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Endorsement and Statement by the Board of Directors and the MD

The financial statements of Kdgun ehf. have been prepared in accordance with International Financial Reporting
Standards (IFRS). The financial statements comprise the consolidated financial statements of Kdgun ehf. and its
subsidiaries.

As of 1 January 2007 Kogun ehf. merged with its subsidiary Kégurnes ehf. As of 1 January 2007 EJS ehf.'s
subsidiary, Eskill ehf., was moved under direct ownership of Kégun ehf. On 1 September 2007 the Group acquired
all the shares in Innn hf and on the same day the acquired company was merged with Kégun's subsidiary Eskill ehf.

Share capital at the beginning and end of the year amounted to ISK 183 million and is entirely held by Teymi hf.

According to the income statement profit for the year amounted to ISK 646 million. The Company's equity
amounted to ISK 3.133 million at the end of the year according to the balance sheet. The Board of Directors
proposes that no dividend will be paid for the year 2007.

To the best of our knowledge, the consolidated financial statements of Kégun ehf. for the year 2007 give a true and
fair view of the assets, liabilities, financial position and financial performance of the Group. Further, in our opinion
the consolidated financial statements and the endorsement of the Board of Directors and the Managing Director
gives a fair view of the development and performance of the Group's operations and its position and describes the
principal risks and uncertainties faced by the Group.

Reykjavik, 31 January 2008.

The Board of Directors:

Managing Director:

Kdgun ehf.
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Independent Auditor's Report

To the Board of Directors and Shareholder of Kdgun ehf.

We have audited the accompanying consolidated financial statements of Kégun ehf. and its subsidiaries, which comprise
the consolidated balance sheet as at December 31 2007, and the consolidated income statement, consolidated statement of
changes in equity and consolidated cash flow statement for the year then ended, and a summary of significant accounting
policies and other explanatory notes.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the 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 judgement, 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 consolidated financial statements give a true and fair view of the consolidated financial position of
Kdgun ehf. as of December 31 2007, and of its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with International Financial Reporting Standards as adopted by EU.

Reykjavik, 31 January 2008.

KPMG hf.

Kogun ehf.
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Consolidated income statement for the year 2007

Note 2007 2006
Restated*
Continuing operations
SAIES ..ottt ettt e s 9 9.058.369 7.311.543
LOT0 LSy 0] T 1L ST ( 6.841.770) ( 5.532.623)
GrOSS PIOFIt oo 2.216.599 1.778.920
Oher INCOME ...ttt s be s be s be s besbesbesbesbesbeenas 10 48.413 687.764
SAIES EXPEINSES ...vvveriiiieiieierietest et e e e e e e st ste e te ettt ettt r e e e nnns ( 433.634) ( 316.825)
AdMINISTrAtiVe EXPENSES ...veveveieeiriiirierietesieesieesiesestesessesaesesaesesseessesassessesessesens ( 1.169.339) ( 982.752)
Impairment 1osses on iNtangible aSSEtS ..........cvevveirerireree e 0 ( 18.560)
Results from operating aCtiVities .........cccocviveiereieriiicieece e 662.039 1.148.547
FINANCE INCOME ...ttt bbb 1.119.593 233.234
FINANCE EXPENSES ...vovivirieieieieie ettt ettt ettt eene e s s ( 944.393) ( 1.702.446)
Net fiNance INCOME (COSES) ...viviriiiiiiieirieiriee et 13 175.200 ( 1.469.212)
Profit (10ss) before iNCOME taX ......ccceeviirieiiee e 837.239 ( 320.665)
oo 1 - SRS 14 ( 191.616) 11.250
Profit (loss) from continuing OPerations ..........ccccevevevesesese s 645.623 ( 309.415)
Discontinued operations
Loss from discontinued OPErations .........ccccevevierereresesesese e 7 0 ( 943.725)
Profit (10S) fOr the YEAK .......cccvviiiiicicecec ) 645.623 ( 1.253.140)
Attributable to:
Equity holders of the parent ..........coccovieieineii s 645.623 ( 1.124.545)
MINOFIEY INEEIESE .ovivviiiicicee et 0 ( 128595)
Profit (10SS) fOr the YA ... 645.623 ( 1.253.140)
Earnings per share:
Basic earnings per share 0f ISK 1 .....ccoovviiiieiiii s 25 353 ( 6,60)
Continuing operations:
Basic earnings per share 0f ISK 1 .....ccoovviiiieiiic s 25 353 ( 1,63)

* See note 3.

The notes on pages 10 to 31 are an integral part of these consolidated financial statements.
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Consolidated balance sheet as at 31 December 2007

Note 2007 2006
Restated*

Assets:
OPEIALING ASSELS ..vvvevrerrerierierieieieieeetesi et et et et e e et e e e e e e et e s e b e s ebe e esesse e esenes 15 541.744 467.736
INEANGIDIE BSSELS ....veuviveiiieetectee ettt sttt e 16 8.294.358 8.338.969
Investments in Other COMPANIES ........c.ccviiviiiiiiii s 18 37.235 33.984
Other reCRIVADIES .......cvviiiicicicc e ns 19 4,522.353 7.419.774
DETFEITEA tAX ASSEL .....vevviveieiisierisierieeis e see e ste s e e sae e see e ste e s te e e s e saeresaenesseneas 0 37.693
Total non-current assets 13.395.690 16.298.156
LAY =T o1 (o] 4 =TSRSS 20 375.209 245.792
Trade and other reCeIVAbIES .........c.ccvvviiiiiiiice s 21 2.812.248 2.932.882
Cash and cash eqUIVAIENTS .........cvoviiiiciccc s 22 782.018 377.935
Total current assets 3.969.475 3.556.609
Total assets 17.365.165 19.854.765

Equity:
Share CaPItal ......ccveieiecece s 23 183.000 183.000
Y aE U= I o (=TT o PP 24 2.258.762 2.248.951
(Lo L TS V- 24 45.750 45.750
REtAINEA BAININGS ....vevveieieiieieisee ettt e se e saereseenessenens 645.151 0
Total equity 3.132.663 2.477.701

Liabilities:

L0aNS and DOTTOWINGS ....vevviveieiieeisiee st seee ettt e seesseneens 26 12.158.451 14.618.927
Deferred income tax liability .. 28 84.008 0
Total non-current liabilities 12.242.459 14.618.927
L0aNns and DOITOWINGS ......vviviiiiiiiiiie st e et e st re e sresnesnenneas 26 109.956 215.624
Trade and other PAYaDIES .........cccviiiiiiciceceee s 29 1.880.087 2.542.513
Total current liabilities 1.990.043 2.758.137
Total liabilities 14.232.502 17.377.064
Total equity and liabilities 17.365.165  19.854.765

* See note 3.

The notes on pages 10 to 31 are an integral part of these consolidated financial statements.
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Consolidated statement of changes in Equity for the year 2007

Equity at 1.1.2006 .......ccoocvrveernriereeeie e
Translation difference 1.1. - 30.9. ..o
Loss for the period 1.1.-30.9. .....cccevvevvvivreiencerieen,
Total profit and loss for the period 1.1.-30.9. ............
Dividends (ISK 0.40 per share) .......ccccocvevrervecvannnn
Own shares, change ........ccccoveviiiivcen
Acquisition of minority interest ..........cccoeevvivrernne.
Minority interest, change .......ccccoceveiieviiiiieiiiennns
Dividends to minority interest ........ccccoevevvivrervennnn.

Equity at 30.9.2006 .......ccoovruririeierieeieee e
Effects 0f Merger ...
Effects of diviSion ...
Equity at 1.10.2006 .......cccoveovvivreieieerene e
Profit for the period 1.10.-31.12. .....ccccvvvvviviiiienns
Acquisition of minority interest ..........ccccoceevvevrernne.
Transferred to retained €arnings .........cccceevevevvinnnn
Equity at 31.12.2006 ......ccceovvivrireieenene e

Equity at 1.1.2007 ...ccoovveeeeese e
Changes in estimates of derivatives, see note 34 ......

Equity at 1.1.2007 restated ........ccccovevvvreivrinnirienannns
Minority interest and other changes ..........ccccovvunane.
Profit for the year ........cccoeeviviiei i
Equity at 31.12.2007 ....ccooveeeirieieeseee e

The notes on pages 10 to 31 are an integral part of these consolidated financial statements.

Kdgun ehf.
Consolidated Financial Statements 31 December 2007

Share Share Legal  Translation Retained Minority Total
capital premium reserve reserve earnings Total interest equity
189.829 3.794.090 48.250 ( 138.141) 1.723.565 5.617.593 712.725 6.330.318
188.847 188.847 30.728 219.575
( 855977) ( 855.977) ( 207.720) 1.063.697)
188.847 ( 855.977) ( 667.130) ( 176.992) 844.122)
( 77.200) ( 77.200) 77.200)
3.171 202.598 205.769 205.769
316.053 316.053
( 43.411) ( 43.411) ( 69.399) 112.810)
( 11.564) 11.564)
193.000 3.996.688 48.250 50.706 746.977 5.035.621 770.823 5.806.444
1.339.973 1.339.973 1.339.973
10.000) ( 6.484) ( 3.555.069) ( 3.571.553) ( 504.926) 4.076.479)
183.000 3.996.688 48.250 44222 ( 1.468.119) 2.804.041 265.897 3.069.938
2.032 2.032 79.125 81.157
( 57.772) ( 57.772) ( 345.022) 402.794)

( 1.477.137) ( 2.500) ( 44.222) 1.523.859
183.000 2.519.551 45.750 0 0 2.748.301 0 2.748.301
183.000 2.519.551 45.750 2.748.301 2.748.301
( 270.600) ( 270.600) 270.600)
183.000 2.248.951 45.750 2.477.701 2.477.701
9.811 ( 472) 9.339 9.339
645.623 645.623 645.623
183.000 2.258.762 45.750 645.151 3.132.663 3.132.663

In ISK thousands




Consolidated statement of Cash Flows for the year 2007

Note 2007 2006
Cash flows from operating activities:
Profit (loss) for the year from continuing operations ..........c.cccceceeeiervnenn. 645.623 ( 309.415)
Adjustments for:
Depreciation and amortisation ...........cccooeioeiereiinienie e 15 418.187 375.856
Impairment losses on goodWill ..........cccovvvieiiicicc e 0 18.560
Finance (INCOME) COSES .....viiririiieiierieie et 13 ( 175.200) 1.469.212
Gain on sale of Operating assetS .......c.ccccvvivrierereereeise e ( 5.210) ( 671.387)
INCOME TAX 1ot 14 191.616 ( 11.250)
1.075.016 871.576
Change iN INVENLOTIES ....cvcivieieeeeecs et ( 129.417) 111.587
Change in trade and other receivables / payables .........ccccooiviiiiinenen 336.378 (  415.361)
1.281.977 567.802
INEEIESt FECEIVEM ......eivieiieee e 223.232 221.627
LT = o Lo RSO ( 614994) ( 709.707)
INCOME 1AX PAIH ..ot ( 6.538) ( 52.498)
Net cash from operating activities 883.677 27.224
Cash flows from investing activities:
Dividends rECEIVEM .........ooiiiiirieeee e s 0 297.000
Proceeds from sale of Operating assets ........cccccuvvvievereereeresinniesesesieeseanens 26.048 0
Proceeds from sale of other companies ...........ccocveieirininine e 7.500 27.000
Cash disposed of due to diVISION ......cccccevveiiiiiiiie e 0 ( 425.930)
Agquisition of subsidiaries, net of cash acquired ..........ccccccooiiiiiniininnenn 8 6.874 ( 1.246.628)
Acquisition of Operating assetS ......cc.ccvovevererisiesiire e ( 254.820) ( 220.433)
Acquisition of intangible aSSetS ... ( 16.111) ( 54.019)
Aquisition of shares in other COmpanies .........cccecevvviviieriererereece e ( 11.651) 0
Change iN reCEIVADIES .........cooiiiiiiier e s 119.388 ( 1.650.860)
Net cash used in investing activities ( 122.772) ( 3.273.870)
Cash flows from financing activities:
Proceeds from 10ans and DOITOWINGS ..o 0 1.807.177
Change iN OWN ShAIES .......oooiiiiiiie s 0 ( 40.046)
Repayment of 10ans and DOrrOWINGS ........ccvevveveeiienesicce e ( 350.848) ( 788.458)
Change in current DOITOWINGS ......cooirireieeie e ( 5.974) 187.945
DivIidends PAI .......cccoviiiereieiece e 0 ( 77.200)
Net cash (used in) from financing activities ( 356.822) 1.089.418
Discontinued operation:
Net cash used in operating aCtiVities ..........cccovveerirnnsecrenrneeeenas ( 529.932)
Net cash used in iNVesting aCtiVities ..........ccccooeieirinieieneccee e ( 455.863 )
Net cash from financing activities .........ccccovvevviiiiiivierccce e 670.396
Net cash used in discontinued operation ( 315.399)

Kdgun ehf.
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Consolidated statement of cash flows for the year 2007, contd.:

2007 2006
Net change in cash and cash equivalents ...............cccccocooverne. 404.083 ( 2.472.627)
Cash and cash equivalents at 1 January ..., 377.935 2.850.562
Cash and cash equivalents at 31 December ...........cc.ccccoovevnnene. 22 782.018 377.935
Investment and financing activities not affecting cash-flow:
Sale Of OPErating @SSELS ....ccccvvivieieieiise e 0 1.123.788
AQuisition Of SUDSIAIANES .......cccoviiiiiiii e ( 213.672) 0
Change in other receivables .........cccoveiviiiiiiee e 3.083.905 ( 4.933.060)
Proceeds from loans and BOrrowings .........cccoceveieiiiiie e 0 10.232.527
Repayment of loans and borrowings (NON-CUrrent) .......ccoccecevveeveervsereenenns ( 2.237534) ( 1.435.935)
Change in current DOrFOWINGS .......cooerireieiie e ( 632.699) ( 4.987.320)
The notes on pages 10 to 31 are an integral part of these consolidated financial statements.
Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands




Notes to the Consolidated Financial Statements

1. Reporting entity

Kdgun ehf. is a company domiciled in Iceland. The address of the Company’s registered office is Lynghals 9,
Reykjavik. The consolidated financial statements of the Company as at and for the year ended 31 December 2007
comprise the Company and its subsidiaries (together referred to as the “Group”). Koégun ehf. is a company active
in IT service. Kdgun ehf. is a subsidiary of Teymi hf.

2. Basis of preparation

a. Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by EU. The financial statements were approved by the Board of Directors on 31
January 2008.

b. Basis of measurement

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

¢. Functional and presentation currency

These consolidated financial statements are presented in ISK, which is the Company’s functional currency. All
financial information presented in ISK has been rounded to the nearest thousand.

d. Use of estimates and judgements

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

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

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amounts recognised in the financial statements is
included in note 17 - measurement of the recoverable amounts of cash-generating units containing goodwill.

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 the Group's entities. Prior period errors have been
corrected in the current year's financial statements (see note 34).

Certain comparative amounts have been reclassified to conform with the current year's presentation (see note 15).

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands
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Notes, contd.:

3. contd.:

a. Basis of consolidation

(i) Subsidiaries
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 presently 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.

(if) Transactions eliminated on consolidation
Intra-group balances, and any unrealised income and expenses arising from intra-group transactions, are eliminated
in preparing the consolidated financial statements.

b. Foreign currency

(i) Foreign currency transactions

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

c. Financial instruments

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

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair value
through profit or loss, any directly attributable transaction costs, except as described below. Subsequent to initial
recognition non-derivative financial instruments are measured as described below.

Cash and cash equivalents comprise cash balances and marketable securities that are readily convertible to known
amounts of cash and are subject to insignificant risk of change in value.

Accounting for finance income and expense is discussed in note 3.1.

Available-for-sale financial assets

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

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

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands

11




Notes, contd.:

c. Contd:

(ii) Derivative financial instruments
The Group no longer holds derivative financial instruments to hedge its interest rate risk exposures.

Hedge accounting is not applied at year end 2007.

d. Operating assets

(i) Recognition and measurement
Items of operating assets are measured at cost less accumulated depreciation and impairment losses.

(ii) Depreciation
Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each part of an
item of operating assets.

The estimated useful lives for the current and comparative periods are as follows:
Machinery and BQUIPIMENT .........coviicieeie et eere st st sa e e enaesesresreseenseneenes 3-7 years

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

e. Intangible assets

(i) Goodwill
Goodwill arises on the acquisition of subsidiaries.

Acquisitions prior to 1 January 2004

As part of its transition to IFRSs, the Group, elected to restate only those business combinations that occurred on
or after 1 January 2004. In respect of acquisitions prior to 1 January 2004, goodwill represents the amount
recognised under the Group’s previous accounting framework, Icelandic GAAP.

Acquisitions on or after 1 January 2004

For acquisitions on or after 1 January 2004, goodwill represents the excess of the cost of the acquisition over the
Group's interest in the net fair value of the identifiable assets, liabilities and contingent liabilities of the acquiree.
When the excess is negative (negative goodwill), it is recognised immediately in profit or loss.

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

Subsequent measurement
Goodwill is measured at cost less accumulated impairment losses.

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

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands
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Notes, contd.:

e. contd.:

(iii) Subsequent expenditure
Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the specific
asset to which it relates. All other expenditure, including expenditure on internally generated goodwill and brands,
is recognised in profit or loss when incurred.

(iv) Amortisation
Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible
assets, other than goodwill, from the date that they are available for use. The estimated useful lives for the current
period are as follows:

Other INtANGIDIE @SSELS .....vieieiieiiee bbbttt e bbb 3-15 years

f. Leased assets

Operating leases are not recognised on the Group’s balance sheet.

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 and 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 at the date of transfer.

h. Impairment

(i) Financial assets
A financial asset is considered to be impaired if objective evidence indicates that one or more events have had a
negative effect on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the original
effective interest rate. An impairment loss in respect of an available-for-sale financial asset is calculated by
reference to its current fair value.

Individually significant financial assets are tested for impairment on 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.

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

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands
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Notes, contd.:

h. contd.:

(ii) Non-financial assets
The carrying amounts of the Group’s non-financial assets, inventories and deferred tax assets, are reviewed at each
reporting date to determine whether there is any indication of impairment. If any such indication exists then the
asset’s recoverable amount is estimated. For goodwill and intangible assets that have indefinite lives or that are not
yet available for use, recoverable amount is estimated at each reporting date.

The recoverable amount of an asset or cash-generating unit (CGU) 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. For the purpose of impairment testing, assets are grouped together into the smallest
group of assets that generates cash inflows from continuing use that are largely independent of the cash inflows of
other assets or groups of assets (the CGU). The goodwill acquired in a business combination, for the purpose of
impairment testing, is allocated to CGUs that are expected to benefit from the synergies of the combination.

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

An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses recognised
in prior periods are assessed at each reporting date for any indications that the loss has decreased or no longer
exists. An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the
carrying amount that would have been determined, net of depreciation or amortisation, if no impairment loss had
been recognised.

i. Employee benefits

Defined contribution plans
Contributions to defined contribution pension plans are recognised as an expense in profit or loss when they are
due.

j. Revenue

(i) Goods sold
Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net of
returns and allowances and trade discounts. Revenue is recognised when the significant risks and rewards of
ownership have been transferred to the buyer, recovery of the consideration is probable, the associated costs and
possible return of goods can be estimated reliably, and there is no continuing management involvement with the
goods.

(ii) Services
Revenue from services rendered is recognised in profit or loss in proportion to the stage of completion of the
transaction at the reporting date. The stage of completion is assessed by reference to surveys of work performed.

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands
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Notes, contd.:

k. Lease payments

Payments made under operating leases are recognised in profit or loss on a straight-line basis over the term of the
lease.

I.  Finance income and expenses

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

Finance expenses comprise interest expense on borrowings, foreign currency losses, changes in the fair value of
derivatives at fair value through profit or loss and impairment losses recognised on financial assets. All borrowing
costs are recognised in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on a net basis.

m. Income tax

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

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

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognised for the following temporary differences: the initial recognition of
goodwill, the initial recognition of assets or liabilities in a transaction that is not a business combination and that
affects neither accounting nor taxable profit, and differences relating to investments in subsidiaries and jointly
controlled entities to the extent that they probably will not reverse in the foreseeable future. Deferred tax is
measured at the tax rates that are expected to be applied to the temporary differences when they reverse, based on
the laws that have been enacted or substantively enacted by the reporting date.

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

n. Discontinued operations

A discontinued operation is a component of the Group’s business that represents a separate major line of business
operations that has been disposed of following the division of Kégun. When an operation is classified as a
discontinued operation, the comparative income statement is restated as if the operation had been discontinued
from the start of the comparative period.

0. Earnings per share

The Group presents basic earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated by
dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number of
ordinary shares outstanding during the period.

Kdgun ehf.
Consolidated Financial Statements 31 December 2007 In ISK thousands

15




Notes, contd.:

p. Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing related products or
services (business segment), or in providing products or services within a particular economic environment
(geographical segment), which is subject to risks and returns that are different from those of other segments. The
Group’s primary format for segment reporting is based on business segments.

4. Determination of fair values

Where applicable, fair values have been determined for measurement and / or disclosure purposes. The fair value
of trade and other receivables is estimated as the present value of future cash flows, discounted at the market rate
of interest at the reporting date. Further information about the assumptions made in determining fair values is
disclosed in the notes specific to that asset or liability.

5. Financial risk management

Overview

The Group has exposure to the following risks from its use of financial instruments:
- credit risk

- liquidity risk

- market risk

This note presents information about the Group's exposure to each of the above risks, the Group's objectives,
policies, and processes for measuring and managing risk, and the Group's management of capital. Further
guantitative disclosures are included throughout these consolidated financial statements.

The Board of Directors has overall responsibility for the establishment and oversight of the Group's risk
management framework.

The Group's risk management policies are established to identify and analyse the risks faced by the Group, to set
appropriate risk limits and controls, and to monitor risks and adference to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Group's activities. The Group,
through its training and management standards and procedures, aims to develop a disciplined and constructive
control environment in which all employees understand their roles and obligations.

Credit risk

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

Trade and other receivables
The Group's exposure to credit risk is influenced mainly by the individual characteristics of each customer.

The Group establishes an allowance for impairment that represents its estimate of incurred losses in respect of
trade and other receivables and investments. The main components of this allowance are a specific loss
component that relates to individually significant exposures, and a collective loss component established for
groups of similar assets in respect of losses that have been incurred but not yet identified. The collective loss
allowance is determined based on historical data of payment statistics for similar financial assets.
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5. contd.:

Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The
Group's approach to managing liquidty is to ensure, as far as possible, that it will always have sufficient liquidity to
meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or
risking damage to the Group's reputation.

The Group uses cash management system which assists it in monitoring cash flow requirements and optimising tis
cash return on investments. Typically the Group ensures that it has sufficient cash on demand to meet expected
operational expenses for a period of 60 days.

Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices
will affect the Group's income or the value of its holdings of financial instruments. The objective of market risk
management is to manage and control market risk exposures within acceptable parameters, while optimising the
return.

Currency risk

The Group is exposed to currency risk on borrowings that are denominated in a currency other than the respective
functional currencies of Group entities.
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Segment reporting

6. Segment information is presented in respect of the Group's business segments. The segment format is organized by the
nature of the operations and is based on Group's management and internal reporting structure. The Group's operations
are solely in Iceland.

Segment results, assets and liabilities include items directly attributable to a segment as well as those that can be
allocated on a reasonable basis. Unallocated items comprise mainly interest-bearing loans and borrowings and income
tax assets and liabilities.

The group comprises the following business segments:

Software and related services comprise consultancy services, software development and various related services.
Hardware and related services comprise retail of goods sold, installation, maintainance and various related services.

Business segments

Software Hardware Eliminations  Consolidated
2007
Total external revenues ............coccovvvvnicennscennnn, 5.147.476 3.910.893 9.058.369
Intersegment reVeNUE .............ccoccrovonerccocicnesceee 94.264 186.882 ( 281.146)
Total SEgMENt FEVENUE .......coevvieiiiiciciirsereie e 5.241.740 4.097.775 (  281.146) 9.058.369
SEgMENE FESUIL ...oveiice s 521.936 140.103 662.039
Net finance iNCOME ...ccoovierirr e 175.200
INCOME TAX .o ( 191.616)
Profit for the year ... 645.623
SEOMENE ASSELS ... 13.650.487 3.714.678 17.365.165
Unallocated liabilities ..........ccccooevviincincniiee, 14.232.502
Capital expenditure ..........ccocvevierierienenene e 210.667 44.153 254.820
2006
Total external reVENUES .........cccoeereincinicieeeens 3.970.581 3.340.962 7.311.543
INtErsegment reVENUE ........cccvevvnenenenenieeeeeees 61.499 4882 ( 66.381)
Total Segment reVENUE ........cccceivieiinieienenceneeeeieas 4.032.080 3.345.844 ( 66.381) 7.311.543
Segment result, excl. gain on sale of operating assets 109.840 366.849 476.689
Gain on sale of operating assets .........ccccocevvverereeniene 487.395 184.463 671.858
Discontinued Operations ...............ccccccoverrccoriciinnnnns ( 943.725)
Net fINANCE COSES ...vvvvirieirieiriiiere e (1.469.212)
INCOME TAX ..o 11.250
L 0SS fOr the YEar ......cccoeiveiiiiiie e ( 1.253.140)
SEYMENT ASSELS ...oviviirciireicier e 15.732.386 4.122.379 19.854.765
Unallocated liabilities .........cccocooeeiiirnniciicccen, 17.377.064
Capital expenditure .......cccccoeiriieneieneineinee e 141.714 78.719 220.433
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Discontinued operations

7. On 1 October 2006 Kdgun was divided in two separate companies; Kégun hf. and Hands Holding hf. Hands Holding
hf. took over specific assets and liabilities and a part of equity as specified below. The operations of the part taken
over by Hands Holding, for the period 1 January to 30 September 2006, are stated in the comparative figures in the
income statement as loss from discontinued operations.

Loss from the discontinued operations specifies as follows: 2006
1.1.-30.9.
Results of discontinued operations:
REVEINUE ...ttt bbb st b st b bbb b s b e Rt b s bt b st b e s bbbt bt b et 12.678.023
EXPBINISES .viuvivvtetesisie ettt sttt ettt ettt ettt R Rt bR R Rt AR Rt b R R e Rt et R et ettt e ettt ne e (13.246.067 )
Results from operating aCtiVItIES ... s ( 568.044)
NEL FINANCE EXPENSE ..vviuvevisicteietete ettt sttt te sttt e e e te st et e s e et et e be e esesae b e ssese st ebe st esesaesessetesbesesaenennenens ( 391.131)
INCOIME TBX vttt b bbbt b bt e bt bbbt b bbbt nnenis 15.450
Results from operating activities, net 0f INCOME taX .......coeviveiriiiie s ( 943.725)

Acquisition of subsidiaries

8. On 1 September 2007 the Group acquired all the shares in Innn hf. The acquisition had the following effect on the
Group's assets and liabilities on acquistition date:

Pre-
aqcuisition Recognised
carrying values on

amounts acquisition

OPEIAtING ASSELS ...veververiieriiereriesestereste et e et ese st e et et e st e se st esestesesbe e sbesesaesesseseabesessenesaeneas 3.279 3.279
DEFEITEA TAX BSSEL ..vvviveiesicircicreeet ettt b bbb bbb 23.697 23.697
Trade and Other reCeIVADIES ..........c..cvoiiuiieieee e 58.991 58.991
O )3 TSRS 6.874 6.874
Loans and borrowings (NON-CUITENL) ........ccvvueirieeieerieteseeresee et e s se s e seseesenes ( 16.181) ( 16.181)
Trade and Other PAYADIES ..........cccciueveiiiiieiie et ( 24.744) ( 24.744)
Net identifiable assets and labilitieS ..........ccocoovieriiiiiiiiii s 51.916 51.916
GOoOdWIll 0N ACQUISIEION ....vviiveeiiciccice e 161.755
Consideration paid, reducing the Group's payables to parent company Teymi hf. .......... 213.671
(O] I Vot (U T TSSOSO ( 6.874)
NEt CaSh INFIOW ...t ( 6.874)

The goodwill recognised on the acquisition is attributable mainly to the skills and technical talent of the acquired
business's work force. As of 1 September the acquired company was merged with Kégun's subsidiary Eskill ehf.

Sales

9. Sales is specified as follows: 2007 2006
SEIVICES .ttt bbbt bbbt bt bbbt bRttt b e 5.051.056 4.490.287
SAIES OF JOOUS ...ttt ne e nae e 4.007.313 2.821.256
TOLAL bt 9.058.369 7.311.543
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Other income

10. Other income is specified as follows: 2007 2006
Gain on sale Of OPErating ASSELS .....ccccvierirerierieeeiee et sneenens 5.224 671.858
Gain 0N Sale Of OThEr @SSES ......cvieeiei e 39.000 0
L@ 10T YT AV o1 PP 4.189 15.906
TOLAL oo 48.413 687.764

Personnel expenses

11. Personnel expenses are specified as follows:

SAIAIIES .ttt ettt ettt et et et et et eneereas 2.943.684 2.531.397
Contributions to defined contribution Plans ... 291.354 313.785
Other salary-related EXPENSES ........ciivierieirieiirieenieie ettt seene 402.648 245.082
TOLAL bt 3.637.686 3.090.264
Personnel expenses are divided between the following income statement items:

COSE OF SAIES ..ot 2.793.079 2.390.338
SAIES EXPEINSES ....eiiiieieeiisieii ettt bbbttt 346.927 220.431
AdMINIStratiVe EXPENSES ...cveveviieiiiiieieie ettt ettt st sb bbb e 497.681 479.495
L0 LS U TSSO 3.637.687 3.090.264

Auditors' Fees

12. Auditors' fees are specified as follows:

Audit of the financial StAtEMENTS ........ooiiiiirere e 9.785 7.831
Review of interim financial StateMentS ...........cooeeiiriiiiiiiiccc e 1.665 3.650
(@] 1 ST Y oL SRR 8.009 12.880
JLIC0] LSS U ST USSR 19.459 24.361
Thereof remuneration to others than KPMG Iceland .........cccooooveieieiieieienencceine 0 800
Finance income and expense
13. Finance income and expense are specified as follows:
Interest iNCOME ON CUITENT ASSELS ......viveiirieeieieireer et 93.622 191.278
Interest iNCOME 0N NON-CUITENE BSSELS .....e.vvviveriiiiresicieiee et 264.854 39.956
Gain 0N Sale O SNAIES ......c.iviiiicce e 0 2.000
Net foreign exchange gain 282.672 0
Net change in fair value of derivatives at fair value through profit or loss ..................... 478.445 0
FINANCE INCOME ...ttt 1.119.593 233.234
Interest expense on financial liabilities 943.644 978.739
Impairment and loss on sale of shares 749 4.539
Net foreign eXChange 10SS ......c.cceiiiiiiiriee bbb 0 45.313
Net change in fair value of derivatives at fair value through profit or loss ..................... 0 673.855
FINANCE EXPENSES ...eeceiiiseet ettt 944.393 1.702.446
Net fiNANCE (INCOME) COSES ...viviieririeiiieiitii ettt ( 175.200) 1.469.212
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Income tax expense

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

2007 2006
Current tax expense:
CUITENE PEIIOU .ottt bbbttt ettt bbb 43.441 10.137
Deferred tax expense:
Origination and reversal of temporary differences .........cccooeoveiiineincinece 148.175 21.387)
Total income tax expense (income) in income Statement ...........cooceeveeeeeinecieneneseneenes 191.616 11.250)
Reconciliation of effective tax rate:
2007 2006
Profit (loss) before iNCOMe taX .......c.ccccceevririeccrinennns 837.239 320.665)
Income tax using the Company's domestic tax rate ...... 18,0% 150.703 18,0% 57.720)
Non-deductible eXPENSEeS .........cccvveireireieneeneenieiens 3,8% 31.881 ( 14,5%) 46.470
Other changes ......cocovviereeieec e 1,1% 9.032 0,0% 0
22,9% 191.616 3,5% 11.250)
Operating assets
15. Operating assets and their depreciation is specified as follows:
Cost Equipment
BalanCe At 1.1.2007 ......coviveueuiiieiereicieses etttk 1.533.668
Acquired through busingss COMDINATIONS ..........cciiiiiiiiiiee e 3.279
AddItions AUFING T YEAT .. .cueeeeiieiiiciee bttt ettt ettt et e 284.777
Sales and disposals dUriNG Tthe YA ..o 107.993)
BalanCe 31.12.2007 .......cceotririeieiiiiieetete sttt 1.713.731
Depreciation
BalanCe At 1.1.2007 ......cvoveueuiiiieereieiesent etttk 1.065.932
DBPIECTALION ...ttt bbb st bbb bt bbb bbbt bbbt bbb n et 193.209
Sales and disposals dUMNG the YA ........ccuciriiiriiiiie bbb 87.154)
BalaNCe 31.12.2007 .....c.eieeiereeieieeeieeeteieeeeeeete et se st tetes et st ee s et ee e et e s e e e e R e Rt et a e e Rt et a et R et st eerene e s 1.171.987
Carrying amounts
LLLL2007 ettt bbb R bbbt 467.736
BLL02.2007 ettt bR bbb R e R e R Rt R R R Rt R bR bt et et ne e ne e 541.744
DEPIECIALION FALIOS ©..vviveiiiiesiiteiiteeste ettt bbbttt bkttt e bttt et e eatn 12-35%
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15. contd.:

The Group's depreciation and amortisation charge in the income statement is specified as follows:

2007 2006
Depreciation of operating assets, SEe NOtE 15 .......ccoovieereiireiiinineereese e 193.209 312.058
Amortisation of intangible assets, SEE NOLE 16 .......cceoveeeirieiieeeee e 224978 82.357
Depreciation and amortisation recognised in the income statement ..........c.ccocccervernnne. 418.187 394.415
Depreciation is allocated as follows on operating items:
COSE OF SAIES ..ot 329.403 299.025
SAIES EXPEISES ...ttt bbbttt 22.827 14.212
AdMINISTratiVE EXPENSES ...vverveviieiiiiieriete sttt ettt st sb bbb ees 65.957 81.178
Stated in the income statement as depreciation ..........c.cccvevreiineineieneise s 418.187 394.415

Change in classification

During the current year the Group modified the income statement classification of amortisation expense from
administrative expenses to cost of sales. Comparative amounts were reclassified for consistency, which resulted in
ISK 125 million being reclassified.

Intangible Assets

16. Intangible assets and their amortisation and impairment losses are specified as follows:

Other

intangible
Cost Goodwill assets Total
Balance at 1.1. 2007 .....c.ocvveiiririireeiereee s 6.450.658 2.464.688 8.915.346
AAITIONS et 5.965 12.647 18.612
Acquisitions through business combinations ...........c.cccvevriiinnieneeenn 161.755 0 161.755
Balance at 31.12.2007 ......ccccooirirerueieeeerereeiee e eeseseee e 6.618.378 2.477.335 9.095.713
Amortisation and impairment losses
Balance at 1.1. 2007 ...ccoovieeueeiiirereeeeeeses et 23.785 552.592 576.377
AMOTrtisation fOr the Year ... s 224.978 224.978
Balance at 31.12.2007 .......ccceoirirerurieenerereeiee e 23.785 777.570 801.355
Carrying amounts
L.1.2007 et 6.426.872 1.912.097 8.338.969
3L.12.2007 eeiiieeeeeeieeeer ettt 6.594.593 1.699.765 8.294.358
DePreciation ratios ........cccveireiiiiriee e 12-35%
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17. Impairment tests for cash-generating units containing goodwill

For the purpose of impairment testing, goodwill is allocated to the Group's cash-generating units which represent the
lowest level within the Group, at which the goodwill is monitored for internal management purpose.

The aggregate carrying amount of goodwill allocated to each segment is specified as follows:

2007 2006

5.075.499 5.095.786
1.519.094 1.331.086

TOMAI oo 6.594.593 6.426.872

Software
Hardware

The recoverable amount of each cash generating unit was based on its value in use and was determined with the
assistance of independent valuers. The recoverable value of the units were not lower than the carrying amounts. Value
in use was determined by discounting the future cash flows generated from the continuing use of the unit and was
based in the following key assumptions:

Cash flows were projected based on actual operating results and the 5-year business plan. Cash flows for a further
infinite period were extrapolated using a constant growth rate.

The anticipated annual revenue growth included in the cash flow projections was 8 to 14 percent for the years 2008 to
2012.

The terminal nominal growth was assumed to be 5 percent per annum. The estimate was based on statistical analysis of
long-term market price trends adjusted annually for actual experience.

A pre-tax discount rate of 14 percent was applied in determining the recoverable amount of the units. The discount rate
was estimated based on an industry average weighted average cost of capital.

The above estimates are particularly sensitive in the following areas:

An increase of 1 percentage point in the discount rate and a decrease of 1 percentage point in future growth would
have resulted in impairment loss of ISK 64 million.

Investment in other companies

Carrying
18. The Group's investment in other companies is specified as follows: Share amount
TM Software hf., KOPAVOGUE ....c.ooveiiiiiiiieiee s 1,7% 25.240
Other COMPANIES (8) ..evevereeririeiirieieriee ettt 11.995
TOLAL e . 37235
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Other receivables

19. Other receivables are specified as follows: 2007 2006
Receivables from parent COMPANY ......cccooeriereieieceee e 4.552.353 4.933.059
Receivables from Hands Holding hf. ... 0 2.486.715
TOLAL e 4.552.353 7.419.774

At 31 December 2007 no allowance was conseded for doubtful receivables. No impairment loss was recognised
during the years 2006 and 2007.

Other receivables are interest bearing with undecided repayment date.

Inventories

20. Inventories consist of finished goods. In 2007 the write-down of inventories to net realisable value amounted to ISK
18 million (2006: ISK 25 million).

Trade and other receivables

21. Trade and other receivables are specified as follows: 2007 2006
Nominal value of trade receivabIes ............cccoviceiinii s 1.677.400 1.301.839
Impairment losses of trade receivables ... ( 45.799) ( 39.104)
Receivables from parent COMPANY ........ccoeereiirniiiieieenee e 1.027.625 1.206.270
Other reCRIVADIES .......oviiiieiiiicee e 153.023 463.877
1 - LTSS 2.812.249 2.932.882

Impairment losses have been recognised for doubtful accounts. Impairment losses are determined by management with
reference to past default experience. The impairment losses do not represent a final write-off.

The directors believe that the carrying amounts of trade receivables approximates their fair value.

Cash and cash equivalents

22. Cash and cash equivalents are specified as follows:

BanK DAIANCE .......coiviiiiciiccie et 759.873 176.215
MArKetable SECUIITIES .....cvviiiviiiceiece ettt re s s be e ebe e s be s sraeesree s 22.145 201.720
Cash and cash equivalents in the statement of cash flows ... 782.018 377.935
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Equity

Issued capital

23. The nominal value of issued share capital at the beginning and end of the year amounted ISK 183 million.

Share premium and legal reserve

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

Earnings per share

25. Basic earnings per share is based on profit attributable to parent company shareholders and the weighted average of
equity during the year and indicates earnings on each krona in shares. Diluted earnings per share are the same as basic
earnings per share, where purchases options to employees or other persons have not been issued and the Group has not
taken out loans that can be converted into equity.

Continuing Discontd. 2007 Continuing Discontd. 2006
operations operations Total operations operations Total

Profit (loss) attributable
to shareholders .......... 645.623 0 645.623 (  309.415) ( 943.725) ( 1.253.140)

Weighted average number of shares:

2007 2006
1SSUE SNArES At L JANUAIY ....eveveieeeienieieiee ettt enesne e seesaeneens 183.000 189.829
EffeCt OF OWN SNAIES .....oviiceii e 0 2.466
Effect of diVISION ..o 0 ( 2.500)
Weighted average number of outstanding shares at 31 December .........ccccocvvvveririierinnnns 183.000 189.795
Loans and borrowings
26. Non-current liabilities:
UNSECUIed DONG ISSUE ...t 4.449.681 4.286.703
SeCUred DaNK T0BNS ...t 6.313.956 6.775.704
Unsecured loan from parent COMPANY .......c.ccereirieineeneenieisiee e 1.504.770 3.752.027
TOLAL e 12.268.407 14.814.434
Current liabilities:
Current portion of non-current liabilitieS ... 109.956 195.507
Bank overdraft and other unsecured bank facility .........c..cccooeoiiineineineiiceee 0 20.117
TOLAL e 109.956 215.624
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27. Terms and repayment schedule:

Terms and conditions of outstanding loans were as follows:

2007 2006

Average Carrying Average Carrying

Currency interest rate amount interest rate amount

Secured bank 10ans .......c..cceevevevinennee, EUR 7,2% 2.556.449 5,9% 2.719.167

Secured bank 10ans ..........cccccvrerennne. CHF 5,1% 1.861.348 4,3% 2.014.302

Secured bank 10ans .......cc.coeevevveeinennee JPY 3,3% 923.110 2,8% 1.018.796

Secured bank 10ans ..........ccccovvrvereenne. usD 7,2% 579.444 7,5% 685.353

Secured bank [0ans .......c..cocevevveeinennee CAD 7,2% 338.191 6,5% 338.086
Secured bank 10ans ..........ccccovrverenne. Portfolio 5,6% 55.414

Unsecured bond issues (indexed) ....... ISK 5,8% 4.449.681 5,8% 4.286.703

Unsecured loan from parent company ISK 3,0% 1.504.770 3,0% 3.752.027

12.268.407 14.814.434

Bank overdraft ..........ccoocoiieiiiieenn, ISK 0 17,5% 20.117

Total interest-bearing liabilities ........... 12.268.407 14.834.551

Inventories and receivables of the subsidiaries have been pledged against debts amounting to ISK 5.353 million (2006:
ISK 5.732 million).

Repayments of non-current liabilities are specified as follows:

Repayments in 2007 .......cooeiiiiiiieinieeee e 215.624
Repayments in 2008 ........cccoeiiiinieineieee s 109.956 124.641
Repayments in 2009 .........cccoiiiiiiieircieee e 6.361.093 6.674.049
Repayments in 2010 .......ccoovieiiiiiienese e e 103.120 142.081
Repayments in 2011 ..o 4.189.468 4.000.395
SuDbSEqUENT FEPAYMENLS ....c.evieiiciiieteeeee e 1.504.770 3.677.761
TOLAL s 12.268.407 14.834.551

Deferred income tax liabilities and assets

28. Deferred income tax liabilities and tax assets are attributable to the following:

2007 2006
OPEIALING BSSELS ....vvereetieetirtete ettt bbbt b bbbt b et a et b st ab et b nnene s 14.487 115.341
INEANGIDIE BSSELS ....vveeeiiiiei bbb 4.496 1.100
Other reCEIVADIES .....o.oiuiiieiieiee e 0 21.523
DBIIVALIVES ..ottt bbbttt b et sb ettt b et b et b 0 ( 83.666)
Trade and Other reCeIVADIES ..o 3.535 9.115
L0aNS aNd DOTTOWINGS ....vviiiieiiiieiiiieiie ettt ( 10.334) ( 15.852)
Employee DENefit PIANS ........c.coiiiiiiieee e 6.919 0
Deferred gain 0N Sale Of @SSELS .......cciiiiiiiiiieiree s 98.548 0
Tax 10SS CArTY-TONWAITS .........coooiiiiiiiii e ( 32170) ( 89.112)
(@19 1=] g T TSSOSO PP TSRS ( 1.473) 3.858
Net taX 1iaDilitIeS (BSSELS) ....cuerveririeirieierieirieer et 84.008 ( 37.693)
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28. contd.:

The Parent Company's carry-forward tax loss amounted to ISK 160 million at year-end. The tax loss expires between
2010 and 2014.

Trade and other payables

29. Trade and other payables are specified as follows:

2007 2006
Trade PAYADIES ..c.vciiiiieieeee bbbt 763.354 498.822
Prepaid INCOME ..c.iviieieieieie ettt sttt b et 41.040 42.148
Derivatives at fair value through profit and 10SS .........ccccooviiiriiriencee e 0 464.812
OLNEr PAYADIES ...t 1.075.693 1.536.731
Total trade and other PAYADIES .........cooeriieieeee e 1.880.087 2.542.513

Financial Instruments

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

L0aNS and FECEIVADIES .....ooveiiie e 7.334.601 10.352.656
Cash and cash eQUIVAIENTS ..........oooiveieeiecee e 782.018 377.935
1] = | ST 8.116.619 10.730.591

The maximum exposure to credit risk for trade receivables at the reporting date by geographic region was:

o<1 F= Vg Lo RSO R TR RROTI 1.643.895 1.232.792
Other EUrOPEaN COUNTIIES ......c..oviveeiiiiriereieiiisi sttt 4.556 35.065
UNIEEA SEALES ..ottt ettt sttt s a et e e a e e e e seeseesesaesresresaearens 28.949 33.982
TOMAL oottt e e e rreae et 1.677.400 1.301.839

The aging of trade receivables at the reporting date was:

INOE PASE AUE ..ottt bbb bbbttt b e enn 1.214.003 845.358
PASt AUE 0-30 AYS ...veuvereereeriereeieeie ettt see et eseesestestesaestesteseesteneenaenean 135.692 243.027
Past dUE 31-180 GAYS ....c.vviverererirerreriieire sttt 168.529 117.614
Past dUE 181-365 TAYS ...veveereereeieeieeieiese sttt s et see st sttt nne e ean 83.250 59.603
MOTE thaN ONE YEAN ...ttt 75.926 36.237
TOLAL o 1.677.400 1.301.839

The movement in the allowance for impairment in respect of trade receivables during the year was as follows:

2007
Balance at 1 JANUAIY .........ccciuiiiiiiiiii s 39.104
IMPAIrMENT 0SS FECOGNISE .....viviiteieiiieeiie e bbbt bbb bbb ne e 6.695
BalanCe At 31 DECEIMIDET ......c.oiiiireiiiiiieie ettt bbbttt b et erns 45.799
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30. contd.:
Liquity risk

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

2007 Carrying Contractual Within 12 1-2 years 2-4 years
amount cash flows months

Non-derivative financial liabilities

Secured bank loans.........cccceveeivveeveenee. 6.313.956 6.556.536 214.176 6.342.360

Unsecured bond iSSUES..........c.covvivenenne 4.449.681 5.453.565 259.135 522.483 4.671.947

Trade and other payables....................... 1.880.087 1.880.087 1.880.087

TOtal coveivvcieceece e 12.643.724 13.890.188 2.353.398 6.864.843 4.671.947

Loan from Parent company amounted to ISK 1.505 million at year-end. Repayment dates are undecided.

Currency risk

The Group's exposure to foreign currency risk is due to secured bank loans, see note 27.

Interest rate risk

At the reporting date the interest rate profile of the Group's interest-bearing financial instruments was:

2007 2006
Fixed rate financial Habilities ...........ccovviviiiiiiii e 5.954.451 8.038.730
Variable rate financial labilities ..........cccoveviiiiiii it 6.313.956 6.795.821

Fair values

Any difference between the fair values of financial assets and liabilities and the carrying amounts is immaterial.

Operating leases

31. Lease as lessee

Operating lease rentals are payable as follows: 2007 2006
LSS tNAN ONE YEAI ...ttt bbb bbb 194.816 21.451
Between 0ne and fiVE YEAIS ......ccviiiiiiiiceise e 700.713 19.980
MOTE than FIVE YEAIS ..o 235.522 0
L0 LSRR SRR 1.131.051 41.431

The Group leases a number of properties under operating leases. The leases typically run for a period of ten years,
with an option to renew the lease after that date. Leases provide for additional rent payments that are based on changes
in a local price index. Each lease contract is non-cancellable.

The Group leases a number of cars under operating leases. The leases typically run for a period of three years, with an
option to renew the lease after that date. Each lease contract is cancellable due to penalty.

During the year ended 31 December 2007 ISK 202 million was recognised as an expense in the income statement in
respect of operating leases.
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Related parties

32. ldentity of related parties

The Group has a related party relationship with its parent company, other subsidiaries of the parent and with its
directors and executive officers.

Transactions with management and key personnel

Salaries and benefits of management paid for their work for Group companies are specified as follows:

Salaries and

benefits
Orn Karlsson, BOArd MEMDET ...........ccveuiiieeeiie ettt ettt seee st ssse st en st ss s st s st s snaetasenses 1.200
Bjarni Birgisson, Managing Director of KOgun enf. ... 19.467
] D11 LT o [T (=T (o £ 68.624

Other transactions with related parties

During the year ended 31 December 2007, associates (other subsidiaries of the parent company) purchased goods from
the Group amounting ISK 390 million and at 31 December 2007 associates owed the Group 152 million. The Group
purchased services from associates in the amount of ISK 108 million. Receivables from the parent company Teymi
amounted to ISK 5.550 million at year end.

Group entities

33. The Company holds three subsidiaries which all are included in the consolidated financial statements. The subsidiaries
own two subsidiaries which are also included. The subsidiaries included in the consolidated financial statements are
specified as follows:

Share

BJS €NT., REYKJAVIK ....ouiieeeeeieeece ettt st 100,0%

HYSING €Nf., REYKJAVIK .oveeiciiiieiciee bbb 100,0%

150ft & Islandi eNf., REYKJAVIK .......ccvuivececiieceecee et seeste sttt sen 100,0%

ESKIll €N, REYKJAVIK ..v...ooeevveeeeeeeeeeeeeeeeseeeeeseesseseeeeseseeseeseesseeesessseeseeesesseeseseseseeeseeseeeseesseseesseeeeeseeeees 100,0%

SKYIT €N, REYKJAVIK ...ttt bttt ennas 100,0%
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Corrections of prior period

34. In the 2006 Consolidated Financial statements for Kégun ehf. a foreign currency swap contract was incorrectly entered
so that the loss for 2006, net of income tax effect, was undervalued by ISK 271 million. Short term liabilities were
undervalued by ISK 330 million and deferred tax asset by ISK 59 million. The comparative amounts in the current
year's Consolidated Financial statements have been corrected as follows:

Previously

reported  Corrections Restated
Income statement:
FINANCE BXPENSES ..ovviviriiiriieiisieiste sttt ( 1.372.446) ( 330.000) ( 1.702.446)
INCOME 18X oottt ( 48.150) 59.400 11.250
Loss from continuing OPErations ..........c.cevveriierinerenenesenise s ( 982.540) ( 270.600) ( 1.253.140)
Balance sheet:
Deferred taX 8SSEL ......ciiirrreieeir e 0 37.693 37.693
Share premium ( 2.519.551) 270.600 ( 2.248.951)
Deferred income tax liability ........c.cccoovivniiniiniiine s ( 21.707) 21.707 0
Trade and other payables ... ( 2.212513) ( 330.000) ( 2.542.513)

Comparative amounts in the statement of cash flows and notes have been restated accordingly.
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Unaudited statements

Quarterly Statement

The Group’s quarterly continuing operations were as follows:

Year 2007

Operating revenues ........c..cceeeveevernenns,
Operating eXPenses .........cccverereeeenenne
Other iNCOME ......coceveiiiriie e
Financial income and expenses.............
INCOME 18X .oveieiiieic

Profit for the year ..........ccccooevvvneennn,

EBITDA ...
EBITDA ratio .....coceevveiiiiiiiiiec e,

Year 2006

Operating revenues ........c..cceeerervernenns,
Operating eXPensesS .........ccceverereeeenenne
Other iNCOME ......ccoveiiericec e,
Financial income and expenses.............
INCOME 18X .oveiieiiieicc e

Loss for the year .......cccocvveveevieiinenns

EBITDA ...
EBITDA ratio ....ccceeevvieiiieiieec e,

1st 2nd 3rd 4th
quarter quarter quarter quarter Total
2.141.601 2.187.050 2.044.375 2.685.343 9.058.369
(1.993.563) (2.044.907) ( 1.879.278) ( 2.526.995) ( 8.444.743)
48.240 0 0 173 48.413
447536 294.467 (257.193) (309.610) 175.200
8.503 4.332 (85.312) (119.139) ( 191.616)
652.317 440942 ( 177.408) ( 270.228) 645.623
292.764 241.860 279.985 265.617 1.080.226
13,4% 11,1% 13,7% 9,9% 11,9%
1.379.523 1.920.448 1.826.990 2.184.582 7.311.543
(1.196.116) ( 1.785.825) ( 1.649.834) ( 2.218.985) ( 6.850.760)
0 0 470 687.294 687.764
( 386.113) (525.628) (56.732) (500.739) ( 1.469.212)
37.534 67.873 (23.163) (70.994) 11.250
( 165.172) ( 323.132) 97.731 81.158 ( 309.415)
236.521 200.422 244.952 189.210 871.105 *
17,1% 10,4% 13,4% 8,6% 11,9% *

* EBITDA for the year 2006 is adjusted for gain on sale of operating assets which amounted to ISK 672 million.
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