieieiiiiiiiiiee e 133.806.804 110.664.579  244.471.382
Thereof effect of revaluation ...........cccccoeviiiiii i, ( 27.206.629) ( 40.048.340) ( 67.254.969)
Carrying amount before effect of revaluation ............cccccoeevverinnen. 106.600.175 70.616.238  177.216.413
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12. Property, plant and equipment, contd.

Impairment tests

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

i) Weighted average cost of capital (WACC) is 4.67% to 7.93%, (2012: 3.64% to 6.31%) Increase in WACC is
mostly explained by changes in tax rates in new subsidiaries.

i) The future growth is between 0% to 2.5%. (2012: 0% to 2.5%)

Further explanation on impairment test is in note 3. h.

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

At the end of June 2013 the review showed impairment on non-current assets of production systems in electricity,
therefore former revaluation of these assets was reversed, the reversal amounting to ISK 4.000 million. At year
end impairment tests did not indicate further impairment. The assumptions that have had the most effect since
year-end 2012 in the impairment tests are increase of the rate of risk-free interests, decrease in the price of
aluminium and the strengthening of the ISK against the USD in the year.

Rateable value and insurance value

The rateable value of the Company's assets measured in the rateable value assessment amounted to ISK 24.309
million at year end 2013 (2012: ISK 31.390 million). The fire insurance value of the company's assets amounted
to ISK 28.182 million at the same time (2012: ISK 38.499 million). Among those assets are real estates
capitalised among production and distribution systems.

Obligations

In May 2008 the Company entered into a contract concerning purchase of five, 45 MW turbines for power plants,
two of them put to use in the year 2011. In the year 2013 the Company negotiated to delay confirming the
deliverance of two of the turbines until 1 June 2016, being delivered in the year 2019. A settlement was also made
to cancel the fifth turbine.

The Company received parts for the three turbines in the beginning of the year 2014. These are parts that the
producers have received from their subcontractors. The Company has already made payments for these parts
according to the contract. Due to the cancellation, but taking into account the value of the delivered parts, a write-
off amounting to ISK 400 million in the year 2013 of investment stock.

The remainder of the contract for the two turbines on hold amounts to approximately ISK 7.0 billion as per
exchange rate at year end (2012: ISK 12.3 billion). More information regarding these contracts can be found in
note 37.

Furthermore, the Company has entered into contracts and placed purchase orders with suppliers and developers
concerning work on production and distribution systems. The balance of these contracts and purchase orders at
year end is estimated at ISK 1.2 billion (2012: ISK 1.2 billion).
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13. Properties held for sale

Properties held for sale are specified as follows: 2013 2012
Orkuveita Reykjavikur, headquarters at Beejar- and Réttarhals, 110 Reykjavik ....... 0 4.397.856
Perlan, Oskjuhli®, 105 REYKJAVIK ......cc.ccvveriiririiiirisiei st 0 950.000
Properties held for sale, total ...........ccciiiiiiii it 0 5.347.856
At year end 2012 Reykjavik City purchased Perlan from the Company for ISK 950 million. The sale was finalised in
March 2013.

In the beginning of 2013 the Company made a sale contract regarding the sale of it's headquarters at Baejar- and
Réttarhals for ISK 5.100 million. The contract was finalised at the end of October 2013 with a profit of ISK 613,8
million recognised in the income statement. From the same time the Company leases back the headquarters from
the new owner, but then subleases a part of the assets to lessees from outside the Company. Further information
regarding the lease is in note 34.

Properties held for sale are classified among current assets since completion of sale is expected within a year.
These assets are not depreciated from the time they are reclassified from non-current assets.

14. Intangible assets
Intangible assets are specified as follows:

Heating
The year 2013 rights Software Total
Cost
Balance at year beginning .........ccocceveiiiiiiiiiie e 1.427.031 1.371.816 2.798.847
Additions during the year 0 70.795 70.795
Sold or diSPOSEd Of ... 0 ( 33.974) ( 33.974)
Balance at end of the Year ........ccccoooeeiiiiiiii e 1.427.031 1.408.638 2.835.669
Amortisation
Balance at year beginning ..........ccccce i 503.524 1.076.343 1.579.867
Reclassification 0f @SSetS ........ccvvieiiiiiiie i 0 ( 17.836) ( 17.836)
Amortisation during the year ...............ccceviiiiiii ( 55.243) 86.073 30.829
Balance at end of the year ..o 448.281 1.144.579 1.592.860
Carrying amounts
AL L1 2013 o 923.507 295.474 1.218.980
AL 3112, 2003 oo 978.750 264.058 1.242.808
The year 2012
Cost
Balance at year beginning .........ccocceveiiiiiiiii 1.427.031 3.045.194 4.472.225
Reclassification of assets .........ccccccovviiiieieeeninnins 0 ( 1.723.761) ( 1.723.761)
Additions during the Year ..o 0 50.383 50.383
Balance at year €nd ...........eeeiiiiiiiiiii e 1.427.031 1.371.816 2.798.847
Amortisation
Balance at year beginning .........ccococceiiiiiiie 491.550 2.723.738 3.215.288
Reclassification 0f @SSetS .......eveiiiiiiiiiieiie e 0 ( 1.723.761) ( 1.723.761)
Amortisation during the Year ............cccocoiiiiiieiie e 11.974 76.366 88.340
Balance at year €Nnd .........cccvoiiiiiiiiiiiee e 503.524 1.076.343 1.579.867
Carrying amounts
AL L1 2002 oo 935.481 321.456 1.256.937
AL 3112, 2002 oo 923.507 205.474 1.218.979
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15. Investments in associated companies

Investments in associated companies are specified as follows:

2013 2012

Carrying Carrying

Share amount Share amount

Iceland American Energy InC. .......ccccceeevvvvivnennnn. 83.7% 0 83.7% 0
islensk Nyorka ehnf. ..........cccceveveieveeeeeeeeeenes 27.6% 29.341 27.6% 29.339
Netorka hf. ....oooiii e 23.5% 21.856 23.5% 29.207
Reykjavik Energy Grad. School hf. ..........c.ccoovee. 45.0% 6.320 45.0% 1.281
TOtAL e 57.517 59.827

The Company's share in the loss of its associated companies amounted to ISK 2,3 million in the year 2013 (2012:
loss of ISK 10 million).

16. Investments in other companies

Investments in other companies are specified as follows: Share 2013 2012
HS VEITUN N, oo 16.6% 1.499.248 957.000
Landsnet hf. 1) ....ooeeoiiiee e 6.8% 2.160.000 2.160.000
Other shares in COMPANIES ..........cocueeiiieiiieiiieee e 75.303 148.182
Other shares in companies, total .........ccccooccieeieeiiiiiiiecee e, 3.734.551 3.265.182

The value of financial assets at fair value through profit or loss is based on market value. Fair value of financial
assets available for sale is based on generally accepted valuation methods performen by independent experts,
unless where it is possible to base it on recent commercial transactions. See further discussion in note 31.

1) According to provisions in the Energy laws no. 65/2003 only current owners of shares in Landsnet are allowed
to assign their shares to other owners of Landsnet and are not allowed to sell their shares to other parties.

17. Embedded derivatives in electricity sales contracts

The fair value of embedded derivatives in electricity sales contracts is specified as follows:

2013 2012
Fair value of embedded derivatives at the beginning of the year ............ccccceeiinee. 14.738.660 17.682.970
Fair value changes during the YEar ..........ocuuiiiiiiiiiii e ( 14.320.921) ( 2.944.310)

Fair value of embedded derivatives at year-end 417.739 14.738.660

The allocation of embedded derivatives in electricity sales contracts is specified as follows:

Non-current embedded AEriVALIVES ..........ccooeiiiiiiiiiiiiie et 965.916 14.150.678
Current embedded AeriVALIVES .........ccoiiiiiiiiiie e ( 548.176) 587.982
Total embedded derivatives at year-end ...............ceeoeiiiiiiiiiieiiiiieee e 417.740 14.738.660

Further discussion regarding embedded derivatives can be found in note 28 c.

Financial Statements of Orkuveita Reykjavikur 2013 37 Amounts are in ISK thousand



Notes

18. Other financial assets and financial liabilities

Non-current assets 2013 2012
Financial assets at fair value through profit or loss:

BONUS ..ot 7.502.611 9.744.861
HEAQE CONTIACES .t e e e es 1.127.246 893.934

8.629.857 10.638.795
Bonds and other receivables:
BONGS ..o 193 579

Total amOonNg NON-CUITENT ASSELS .....c.vuveverriiiireierersirereeseeeres s 8.630.050 10.639.373

Current assets
Financial assets at fair value through profit or loss:
[ L=To fo = oT] o1 = Tod £ SRR PR 232.031 38.956

Bonds and other receivables:
BONGS ..o —————— 386 5.986

Total aMONQG CUIMTENT @SSELS ..uuviiiiiieiiiiiiieii e e e et r e e e s e e e e e e e s s nneaeeeaeeeenes 232.417 44.942

Non current liabilities
Financial liabilities at fair value through profit or loss:
(=70 o To R oTo] o1 - Tod T OSSP SOUPRPP ( 80.847) ( 98.974)

Current liabilities
Financial liabilities at fair value through profit or loss:
(=70 o TR ot ] a1 =Ty T OSSP TOUPRRP ( 1.390.870) ( 150.300)

The bond among non-current assets is issued in USD and carries 1.5% interest. It has one due date in the year
2016. The bond is linked to aluminium prices to certain extent and is pledged with shares in HS Orka hf. The bond
is stated at fair value through P/L and derivatives are not separated from the bond. The fair value of the bond is
measured from future prices of aluminium, discounted by the interest rate of the relevant currency, plus premium
due to counter-party risk. All of the Company’s bonds are determined to be third level in the fair value hierarchy as
further is explained in note 31.

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

19. Deferred tax assets and liabilities

Deferred tax assets and liabilities is specified as follows:

2013 Tax assets Tax liabilities Net amount
Deferred tax assets/liabilities at the beginning of the year ............. 3.467.267 0 3.467.267
Calculated income tax for the year ..., ( 7.571.959) 0 ( 7.571.959)
Tax effect due to unbundling of the Company ..........ccccevveeeinnnenn. 7.934.264 0 7.934.264
Tax effect on the revaluation account ............cccceeeeiiiiiiiine e, ( 2.183.524) 0 ( 2.183.524)
Deferred tax assets/liabilities at end of the year ............ccccceeennee 1.646.048 0 1.646.048
2012

Deferred tax assets/liabilities at the beginning of the year ............. 1.932.006 0 1.932.006
Calculated income tax for the year ... 1.535.261 0 1.535.261
Deferred tax assets/liabilities at year end .........ccccceevvevvvienieeiinnnen, 3.467.267 0 3.467.268
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19. Deferred tax assets and liabilities, contd.,

Deferred tax assets and liabilities are attributable to the flollowing:

31.12. 2013 31.12. 2012
Tax assets Tax liabilities Tax assets Tax liabilities
Property, plant and equipment .............c.ccceee.. ( 8.896.046) 0 ( 15.063.674) 0
Embedded derivatives ...........ccccceeviiiil ( 83.548) 0 ( 5.305.918) 0
Other itemMS ......oooviieiiii e ( 1.487.660) 0 2.599.893 0
Effect of carry forward taxable 0SS .................... 12.113.303 0 21.236.966 0
Deferred tax assets/liabilities at year end ........... 1.646.049 0 3.467.268 0

Carry forward taxable loss

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

2013 2012
Unadjusted taxable loss for the year 2008, usable until year 2018 ..............c.......... 45.857.516 56.383.614
Unadjusted taxable loss for the year 2009, usable until year 2019 .............ccceeeenee. 4.953.017 4.953.017
Carry forwards taxable 10Ss at year €nd ...........cccceiiiiiiiiiie i 50.810.533 61.336.631

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

20. Inventories
Inventories are specified as follows at year end: 2013 2012

INVENLOTY OFf MALETTAIS ...eeiiiiiiiiieiie e 367.347 402.872

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

21. Receivables

Trade receivables is specified as follows at year end: 2013 2012
Trade receivables, industrial CONSUMETS .........ceiiiiiiieiiiiie e 1.786.124 1.100.917
Trade receivabIles, FeLaAl ..........oooiveiiiie e 4.010.494 3.938.933
Trade receivables, tOtal .......cooooiiiiii s 5.796.618 5.039.850
Allowance for doubtful @CCOUNLS ...........uuuiuiiiiiiiiiiiiiiiee e ( 217.400) ( 318.500)
5.579.218 4.721.350

Other current receivables are specified as follows at year end:
Pre-paid EXPENSES .....oooiiiiiiiiiie ettt 146.420 199.480
CaPital INCOME TAX ..eiiiiiiiiiiiiiie et e e et e e e e et e e e e e e e e snnebeeeas 43.800 34.832
ACCrUEd INLEIESE INCOME ....eiiiiiiii ettt e e 31.035 32.035
Receivables from emMPIOYEES .......ooiiiiiiiiii e 5.756 6.529
Other reCeIVADIES ........ooiiiii e 30.397 25.305
257.409 298.181
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22. Cash and cash equivalents

Cash and cash equivalents at year end are specified as follows: 2013 2012
BanK DAlAnCES ......cooiiiiiiiiie e 8.993.410 6.885.693
23. Equity

Equity ratio of the Company at year end 2013 is 28.6% (2012: 20.4%). Return on equity was positive by 4.8% in
the year (2012: negative by 3.7%).

Revaluation reserve

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

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

Retained earnings

Dividend was not paid to the owners of the parent Company in the year 2013. (2012: No paymend of dividend).
The Company's Board of Directors do not propose divident to be paid to the owners of the parent company in the
year 2014 due to the operating year 2013. The owners of the parent company decide on dividend payments.

24. Loans and borrowings
This note provides information about the contractual terms of the Group’s interest-bearing loans and borrowings,

that are measured at amortised cost. For more information about the Group’s exposure to interest rate, foreign
currency and liquidity risk, see note 28. Loans and borrowings are as follows:

Non-current liabilities 2013 2012
2= L] [0 =T LSRR 157.253.461  195.721.276
Subordinated loan from owners of the ComPaNnYy .........cccccovieveiiiiieiiiiie e 13.306.266 8.849.752
BONG ISSUBNCE .....eiiiiiiiiiiie ettt e e e e et e e e e e e e e eeeee s 22.614.727 22.515.068

193.174.454  227.086.096
Current portion on non-current abilities ...........cc.eeiiiiiiii e ( 17.854.524) ( 25.539.733)

175.319.930 201.546.363

Current liabilities

Current portion on non-current abilities ...........cc..eeiiiiiiii e 17.854.524 25.539.733
Short-term Bank [0ANS ........cooiuiiiiiiii s 1.765.000 4.417.190

19.619.524 29.956.923

Total interest bearing 10ans and DOITOWINGS ........ccooiiiiiiiiiiiiiiiie e 194.939.454  231.503.286
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24. Loans and borrowings, contd.,

Terms of interest-bearing loans and borrowings
Liabilities in foreign currencies:

2013 2012
Date of Average Carrying Average Carrying
maturity interest rate amount interest rate amount
Liabilities in CHF 5.10.2027 0.37% 21.201.702 0.56% 33.989.877
Liabilities in EUR 6.12.2032 1.04% 64.419.375 0.98% 84.800.019
Liabilities in USD 8.11.2030 1.83% 44.580.565 1.81% 41.956.344
Liabilities in JPY 5.10.2027 0.35% 10.657.589 0.47% 16.304.551
Liabilities in GBP 26.2.2024 1.55% 4573.439 1.85% 5.084.266
Liabilities in SEK 5.10.2027 1.26%  7.343.913 2.06%  8.891.712
152.776.583 191.026.769
Liabilities in Icelandic kronas:
INdexed .....coooeeeeeeeiae 10.1.2037 451% 40.397.871 4.67% 36.059.327
Non-indexed .........cccvvvevvveveeennnnns 31.1.2014 8.10% 1.765.000 7.53% 4,417.190
42.162.871 40.476.517
Total interest-bearing loans and borrowings ...........cccccceeeeeevvneenn. 194.939.454 231.503.286
Repayment on non-current liabilities are specified as follows on the next years: 2013 2012
L= L2 T PR 0 25.539.733
LI === L2 RS STRR 17.854.524 16.747.099
LA = LA T PP 17.920.187 19.625.714
L= L2 L T SRR 18.474.237 19.697.595
LI L2 PSP 14.298.158 15.625.559
LA LA TSRS 14.161.483 15.145.311
6= (Y RPN 110.465.865  114.705.085
Total non-current liabilities, including next year's repayment ..........cccccceeeveiiiiveeneenn. 193.174.454 227.086.096

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

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

Covenants

Loans for the amount of ISK 18.138 million have certain covenants that regard repayment time as a proportion of
EBITDA and as interests as a proportion of EBITDA as well as reviewing that budgets are within set limits. (2012:
ISK 16.856 million). Management regularly evaluate the covenants and in their view there is not danger of them
being breached.
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25. Retirement benefit obligation

Upon the estabilshment of Orkuveita Reykjavikur, an accrued retirement benefit obligation due to employees at
that time was settled. The Company has retirement benefit obligation due to benefits of current and former
employees in pension benefit plans. This obligation is due to companies merged with Orkuveita Reykjavikur and
due pension fund obligation has been taken over in relation to the merger.

The Company's accrued retirement benefit obligation amounted to ISK 518 million at year end 2013, discounted
based on 2% interests and taken into account the share in the net asset of the pension fund (2012: ISK 508
million). The Company updates the obligation according to an assessment from an actuary each year when that
assessment is available. Premises for life expectancy are in accordance with provisions of Regulation no.
391/1998 on obligatory insurance of pension benefits and operation of pension funds. The estimated increase in
the obliagation in the year is based on general increase in salaries taken into account interests. The increase of
the obliagation during the year is expensed in the income statement among salaries and salary related expenses.
The part of the obligation that is estimated to be payable in the year 2014 is recognised among current liabilities.

Retirement benefit obligation is specified as follows: 2013 2012
Retirement benefit obligation at the beginning of the year ............c.cccccoiviinine 508.377 476.694
Contribution due to pension payments during the Year ..........ccccccveeviiieiniiee e ( 19.200) ( 23.864)
Increase in the pension fund obligation during the year ..........ccccccoovvee e 28.748 55.547
Retirement benefit obligation at year €nd ...........ccccoeiiiiiiiiii e 517.925 508.377
Non-current component of retirement benefit obligation ...........ccccceeviiiiiiiccneen, 492.925 483.377
Current component of retirement benefit obligation .............cccoeoiiiiiiiie 25.000 25.000

Retirement benefit obligation at year end ..o 517.925 508.377

26. Current liabilities

Other current liabilities is specified as follows: 2013 2012

UNPAI tAXES ...evveieieeeiiiiieiee et 757.353 860.745
Unpaid salaries and salary related items .............. 410.765 463.324
Accrued interest eXPEeNSES .......ccvvveeeeeeiiiiiiiieeee e 718.379 799.631
Current component of retirement benefit obligation 25.000 25.000
Derivative contracts in default, Cf. NOtE 36 .........cccvviiiiiiiiiii e 740.000 740.000
Other ADIIHIES ........eiiiie it 46.006 62.933

2.697.502 2.951.632

27. Risk management and financial instruments

Overview

The risk policy was updated and approved by the Board of Directors of Orkuveita Reykjavik at the end of the year
2013. The Board’s policy is that in all of the Company’s operations, risks are to be considered and thereby the
policy implements a mindset of responsible and efficient decisions as well as good corporate governance. The risk
policy explains the overview and main targets of the Board in this matter. The risk policy also defines the main risk
factors, measurement indicators, objectives and risk limits in the daily risk management. One of the main
foundations in the risk policy is to define the risk factors which are of relevance, measure their impact and define
acceptable limits when controlling them.

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

« that suitable methods are used to recognise and measure risk
« that risk monitoring systems are in place and efficient
« that the risk policy of the Board is complied with in the operations of the Company

Financial Statements of Orkuveita Reykjavikur 2013 42 Amounts are in ISK thousand



Notes

27. Risk management and financial instruments, contd.,

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

Financial risk is divided into:

» Market risk, further discussed in note 28
« Liquidity risk, further discussed in note 29
« Credit risk, further discussed in note 30

28. Market risk

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

a. Currency risk due to liabilities in the balance sheet and cash flow in foreign currencies.
b. Interest rate risk due to loans and contracts made by the Company.
c. Risk due to changes in the world market price of aluminium.

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

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

Approx. 79.1% of the Company's interest bearing loans are in foreign currencies. The Company has entered into
long term electricity sales contracts in foreign currency (USD). The expected future revenues from these contracts
on the accounting date amount to approx. ISK 123.563 million (2012: ISK 160.383 million). That amount is based
on the future price of aluminium on LME (London Metal Exchange) on the accounting date and expectations of
price development of aluminium for the next 25 years according to the assessment of CRU, an independent
evaluation party, as available on the accounting date.

Foreign exchange rate of the main currencies during the year is specified as follows:

2013 2012 31.12. 2013 31.12. 2012
Average exchange rate Exchange rate at year end

CHF o, 131,907 133,352 129,190 140,640
EUR o, 162,381 160,733 158,500 169,800
L0155 PP PPPPPPPPPPPPP 122,231 125,052 115,030 128,740
JPY 1,256 1,570 1,096 1,495
GBP 191,225 198,155 190,210 208,150
SEK o 18,776 18,4684 17,950 19,758
CAD i 118,715 125,110 108,070 129,360
TV e 218,955 221,796 210,108 232,686
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28. Market risk, contd.

a.

Currency risk, contd.

The Company's exposure to currency risk based on the nominal amounts is specified as follows:

31.12. 2013 CHF EUR usD JPY GBP CAD SEK DKK Total
Loans and borrowings ..... ( 21.201.702) ( 64.419.375) ( 44.580.565) ( 10.657.589) ( 4.573.439) ( 7.343.913) ( 152.776.583)
Accounts payables .......... ( 39.028) ( 254.558) ( 64) ( 293.650)
Trade receivables ............ 526.950 526.950
Bank deposits ................. 393.442 2.996.807 438.207 280.217 40.738 36 34.301 4.183.748
Embedded derivatives ..... 417.740 417.740
Hedge contracts .............. ( 53.233) 18.857.773 439.925 ( 78.818) ( 11.505) ( 9.640) 19.144.502
Other financial assets ..... 7.502.611 7.502.611
Balance sheet risk ........... ( 20.861.494) ( 42.603.823) ( 35.509.691) ( 10.456.189) ( 4.544.206) 36 ( 7.319.252) ( 64) ( 121.294.683)
Estimated sale 2014 ....... 0 0 6.252.705 0 0 0 0 0 6.252.705
Estim. purchase 2014 ..... 0 (  431.843) (  222.910) ( 85.543) 0 0 0 0 ( 740.296)
Balance sheet risk ........... 0 ( 431.843) 6.029.795 ( 85.543) 0 0 0 0 5.512.409
Net risk ....cccoovvvieiiniinnns ( 20.861.494) ( 43.035.666) ( 29.479.896) ( 10.541.733) ( 4.544.206) 36 ( 7.319.252) ( 64) ( 115.782.274)
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28. Market risk, contd.

a. Currency risk, contd.

31.12. 2012 CHF EUR usD JPY GBP CAD SEK DKK Total
Loans and borrowings ..... ( 33.989.877) ( 84.800.019) ( 41.956.344) ( 16.304.551) ( 5.084.266) 0 ( 8.891.712) 0 ( 191.026.769)
Accounts payables .......... ( 37.253) ( 299.766) ( 337.019)
Trade receivables ............ 658.285 47 658.332
Bank deposits ................. 1.709 6.226.479 492.598 135 131 2.530 1.263 90 6.724.936
Embedded derivatives ..... 14.738.660 14.738.660
Hedge contracts .............. (  217.681)  14.874.347 2.754 156.497 (  10.985) ( 18.706) 14.786.226
Other financial assets ..... 9.744.861 9.744.861
Balance sheet risk ........... ( 34.205.849) ( 63.736.446) ( 16.618.951) ( 16.147.919) ( 5.095.073) 2.530 ( 8.909.154) 90 ( 144.710.772)
Estimated sale in 2013 .... 0 0 8.116.661 0 0 0 0 0 8.116.661
Estim. purch. in 2013 ...... 0 ( 155.915) ( 25.849) ( 290.034) ( 154) 0 0 0 ( 471.952)
Balance sheet risk ........... 0 ( 155.915) 8.090.812 (  290.034) ( 154) 0 0 0 7.644.709
Net risk ....cccoovvvieiiniinnns ( 34.205.849) ( 63.892.361) ( 8.528.139) ( 16.437.953) ( 5.095.227) 2.530 ( 8.909.154) 90 ( 137.066.063)

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

Profit or (loss)

CHF EUR USD JPY GBP CAD SEK DKK Total
The year 2013 1.335.136 2.726.645 2.272.620 669.196 290.829 ( 2) 468.432 4 7.762.860
The year 2012 2.189.174 4.079.133 1.063.613 1.033.467 326.085 ( 162) 570.186 ( 6) 9.261.489

This analysis assumes that all other variables, in particular interest rates, remain constant. The analysis was performed on the same basis for the year 2012.
Weakening by 10% of the Icelandic krona against the above currencies would have had the equivalent, but opposite effect on the above currencies to the amounts
shown above, on the basis that all other variables remain constant.
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28. Market risk, contd.
b. Interest rate risk

Interest rate risk is the risk of changes in interest rates having a negative effect on the Company's income. The
Company is exposed to interest rate risk due to interest bearing assets, liabilities and financial instruments
measured at fair value. The Company’s liabilities both have fixed and variable interest rates, majority being subject
to variable interest rates. The department of treasury and risk monitors that interest rate risk is within preset limits
and has permission to control interest rate risk with derivatives. On the accounting date hedges covered 94% of
loans with variable interest rates 1 year ahead minimum and proportionally less the next years after that.

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

Fixed rate instruments 2013 2012
FINANCIAL ASSELS ..ovvviiiii it e e e e e et e e e e e e e e e eaees 579 6.564
Financial Habilities ..........cooiiiiiiiie e e e e e e e eaeaes ( 44.026.345) ( 42.553.480)

( 44.025.766) ( 42.546.915)

Variable rate instruments

FINANCIAL ADITEES ... eveeeeveee e eee e eee e e e s eeseeeeee s seeeeee ( 150.913.110) ( 188.949.806)
( 150.913.110) ( 188.949.806)

Financial instruments at fair value

Other financial assets 7.502.611 9.744.861
[ (=T [ TR oo o1 1 - 1o £ PP ( 112.441) 683.616
7.390.170 10.428.477

In the following table, effect of changes on financial instruments at fair value is set forth, taken into account the
effect of taxes. The analysis was done in the same way for the year 2012.

Cash flow sensitivity Fair value sensitivity
analysis analysis

100 p 100 p 100 p 100 p
31.12. 2013 increase decrease increase decrease
Embedded derivatives ..........cccccovvveeiiiieeiniiee e 0 0 ( 116.682) 134.238
Other financial assets 0 0 ( 127.896) 132.677
Hedge contracts ................. 477.658 ( 477.658) 2.055.498 (  2.148.257)
Interest bearing loans 508.768) 508.768 0 0
31.110) 31.110 1.810.920 (  1.881.342)

100 p 100 p 100 p 100 p

31.12. 2012 increase decrease increase decrease
Embedded derivatives ..........cccccooeveiiiereiniene e 0 0 ( 725.573) 811.329
Other financial assets ..........ccccovveieriiiiiiiieeeiie, 0 0 ( 226.081) 237.008
Hedge CONtracts .......ccccevvieeeiniiiceeec e 284.502 ( 284.502) 699.815 ( 717.916)
Interest bearing 10ans .........ccccveviiee e ( 633.244) 633.244 0 0
( 348.742) 348.742 ( 251.839) 330.420
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28. Market risk, contd.

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

Four electricity sales contracts have been made, originally to the next 20 years. One with Landsvirkjun in regards
of Nordurdl and three with Nordural in regards of the aluminium plant at Grundartangi, in addition contracts have
been done with Landsnet hf. on distribution of electricity. Orkuveita Reykjavikur and Nordural have also made an
electricity sales contract due to sale of electricity to a pending aluminium plant in Helguvik, where delivery of
electricity has begun, but the contract is for the next 25 years. These electricity sales contracts are denominated
in USD and the price of the electricity is connected to the world market price of aluminium. Income of electricity
contracts that are effected by price of aluminium is 18.3% of total revenue for the year 2013 (2012: 20.0%)

To reduce risk due to aluminium prices the Company has entered into derivative contracts to reduce the fluctuation
of income effected by aluminium prices. The department of treasury and risk has permission to hedge 100% of the
aluminium risk of next year and proportionally less in the next two years. At the accounting date hedges amounted
to 44% of expected income effected by aluminium until the year end 2014 (2012: 22.2%).

Embedded derivatives in electricity sales contracts

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

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

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

Among embedded electricity sales contracts is a contract with Nordural Helguvik ehf. (NH), stated at the book
value of ISK 0.1 billion (31.12.2012: ISK 1.9 billion). The constructions of the aluminium plant at Helguvik have
been delayed and there is uncertainty regarding continuance of the project. It was scheduled to begin delivery of
power to the aluminium plant 1 September 2011 and NH was obliged to begin payments from that date. NH has
used a option in the contract that allows NH to use the power at the aluminium plant at Grundartangi. Counter
party risk is valued by the management as considerable and the risk is reflected in the stated book value of the
derivative. If the contract will be terminated or renegotiated on other terms, the book value of the embedded
derivative would be fully expensed through the income statement.
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28. Market risk, contd.
c. Aluminium risk, contd.

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

Sensitivity analysis on the price of aluminium Sensitivity of

Fair value
31.12. 2013 10% decrease 10% increase
Embedded deriVatiVES ..........ccuiiiiiiiiiie e s (  4.587.241) 4.587.241
F N[0 1 118 g =T [o =SSR 174.885 ( 174.885)
Financial assets at fair value through P/L ... ( 252.702) 252.702
I ] - 1R (  4.665.058) 4.665.058

Sensitivity of
31.12. 2012 Fair value
10% decrease 10% increase

Embedded deriVatiVES ..........cc..oooiiuiiiiiiiee et ( 6.483.469) 6.471.310
AlUMINIUM NEAGES ...ttt e e e e e e e e s st e e e e e s eennnereeeeeeeannes 275.762 ( 197.940)
Financial assets at fair value through P/L .........coccooiiiiiii e ( 353.902) 353.902
1o ) - 1 SRR (  6.561.609) 6.627.272

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

29. Liquidity risk

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

The Company's cash and cash equivalents at year end amounted to ISK 9.0 billion. Furthermore, the Company
had unused loan authorisations and a open credit line to the total amount of approx. ISK 9.4 billion. The Company
had thus in total ensured capital at year end to the amount of approx. ISK 18.4 billion. The corresponding amount
at year end 2012 amounted to ISK 13.7 billion.
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29. Liquidity risk, contd.

c. Liquidity risk, contd.
Contractual payments due to financial liabilities, including estimated interest payments, are specified as follows:
31.12. 2013

Non-derivative financial instruments

Carrying Contractual Less than More than
amount cash flows 1year 1-2years 2 -5years 5 years
Interest-bearing
liabilities ........... 194.939.455 ( 219.728.601) ( 22.670.612) ( 20.702.238) ( 54.330.444) ( 122.025.307)
Accounts
payable ........... 1.988.525 (  1.988.525) (  1.988.525) 0 0 0
Other liabilities ... 2.697.502 ( 2.697.502) ( 2.697.502) 0 0 0

Derivative financial instruments

Hedge
contracts ......... 1.471.718 ( 1.653.811) (  1.318.783) ( 987.468) 652.440 0
201.097.200 ( 226.068.440) ( 28.675.422) ( 21.689.706) ( 53.678.004) ( 122.025.307)
31.12. 2012

Non-derivative financial instruments

Interest-bearing

liabilities ........... 231.503.285 ( 260.057.715) ( 33.352.320) ( 19.281.902) ( 62.068.130) ( 145.355.362)
Accounts

payable ........... 1.366.254 (  1.366.254) (  1.366.254) 0 0 0
Other liabilities ... 2.948.155 ( 2.951.632) ( 2.951.632) 0 0 0

Derivative financial instruments

Hedge
contracts ......... 249.274 (  1.233.289) ( 631.390) ( 553.736) ( 103.455) 55.292

236.066.969 ( 265.608.890) ( 38.301.596) ( 19.835.638) ( 62.171.585) ( 145.300.070)

If non-current loans are refinanced in order to prolonge the loan terms, it can be assumed that the distribution of
the repayments will be different from the above.
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30. 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. Credit risk
is mainly due to whole sale electricity contracts and derivatives that the Company has entered into for hedging
purposes. Losses due to unpaid receivables are insubstantial and have limited effect on the Company’s return.

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

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

2013 2012
Trade receivable .............cc......... 5.579.218 4.,721.350
Other current receivables 257.409 298.181
Other financial assets ............ 7.503.190 9.751.425
Hedge CoNtracts ........cccccevvveeieeniiciieennen 1.359.277 932.890
Cash and cash equivalents 8.993.410 6.885.693
TOMAD oo 23.692.504 22.589.539

Financial assets as stated above are categorised as loans and receivables exept for a part of other financial
assets and hedge contracts . Their categorisation can be seen in note 32.

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

Trade receivable, iNdustrial CONSUMETS ..........ceiiiiiiiiiiiiiie et e e 1.786.124 1.262.927
Trade receivable, FELAII ...........cuuiiiii e 3.793.094 3.458.423

5.579.218 4.721.350

Impairment
The aging of trade receivables and allowance for doubtful accounts at the reporting date was:

2013 2012
Gross balance Allowance Gross balance Allowance
Not past due receivables ............cccoceviiiieiiiieenns 3.503.568 84.878 4.081.898 102.884
Pastdue, 110 30 days ......cccuveeeeeriiiiiiiee e 803.634 25.869 316.652 12.263
Past due, 3110 90 days .....cccevvveeeeiiiiiiiieee e 163.001 24.951 108.612 24.581
Past due, 91 days and older ..........ccceeeeeeiiniinnennn. 1.326.415 81.702 532.688 178.772
0 ] <= | 5.796.618 217.400 5.039.850 318.500

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

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

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

Fair values versus carrying amounts

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

2013 2012
Carrying Fair Carrying Fair
amount value amount value
Interest-bearing liabilities ............cccocvieiieiniinneen. ( 194.939.455) ( 165.716.726) ( 231.503.285) ( 185.860.652)

The fair value of interest-bearing liabilities are based on the present value of future principal and interest
payments, discounted with the market rate of interest and an appropriate risk premium on the accounting date.

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

2013 2012
Embedded derivatives in electr. sales contr. ......... 2.22% to 12.91% 2.37% to 11.56%
Other financial assets 6.85% to 7.21% 3.99% to 4.39%
Interest bearing loans 2.59% to 9.44% 1.90% to 8.13%

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

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

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

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

2013 Level 2 Level 3 Total
Shares in COMPANIES ........ocviiiiiiiicie e 0 3.734.550 3.734.550
Embedded derivatives in sales contracts ............cccceevevvvnvnrnnnnnnnnnn 0 417.740 417.740
Other finanCial ASSELS ....cooeieiiieiiiiee e 1.359.277 7.503.190 8.862.467

Other financial liabilities ( 1.471.718) 0 ( 1.471.718)

( 112.441) 11.655.479 11.543.039

2012

Shares iN COMPANIES ......cooiiiiiiiiiiiere e 0 3.265.182 3.265.182
Embedded derivatives in sales contracts ............cccccceevvvnennnininnnnnn. 0 14.738.660 14.738.660
Other financial @SSEtS .....cccoeiiieiiiiiiicii e 932.890 9.751.425 10.684.315
Other financial liabilities .............ccccoiiiiiiii ( 249.274) 0 ( 249.274)

683.616 27.755.267 28.438.883

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

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

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

2013

2012

Financial asset/
financial liability

Financial asset/
financial liability

Loans and at fair value Available Loans and at fair value Available
receivables through P/L for sale receivables through P/L for sale
Shares in other
companies ...... 3.734.550 3.265.182
Embedd. electr.
sales contracts .. 417.740 14.738.660
Other financial
assets ...t 386 8.862.081 5.986 10.678.330
Trade receivabl. . 5.579.218 4.721.350
Other receivabl. .. 257.409 298.181
Cash ...ccccceeeennns 8.993.410 6.885.693
Interest-bearing ..
liabilities .......... ( 194.939.455) ( 231.503.285)
Other financial
liabilities .......... ( 1.471.718) ( 249.274)
Account payabl. . ( 1.988.525) ( 1.366.254)
Other current
liabilities .......... ( 2.697.502) (  2.951.632)
( 184.795.059) 7.808.103 3.734.550 ( 223.909.962) 25.167.716 3.265.182
Financial Statements of Orkuveita Reykjavikur 2013 52 Amounts are in ISK thousand



Notes

33. Statement of cah flows, details

Cash from operations before interests and taxes according to the statement of cash flows is specified as follows:

2013 2012
Profit (I0SS) fOr the YEAI ......vveiiiei i 3.349.756 (  2.295.194)
Adjusted for:
Financial inCome and EXPENSES ........uuviiiiiiiiiiiiiie et 6.232.285 18.493.550
Share of loss of associated COMPANIES .........cocciiiiiiieeii e 2.309 9.754
INCOIME TAX .uttviiiieiiiiiiie e et e e e e et e e e e e s e e b e e e e e s s et as e e e e e e s ssbaaaeeeeessntbeseeaeeeannsens 7.571.959 ( 1.535.261)
Depreciation and amOrtiSALION ..........ccuvieiiiieeiiiiee e 8.927.345 10.371.085
Profit from sale of assets and other changes ........cccccccvvveeiii e ( 621.959) ( 41.318)
Retirement benefit obligation, Change ... 9.548 31.683
Working capital from operation before interest and taxes 25.471.243 25.034.299
INVENLONES, HEBCTEASE ...ovvvvveiieeeiieettee e e ettt e e e e e ettt e e e e e e e et e e e e e e reeabaaeeeeaeeans 35.525 28.688
Trade and other receivables, change ................ccooiiiiiie .o (0 1.213.943) ( 702.520)
Payables and other current liabilities, change 827.483 ( 24.897)

Cash generated from operations before interests and taxes 25.120.308 24.335.571

34. Property leases
The Company as a lessee

Factors of the lease agreement

Following the sale of the Company’s headquarters that was finalised in the end of October 2013, a lease
agreement was signed, to lease back the entire headquarters the next 20 years from Foss fasteignafélag inc. In
the agreement there is a purchase option that the Company can exercised after 10 and 20 years. The lease
minimum payments the first 10 years is ISK 223,9 million pr year, indexed. If the purchase option is not exercised
after 10 years the lease payments the next 10 years thereafter are ISK 290,2 million pr. year, indexed.

Lease payments and income 2013 2012
Minimum lease payments, EXPENSEA .........ccveeiriiieiiiiie et 37.315 0
Income from SUBIEASES ..........ccciiiiiiiiiii s ( 4.630) 0
32.685 0

Committment in unresignable lease agreements 2013 2012
WININ @ YEAN ...viiiiiiiii et 223.890 0
AFIEI L E0 5 YBAIS .oeeiiiiiie ittt ettt 895.560 0
ATEEI B YBAIS .ottt 3.984.035 0
5.103.485 0

Expected future income from Subleases ...........cccceiiiiiiiiiiieiicce 219.725 0

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

Expected future income from leases due to unresignable lease contracts 2013 2012
WININ @ YEAN ...t 47.203 0
AFIEI L E0 5 YBAIS .oeiieiiiii ettt 172.522 0

219.725 0
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35. Related parties

Definition of related parties

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

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

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

Sale to related parties: 2013 2012
REYKJAVIK CILY ..ttt ettt ettt sttt et e bt et e enneeen 1.214.691 1.235.886
Institutions and companies controlled by Reykjavik City .... 462.980 431.868
SUDSIAIANES ...ttt sttt sttt et et e s e e e nnee e 301.400 367.253

1.979.072 2.035.007

Purchases from related patrties:

REYKJAVIK CILY ..veeieeiiiee ittt ettt e e sttt e e s nnt e e snneee s neneee s 11.527 5.246
Institutions and companies controlled by Reykjavik City ..........cccocveeiviiiiiniieeininnenn. 14.069 6.841
18] 0] (o [ = T = PSRRI 15.917 15.028
ASSOCIALES ..eiieeiiitiiiee ettt ettt e e e e s et e e e e e e ettt e e e e e e et b et e e e e e s e tbeteaaeeeeanraees 47.468 42.949
88.981 70.064
Receivables for related parties:
REYKJAVIK CILY ettt et e e et e e e e e e snbbe e e e e e e e e nanene 215.251 284.843
Institutions and companies controlled by Reykjavik City ..........cccocveeiniiiiiniieeiiinnenn. 44.070 39.505
SUDSIAIAIES ...t e e e e st e e e e e 242.025 90.636
Subsidiaries, interest bearing 10aNS ... 6.204.347 6.988.862

6.705.693 7.403.846

Payables for related parties:

REYKJAVIK CILY .ottt e e et e e e e e e abbe e e e e e e e e aanene 180.253 77.141
Institutions and companies controlled by Reykjavik City .... 3.158 305
Board members and Key emplOYEes ..........cooooiiiiiiiiiiiiiiiicee e 413.855 408.313
597.266 485.758
Interest bearing loans from owners of the parent Company:
REYKJAVIK CILY ..vveeiieeiiee ettt sttt ettt st ettt e bt et e snneean 12.446.548 8.277.970
AKFANES TOWI .ttt sttt et e s s e e et e e nne e e e annneeennne 735.570 489.214
Borgarbyggo, MUNICIPAIILY ......cueeeiiiiieiiiie et 124.147 82.568

13.306.265 8.849.752

Interest expense on loans from owners of the parent Company:

REYKJAVIK CILY ..veeeiteiee ettt ettt ettt nne et enne e 1.310.449 1.262.297
AKFBNES TOWI ..ttt ettt e sttt e et e e st e e e sabe e e e s e e e e anbreeeaaee 75.558 72.281
Borgarbyggd, MUNICIPAIILY ....ooeoiiiiiiiieie e 12.753 10.738

1.398.759 1.345.316

Guarantee fee to owners

Orkuveita Reykjavikur paid a guarantee fee to Reykjavik City and other present and former owners of the company
for guarantees they have granted on the Groups loans and borrowings. For further information regarding amounts
and the guarantee fee, see note 10.
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36. Group entities

Shares in subisidiaries included in the consolidated financial statements are specified as follows:

Share
Subsidiaries Main operation 31.12. 2013 31.12. 2012
Gagnaveita Reykjavikur ehf. Data transfer 100.0% 100.0%
OR Eignir ohf. Holding company 100.0% 0.0%
OR Veitur ohf. Distribution of electricity and hot water 100.0% 0.0%
Orka natturunnar ohf. Sale of electricity 100.0% 0.0%
OR Vatns- og fraveita sf. Cold water and sewage 100.0% 0.0%
Reykjavik Energy Invest ehf. Investments 100.0% 100.0%
Ulflj6tsvatn fritimabyggd ehf. Preperation company 100.0% 100.0%
Hrafnabjargavirkjun hf. Preperation company 0.0% 60.0%

Main changes in the Group during the year
In June 2013 Orkuveita Reykjavikur sold all its shares in Hrafnabjargarvirkjun hf.

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

37. Other issues

Reducted payments from Nordural

A conclusion was reached in an arbitration, where HS Orka was the claimant against Nordural on the grounds of
the reduction af contractual payments. OR was also a party to the trilateral contract and was therefore also a
respondant to the arbitration.The result was that Nordural did not have the right to reduce contractual payments.
OR had not fully realised the claim in revenues due to uncertainty in the matter, that allowance has now been
reversed.

Energy sale contracts with Nordurdl Helguvik ehf.

Considerable delays have been in waiving the conditions precedence in the power purchase agreement with
Nordural Helguvik ehf. (NH) for second and third phase of potential the aluminium smelter in Helguvik. There is
therefore uncertainty whether the construction of the smelter will commence or not. Discussions are ongoing with
NH on a revised power purchase agreement. OR questions the validity of a part of the power purchase agreement
and is in dispute with NH on this matter. As a result negotiations have been concluded with Mitsubishi Heavy
Industries (MHI) and Balcke Diirr (BD) on the purchase of turbine units, further discussed in note 12. Uncertainty
still persists regarding commencement of the construction of the Hverahlid power plant, but the agreement with
MHI and BD has dissolved the uncertainty more or less. Management of the Company is of the opinion that there
is no reason to make provisions in the financial statements regarding the matter at this point.
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37. Other issues, contd.

Derivative contracts in default

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

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

36. Events after the reporting date

Orkuveita Reykjavikur’s investment in HS Veitur

Orkuveita Reykjavikur sold it’s investment in HS Veitur in the beginning of 2014. The contract was between the
buyer, Ursus | slhf. and Orkuveita Reykjavikur as the seller as well as other sellers of their part in HS Veitur. Those
sellers are Reykjanesbaer municipality, Grindavikurbaer municipality, Sandgerdisbaer municipality , Gardur
municipality and Vogar municipality. The book value was valued at year end as sales price, less sales cost and
amounted to ISK 1.499 million.
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Corporate governance statement (unaudited)

Corporate governance

Orkuveita Reykjavikur's (OR) main operations were governed by the provisions of Act N0.139/2001 in the year 2013
but 1 January 2014 a new act took effect, Act no. 136/2013. The owners of OR have outlined an ‘Ownership Policy’,
where ‘Board Operation Procedures’ are further outlisted. The Ownership Policy can be accessed via the OR website:
WWW.Or.IS.

Orkuveita Reykjavikur values
Our values are integrity, foresight and efficiency. These are the principles that guide us in all our business endeavours.

Board of Directors

The Board of Directors at OR is appointed by six individuals; five are appointed by the Reykjavik City Council and one
is appointed by the Akranes Council. The Borgarbyggd Council appoints a special representative and Reykjavik
appoints the Chairman and the Vice Chairman, from the representatives in the Reykjavik City Council. The Board is
responsible for the financial and operational matters of OR. The Board of Directors include, Haraldur Flosi Tryggvson,
Chairman of the Board, District Court Attorney and a lawyer at Logmenn Béarug6tu, Brynhildur Davidsdattir, Vice
Chairman and Docent at the Department of Environment and Natural Sources, at the University of Iceland, Gylfi
Magnusson, Docent at the Institute for Economic Studies, at the University of Iceland, Kjartan Magnusson, City
Council Representative, Soéley Témasdottir, City Council Representative and Hronn Rikhardsdoéttir Akranes Town
Council Representative.

Sixteen Board meetings were held in 2013 and the majority of the Members of the Board were present on all of the
meetings.

Audit Committee

The OR Audit Committee is governed by Chapter IX. Act No. 3/2006 on annual financial statements Act no. 80/2008.
The Committee’s rules of procedure are devised by the Board of Directors, in accordance with the law.

The Auditing Committee acts as a consultant to the Board of Directors and acts on its behalf. The Committee does not
have executive powers. There are three members of the Audit Committee. Gylfi Magnusson is the only Board Member.
Also in the committee is Sigridur Armannsdottir, Chairman of the Committee, she is a state authorised accountant and
Per Matts Henje, cand. oecon, a trust manager at Stefnir hf. Twelve meetings were held in the year 2013.

The Internal Auditor for OR is Gudmundur |. Bergpdrsson and he works under the auspices of the Audit Committee.

The CEO and Executive Directors

The Board of Directors appoints the CEO; Bjarni Bjarnason is OR’s CEO. The Board and the CEO are responsible for
the operations of OR. In the year 2013, before the unbundling of the Company, five Executive Directors at OR and the
CEO, formed the Executive Board, meeting approximately every two weeks. The following description applied to the
unbundled Company, changes in the Group took place year end 2013 as discussed in the endorsement by the Board
and the CEO in the financial statements.

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

The Director of Utilities is Inga Dora Hrélfsdottir. The Utilities is divided into Technology, Operations, Maintenance and
Control Room.

The Director of Power Plants and Sales is Pall Erland. He is responsible for the power plants, Sales and Marketing
Division and the policy making decisions for the power plants and Sales Division.

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

The Director of Research and Development is Hildigunnur H. Thorsteinsson. Research and and Developement is
divided into Natural resources, Systems and Design and Project Management.

Also, the Company wholly owns the subsidiary Gagnaveita Reykjavikur ehf. The Director of the subsidiary is Birgir Rafn
prainsson. Gagnaveita Reykjavikur runs a fibre-optic cable system.
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Corporate governance statement (unaudited)

Corporate governance statement, contd.,

Orkuveita Reykjavikur - Risk management

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

Internal monitoring and risk management

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

Further discussion of corporate governance can be found in the Annual Report, released in April, 2014 and available
on the website: www.or.is.
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