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Endorsement and Signatures of the
Board of Directorsand the CEO

The condensed consolidated interim financial statements of Hagar hf. ("the Company") for the period 1 March
to 31 August 2007 have been prepared in accordance with International Financial Reporting Standards (IFRSS)
for interim accounts, 1AS 34. These are the group's first IFRS condensed consolidated interim financial
statements. The Company's financia statements for the previous years have been prepared in accordance with
the Financial Statements Act and accounting principles in Iceland. The transition to IFRS resulted in an
increase of equity of ISK 73 million as at 1 March 2007 and decrease of 61 million asat 1 March 2006.

In April 2007, the Company acquired a 50% share in P/f SMS from its shareholder Baugur Group hf. and in
June 2007 the Company acquired a 45% share in Hisasmidjan hf. also from its shareholder Baugur Group hf.

According to the income statement, profit of the Group for the period amounted to ISK 715 million. According
to the balance sheet, equity at the end of the period amounted to 1SK 8,965 million.

The Board of Directors and the CEO of Hagar hf. hereby confirm the Interim Financial Statements of the
Company for the period, by means of their signatures.

Reykjavik, 30 October 2007.

The Board of Directors:

Johannes Jonsson
Jon Asgeir Johannesson

Tinna Olaf sdéttir

CEO:

Finnur Arnason
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Report on review of interim financial information

To the Board of Directors and Shareholders of Hagar ehf.

Introduction

We have reviewed the accompanying balance sheet of Hagar hf as of 31 August 2007 and the related statements
of income, changes in equity and cash flows for the six-month period then ended, and a summary of significant
accounting policies and other explanatory notes. Management is responsible for the preparation and fair
presentation of this interim financial information in accordance with International Financial Reporting standards
as adopted by the EU. Our responsibility is to express a conclusion on thisinterim financial information based on
our review.

Scope of review

We conducted our review in accordance with International Standard on Review Engagements 2410, Review of
Interim Financial Information Performed by the Independent Auditor of the Entity. A review of interim financial
information consists of making inquiries, primarily of persons responsible for financial and accounting matters,
and applying analytical and other review procedures. A review is substantially less in scope than an audit
conducted in accordance with International Standards on Auditing and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly,
we do not express an audit opinion.

Our review also addressed those changes made to the Company's balance sheet in relation to the implementation
of IFRS. As presented in the interim financial statements, amounts might change, among other things due to the
fact that the financial reporting also takes note of the standards as they will be presented at the end of the year
and changes thereto might therefore incur some effects.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying interim
financial information does not give a true and fair view of the financial position of the entity as at 31 August
2007, and of its financial performance and its cash flows for the six month period then ended in accordance with
International Financial Reporting Standards as adopted by the EU.

Reykjavik, 30 October 2007.

KPMG hf.

Anna bordardéttir
Kristran Ingolfsdéttir
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Consolidated I nterim I ncome Statement
for the six months ended 31 August 2007

Note 2007 2006
13318 13318

SAIES .ttt h bR E AR bbbt b et bttt b et enn 25.474 22.241
COSt Of GOOUS SO ... s ( 18.899) ( 16.602)
GrOSSPIOfIT ..ot 6.575 5.639
Other Operating iNCOME ....c.ccuieiciiie et st se et a e nesresre st saeneens 45 17
Salaries and salary-rel ated EXPENSES .......ooe ittt ne e ene ( 2833) ( 2471
Other OPErating EXPENSES ......cvrrrrerireererrrerere sttt es et ren s ( 2348 ( 2148)
Results from oper ating activities befor e depr eciation and amor tisation 1.439 1.037
Depreciation and amortisation of Operating aSSELS ......cvveveererirerereereee e ee e 7 ( 443) ( 411)
Resultsfrom operating aCtiVIiti€S ... 996 626
FINBNCETNCOME ...ttt 535 391
FINBNCE BXPEINSES ... ettt sttt sttt st b b b se s e et ae b e b e be e et ebesbesbesee e eneenesnesaens ( 575) ( 1.071)
NEt FINANCE BXPENSE .........ooooooeeeeeeesessse s 8 ( 40) ( 680)
Share of 10ss of equity acCOUNtEd INVESLEES .........ccovereirirrerrce e 11 ( 39) 0
Profit (10SS) DEFOr € INCOMETAX ... eneen 917 ( 54)
INCOME tAX EXPEINISE ....ueeueteteeteeteee e ettt etesteseese e e esesaesee st e sene e e eaeebesbeseeseeneeneesesaesaeasanseneeneens ( 202) 10
Profit (10SS) for the Period ... 715 ( 44)

Earnings (loss) per share:
Basic and diluted earnings (10ss) per share of ISK 1 .......ccoeiiiriniinine e 0,63 (0,04)

The notes on pages 9 to 28 are an integral part of these consolidated interim financia statements.
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Consolidated Interim Balance Sheet 31 August 2007

Note 31.8.2007 28.2.2007

Assets
OPErELING BSSELS ...veuveeeeeierterierieseesee ettt st ee e e e aesbesbe b ss e e e e s e saesbesbesbeseeneanens 9 4.153 4.113
INtANQIDIE BSSELS ......vevicic e 10 9.650 9.645
Investmentsin equity accounted INVESLEES ..........cceerereiereereeere e 11 2.670 82
Investmentsin Other COMPANIES .........cccvveiererecee e 12 793 287
Investment in listed COMPANY ......cocooireriiireeee e e 12 908 2.197
BONGS ...ttt 17 481 448
DEfErred taX GSSELS ......ccceciiiiiiecieeieeee ettt st re e re s 0 8
Non-current assets 18.655 16.780
10177 010 1= SRS 13 3.157 3.063
ACCOUNES FECEIVANIE ...ttt 610 674
Other reCEIVADIES .........eeiecece et 260 282
Accounts receivable - customers' credit Cards ........coovveveeereeneiensie s 3.118 2.667
Cash and €ash eQUIVAIENES .........ooeeieeieiere et e 268 150
Current assets 7.413 6.836
Total assets 26.068 23.616

Equity
Share Capital ......ovveeeeeeee e nre s 1.218 1.067
SNEre PremMiUM ..ottt st eae e 6.536 3.975
[ =TT RTc o == T T o S 1.211 1.496
Total equity 8.965 6.538

Liabilities

Loans from credit iNSHEULIONS ........cvvveirieirieeiee e 14 1.046 1.792
[ T0] 0T (SRS 14 8.792 8.641
Incentives from Operating [€3SES .........ccvviveeeece e 403 434
Deferred tax [iabilitieS ......ccceeieiiiecece e e 194 0
Non-current liabilities 10.435 10.867
Interest-bearing 10ans and DOrTOWINGS ......c..eveeeeeerere e 14 1.220 1.187
Trade and other payables, including derivatives .........ccoovevevvieneviseseceeeeeens 15 5.198 4774
PrOVISIONS ...ttt et st st st be e s ne e nresaean 250 250
Current liabilities 6.668 6.211
Total liabilities 17.103 17.078
Total equity and liabilities 26.068 23.616

The notes on pages 9 to 28 are an integral part of these consolidated interim financia statements.
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Consolidated Interim Statement of Changesin Equity
for the six months ended 31 August 2007

Share Share  Retained Total
capital premium earnings equity
Changesin equity from 1 March to 31 August 2006:
Equity at 28 February 2006, IS GAAP ......ccccceevveeereerienns 1.015 3.611 2.320 6.946
Changes due to IFRSs adoption ........ccccceeevevveserereereesenennen, ( 61) ( 61)
Equity at 1 March 2006, IFRSS .........cccoeienineiereisieesieenens 1.015 3.611 2.259 6.885
Net [ossfor the period ........ccccevvvvevereecvee e ( 4y ( 44)
Equity at 31 August 2006, IFRSS .........cccvveveeerieininesieeens 1.015 3.611 2.215 6.841
Changesin equity from 1 March to 31 August 2007:
Equity at 28 February 2007, IS-GAAP ......ccoovevecereireieens 1.067 3.975 1.423 6.465
Changes due to IFRSs adoption ...........ccceeeeerereneneneeienenen. 73 73
Equity at 1 March 2007, IFRSS ........cccovvenneerecrecseieens 1.067 3.975 1.496 6.538
Net profit for the period ..., 715 715
Issued share Capital .......ccccoeveeerisiesereeee e 151 2.561 2712
Dividends to equity holders ........cccooeevveiivnieneienisenesees ( 1.000) ( 1.000)
Equity at 31 August 2007, IFRSS .......ccccovrererireeneenineenes 1.218 6.536 1211 8.965

The notes on pages 9 to 28 are an integral part of these consolidated interim financial statements.
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Consolidated I nterim Statement of Cash Flows
for the six months ended 31 August 2007

2007 2006
Note 1.3-318 1.3-31.8
Cash flows from operating activities:
Net profit (10sS) for the Period ... 715 44)
Adjustments for NON-Cash tranSaCtions ............cceeeeeeeerieresiesiese e 550 1.051
Working capital provided by operating activities 1.265 1.007
Net change in operating assets and liabilitieS ........ccceeeveeeecvvcevce e, ( 134) 634)
Cash from operations before interest and taxes 1131 373
INEFESE FECEIVEM ...t 6 305
11 (=S 0 o= Lo O STPR ( 160) 270)
Net cash provided by operating activities 977 408
Cash flows from investing activities:
Acquisition of iNtaNgible 8SSELS .........coiieieriir e ( 28) 100)
ACqUISItioN Of OPErating ASSELS ...e.veveeeeeierieviere et e ettt see e e resnesnens ( 480) 494)
Acquisition of subsidiaries, net of cash acquired ..........c.ccoceveerininininere e, 0 254)
Proceeds from sale Of Operating @SSELS .......cccvvereerereresieseseereees s 22 16
Proceeds from forward sale of investments in other companies ..........c.cccceeeeeenenee. 1.000 0
DiVIAENAS FECAIVEU .....ovieieceecrerire e 225 0
Receivables and securities, Changes. ... ( 15) 4.668
Net cash provided by investing activities 724 3.836
Cash flows from financing activities:
DIVIAENAS PAIA .......eoeiieiiiieieeee ettt et e e e e ( 900) 0
Repayment Of DOTTOWINGS ........oieriereeeeesie e seeeee st e et e e snesnens ( 175) 5.625)
Short term borrowings, Changes ... ( 508) 1.369
Net cash used in financing activities ( 1.583) 4.256)
Net increase (decrease) in cash and cash equivalents............cc.......... 118 12)
Cash and cash equivalentsat 1 March ..., 150 232
Cash and cash equivalents at 3L AUQUSE ........ccccoeveeivciecieciiseeeeseee 268 220
Investment and financing activities without cash flow effect:
ACQUISITION Of BSSOCIALES ....ccveiviieieeieire ettt s eae e 2.712 0
IssUEd Share CapItal ......c.ccceerierieieieee s s ( 2.712) 0
The notes on pages 9 to 28 are an integral part of these consolidated interim financial statements.
Interim Consolidated Financial Statements of Hagar hf.
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Notesto the Consolidated Interim Financial Statements

1.  Reporting entity

Hagar hf. (the "Company") is a company domiciled in Iceland. The address of the Company is Hagasmari 1,
Kopavogur. The condensed consolidated interim financial statements of the Company for the period ended 31
August 2007 comprise the Company and its subsidiaries (together referred to as the "Group") and the Groups
interest in associates. The main acitvity of the Group is retailing and associated activities.

2. Basisof preparation

a  Statement of compliance

The condensed consolidated interim financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRSs) for interim financial statements, IAS 34. These are the Groups first IFRS
condensed consolidated interim financia statements for part of the period covered by the first IFRS annual
financial statements and IFRS 1, First-time Adoption of International Financial Reporting Standards, has been
applied. The condensed consolidated interim financial statements do not include al of the information required for
full annual financia statements.

An explanation of how the transition to IFRSs has affected the reported financial position and financial
performance of the Group is provided in note 20. This note includes reconciliations of equity and net profit for
comparative periods reported under Iceland's generally accepted accounting principles ("IS-GAAP') to those
reported for those periods under IFRSs.

The condensed interim financial statements were approved by the Board of Directors on 31 October 2007.

b. Basis of measurement

The condensed interim consolidated financia statements have been prepared on the historical cost basis except that
derivative financia instruments and financial instruments are measured at fair value through profit or loss.

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

c. Functional and presentation currency

These condensed consolidated interim financial statements are presented in Icelandic kronas (1SK), which is the
Company's functional currency. All financial information presented in Icelandic kronas has been rounded to the
nearest million.

d. Use of estimates and judgements

The preparation of the condensed consolidated interim financial statements in conformity with the 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 estimate is revised and in any future periods effected.

In particular, information about significant areas of estimation uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amount recognised in the financial statements are
described in the following notes:

 Note 15 — measurement of share-based payments.

* Note 12 — vauation of financial instruments.

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million




Notes, cont.:

3. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these condensed
consolidated interim financial statements and in preparing an opening IFRS balance sheet at 1 March 2006 for the
purposes of the transition to IFRSs. The accounting policies have been applied consistently by Group entities.

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 asto 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 financia 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 (equity accounted investees)

ii)  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 accounted for using the equity method and are initialy
recognised at cost. The Group's investment includes goodwill identified on acquisition, net of any accumulated
impairment losses. The consolidated interim financial statements include the Group's share of the income and
expenses and equity movements of associates from the date that significant influence commences until the date that
significant influence ceases. When the Group's share of losses exceeds its interest in an associate, the carrying
amount of that interest (including any long-term investments) is reduced to nil and the recognition of further losses
is discontinued except to the extent that the Group has an obligation or has made payments on behalf of the
associate.

Transactions eliminated on consolidation

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

b.  Foreign currency
i)  Foreign currency transactions

Transactions in foreign currencies are trandated 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. Non-monetary assets
and liabilities denominated in foreign currencies that are measured at fair value are retrandated to the functional
currency at the exchange rate at the date that the fair value was determined. Foreign currency differences arising on
retranslation are recognised in profit or loss, except for difference arising on the retrandlation of foreign operation,
which are recognised directly in equity, (see (ii) below).

ii)  Foreign operations

The assets and liabilities of foreign operations, including goodwill arising on acquisition, are translated to ISK at
exchange rates at the reporting date. The income and expenses of foreign operations are trandated to 1SK at
exchange rates at the dates of the transactions.

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

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

c. Financial instruments
(i)  Non-derivative financial instruments

Non-derivative financial instruments comprise investments in equity, bonds, trade and other receivables, 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. Subsequent to initial recognition non-derivative
financial instruments are measured as described below.

Cash and cash equivalents comprise cash balances and call deposits.

Accounting for finance income and expense is discussed in note 3(m).

Held-to-maturity investments

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

Financial assets at fair value through profit or loss

Aninstrument 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 the Group manages
such investments and makes purchase and sale decisions based on their fair value in accordance with the Group’s
documented risk management or investment strategy. Upon initial recognition attributable transaction costs are
recognised in profit or loss when incurred. Financia instruments at fair value through profit or loss are measured at
fair value, and changes therein are recognised in profit or loss.

Other

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

(ii) Derivative financial instruments
The Group holds derivative financia instruments to hedge its foreign currency and interest rate risk exposures.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in profit and loss
when incurred. Subsequent to initial recognition, derivatives are stated at fair vaue. The gain or loss on
remeasurement to fair value is recognised immediately in profit or loss. The gain or loss on remeasurement to fair
value of cash flow hedge of purchase of goods for saleisincluded in cost of goods sold.

Economic hedges

Hedge accounting is not applied to derivative instruments that economically hedge monetary assets and liabilities
denominated in foreign currencies. Changes in the fair value of such derivatives are recognised in profit or loss as
part of foreign currency gains and losses.

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million
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Notes, cont.:

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

(iii) Share capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to issue of ordinary shares and share
options are recognised as a deduction from equity, net of any tax effects.

Repurchase of share capital (treasury shares)

When share capital recognised as equity is repurchased, the amount of the consideration paid, which includes
directly attributable costs, is net of any tax effects, and is recognised as a deduction from equity. Repurchased
shares are classified as treasury shares and are presented as a deduction from total equity. When treasury shares are
sold or reissued subsequently, the amount received is recognised as a increase in equity, and the resulting surplus or
deficit on the transaction is transferred to / from share premium.

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

Cost includes expenditures that are directly attributable to the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the asset to a
working condition for itsintended 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.

When parts of an item of operating assets have different useful lives, they are accounted for as separate items
(major components) of operating assets.

Gains and losses on disposal of an item of operating assets are determined by comparing the proceeds from
disposal with the carrying amount of operating assets and are recognised net within “other income” in profit or loss.

(ii) Subsequent costs

The cost of replacing part of an item of operating assets 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. The carrying amount of the replaced part is derecognised. The costs of the day-to-day servicing
of operating assets are recognised in profit or loss as incurred.

(iii) 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. Leased assets are depreciated over the shorter of the lease term and their useful lives
unless it is reasonably certain that the Group will obtain ownership by the end of the lease term. Land is not

depreciated.

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

BUITAINGS ..ttt b e bt b et bt b et e bt e bt seebese b et e r e e renennene e 20-50 years
Fixtures, equipment and MBCHINENY ..ot ssenes 3-14 years
TranSPOrtation EQUIPIMENE ...........cireirierereeteesr sttt b e s s s b e bt se s e b e s eae b se s st nnene s 7 years

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

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

e. Intangible assets
(i) Goodwill
Goodwill (negative goodwill) arises on the acquisition of subsidiaries and associates.

All business combinations are accounted for by applying the purchase method. Goodwill represents amounts arising
on acquisition of subsidiaries. In respect of business acquisitions that have occurred since 1 March 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.

Subsequent measurement

Goodwill is measured at cost less any accumulated impairment losses. In respect of associates, the carrying amount
of goodwill isincluded in the carrying amount of the investment.

(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.

(iif) 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,
isrecognised in profit or loss asincurred.

(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
and comparative periods are as follows:

SOFIWEIE ..tttk b e b e b et h et E st e bt e e bt s e b e ne e R et e R et R e st e R bt ne ek e ne b e ne R e e re e enas 5years

f.  Leased assets

Leases in terms of which the Group assumes substantially al the risks and rewards of ownership are classified as
finance leases. Upon initial recognition the leased asset is measured at an amount equal to the lower of itsfair value
and the present value of the minimum lease payments. Subsequent to initial recognition, the asset is accounted for
in accordance with the accounting policy applicable to that asset.

Other |eases are operating leases and the |eased assets 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 of
completion and selling expenses.

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

h.  Impairment
(i)  Financial assets

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.

Animpairment lossin respect of afinancial 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 origina effective
interest rate.

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.

Animpairment 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 10ss.

(ii) Non-financial assets

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

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
coststo sell. In ng 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 “cash-generating unit”). The goodwill acquired in a business combination, for the purpose of
impairment testing, is allocated to cash-generating units 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. 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. Animpairment 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.

Interim Consolidated Financial Statements of Hagar hf.
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Notes, cont.:

Significant accounting policies, cont.:
Impairment, cont.:

i.  Employee benefits
(i) Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions into a
separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution pension plans are recognised as an employee benefit expense in profit or loss
when they are due.

(if)  Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related
serviceis provided.

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans if
the Group has a present legal or constructive obligation to pay this amount as a result of past service provided by
the employee and the obligation can be estimated reliably.

(iii) Share-based payment transactions

The fair value of the amount payable to employeesin respect of share appreciation rights, which are settled in cash,
is recognised as an expense, with a corresponding increase in liabilities, over the period that the employees become
unconditionally entitled to payment. The liability is remeasured at each reporting date and at settlement date. Any
changesin the fair value of the liability are recognised as personnel expensein profit or loss.

j.  Provisions

A provision isrecognised if, as aresult of a past event, the Group has a present legal or constructive obligation that
can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation. Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects
current market assessments of the time value of money and the risks specific to the liability.

k. Revenue
Goods sold

Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net of
returns, trade discounts and volume rebates. 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, there is no continuing management involvement with the goods,
and the amount of revenue can be measured reliably.

I.  Lease payments

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

Minimum lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding liability. The finance expenseis allocated to each period during the lease term so asto
produce a constant periodic rate of interest on the remaining balance of the liability.

Incentives from operating leases are recognised in profit or loss on a straight-line basis over the term of the lease.
Interim Consolidated Financial Statements of Hagar hf.
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Notes, cont.:

3. Significant accounting policies, cont.:

m. Finance 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 and gains on hedging instruments that are recognised in profit or
loss. Interest income is recognised as it accrues, using the effective interest method. Dividend income is recognised
in profit or loss on the date that the Group's right to receive payment is established, which in the case of quoted
securities is the ex-dividend date.

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions, changes in
the fair value of financial assets at fair value through profit or loss, impairment losses recognised on financial
assets, and losses on hedging instruments that are recognised in profit or loss. All borrowing costs are recognised
in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on anet basis.

n. 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 caseit 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 assets or
liahilities in a transaction that is not a business combination and that affects neither accounting nor taxable profit,
and differences relating to investmentsin subsidiaries and jointly controlled entities to the extent that it is probable
that they will not reverse in the foreseeable future. In addition, deferred tax is not recognised for taxable temporary
differences arising on the initial recognition of goodwill. Deferred tax is measured at the tax rates that are expected
to be applied to the temporary differences when they reverse, based on the laws that have been enacted or
substantively enacted by the reporting date. Deferred tax assets and liabilities are offset if there is a legally
enforceable right to offset current tax liabilities and assets.

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 longer probable that the related tax benefit will be realised.

o. Earnings per share

The Group presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated
by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number
of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted average number of ordinary shares outstanding for the effects
of al dilutive potential ordinary shares, which could be issued.
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Notes, cont.:

3. Significant accounting policies, cont.:

p. New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the period ended
31 August 2007, and have not been applied in preparing these consolidated interim financial statements:

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

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

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

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

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

IFRIC 13 Customer Loyalty Programmes addresses the accounting by entities that operate, or otherwise participate
in, customer loyalty programmes for their customers. It relates to customer loyalty programmes under which the
customer can redeem credits for awards such as free or discounted goods or services. IFRIC 13, which becomes
mandatory for the Group's 2009 financial statements, is not expected to have any impact on the consolidated
financial statements.

4. Determination of fair values

A number of the Group's accounting policies and disclosures require the determination of fair value, for both
financial and non-financial assets and liabilities. Fair values have been determined for measurement and / or
disclosure purposes based on the following methods. Where applicable, further information about the assumptions
made in determining fair valuesis disclosed in the notes specific to that asset or liability.
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Notes, cont.:

4. Determination of fair values, cont.:

a  Operating assets

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

b. Intangible assets

The fair value intangible assets is based on the discounted cash flows expected to be derived from the use and
eventua sale of the assets.

c. Inventories

The fair value of inventories acquired in a business combination is determined based on its estimated selling price
in the ordinary course of business less the estimated costs of completion and sale, and a reasonable profit margin
based on the effort required to complete and sell the inventories.

d. Investments in equity and debt securities

The fair value of financial assets at fair value through profit or loss is determined by reference to their quoted bid
price at the reporting date.

d. Trade and other receivables

The fair value of trade and other receivablesis estimated as the present value of future cash flows, discounted at the
market rate of interest at the reporting date.

e. Derivatives

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

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

f.  Share-based payment transactions

The fair value of the amount payable to employeesin respect of share appreciation rights, which are settled in cash,
is estimated based on the forecast of Company's EBITA on the settle date.
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Notes, cont.:

5. Financial risk management
Exposure to credit, interest rate and currency risks arises in the normal course of the Group's business.

Credit risk

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
assetsin 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 financia assets.

At the reporting date there were no significant concentrations of credit risk. The maximum exposure to credit risk
is represented by the carrying amount of each financial asset, including derivativesin the balance sheet.

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

The Group hedges percent of its trade payables denominated in a foreign currency. The Group uses forward
exchange contracts to hedge its currency risk, most with a maturity of less than one year from the reporting date.

Interest rate risk

The Group adopts a policy of ensuring that percent of its exposure to changes in interest rates on borrowingsis on a
fixed rate basis. Thisis achieved by entering into interest rate swaps.
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Notes, cont.:

6. Segment reporting

The Group does not present business nor geographical segments asits operation isonly in retail and in Iceland.

7. Depreciation and amortisation

2007 2006
Depreciation and amortisation are specified as follows: 1.3-31.8 1.3-31.8
Depreciation of operating assets, SEENOE T ......ecvevveeeeeere v 420 405
Amortisation of intangible assets, SEe NOtE 10 ........cceieireriie e 23 6
Depreciation and amortisation recognised in the income statement ............c.c.ccoveveveee.. 443 411
8. Financeincome and expense

Financial income and financial expenses are specified as follows:

INEEFESE INCOME ...t r e 46 305
Net fOreign EXChANGE GAIN ......coiiirie ettt s a e sae s 132 0
DiIVIAENT FECAIVE ...t 140 0
Net changesin fair value of financial assets at fair value through profit or loss.............. 217 86
Total fiNANCE INCOME ......eieieeeiceeee ettt 535 391
INEEIESE EXPENSES ...ttt a ettt eb e b bt et et et aesbeebesbese et eneene e es ( 575) ( 976)
Net foreign eXNANgE 10SS .......ccvvvereririreer s 0 ( 95)
Total fiNANCE BXPENSE .....vcvverrereie ettt bbb bbb bbee ( 575) (1071
Net finance iNCOME aNd EXPENSE .......c.vvrirrereriireres e ( 40) ( 680)

9. Operating assets
Fixtures and

Operating assets and their depreciation is specified as follows: Buildings  equipment Total
Balance at 1 March 2007 ........ccoveererinneeeereseee s 40 8.628 8.668
Acquisitions during the Period ...........ccccoeeeneneneeeree e 0 480 480
Balance at 31 AUQUSE 2007 .......oueueireuiieeriieere e seere et s snere e 40 9.108 9.148
Depreciation and impair ment losses

Balance at 1 March 2007 ... 3 4.552 4.555
(D= o (=W T (o) o [P SR 1 419 420
Other diSPOSAIS .....veveieiieeieerere et ene 0 20 20
Balance at 31 AUQUSE 2007 ......cceeueeereeeeienieseseeseeesese e seeeeee e srenes 4 4,991 4,995
Carrying amounts
AL L MArch 2007 .....ooovvvereirirreeereese e 37 4.076 4113
AL 3L AUGUSE 2007 ...ttt bbb 36 4.117 4.153
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Notes, cont.:

10. Intangible assets

The Group's intangible assets are specified as follows:

Leaserights Software Goodwill Total

Balanceat 1 March 2007 .......ccoceevvreineeneeneseneneens 120 229 16.177 16.526
Acquisitions during the period ...........ccoceeeerenenenenene. 0 28 0 28
Balance at 31 August 2007 ......ccoeoereereeenininnenerieneneene 120 257 16.177 16.554
Amortisation and impairment losses

Balance at 1 March 2007 .......cccceevvvevvevreerineneeenesens 12 60 6.809 6.881
AMOIISAON . 6 17 0 23
Balance at 31 AuguSt 2007 .....ccceevveerieinieenseeeeneens 18 77 6.809 6.904
Carrying amounts

At L March 2007 ........cooveenreninieienieereee e 108 169 9.368 9.645
At 3L AUQUSE 2007 .....ooveneieeeiieiesiee et sesree e 102 180 9.368 9.650

11. Equity accounted investees

The Company's share of loss in its equity accounted investees for the period amounted to ISK 39 million (2006:
ISK 0 million).

The Groups's investments in associates are specified as follows:

Carrying Carrying
Ownership amountat  Ownership  amount at
31.8.2007 28.2.2007
MAX BNF. o 51% 43 51% 82
Hisasmidjan hf. ... 45% 1.700 - -
PIESMS s 50% 927 - -
2.670 82

The Company owns 51% of outstanding sharesin Max ehf. The Company'sinvestment in the company is classified
as investment in associates as the Company does not have the power to govern the financial and operating policy of
the entity.

In April 2007, the Company acquired a 50% share in P/f SMS from its shareholder Baugur Group hf. The
acquisition price was settled by issuing new shares in the Company.

In June 2007, the Company acquired a 45% share in the Hlusasmidjan hf. from its shareholder Baugur Group hf.
The acquisition price was settled by issuing new shares in the Company.

Interim Consolidated Financial Statements of Hagar hf.
31 August 2007 Amounts are in ISK million
21




Notes, cont.:

12. Investmentsin other companies/ listed company

The Group's investment in other companies is specified as follows: 31.8.2007  28.2.2007
Carrying Carrying
amount amount
FL Group hf. - [iSted COMPANY .....cceiieriereeeeiiresestesiee et e e e e snens 908 2.197
BY R SPAGOOUE ..ottt seete st tesesteseste e saesesaeteseesesessasessasessesessesesaesesensesensanens 790 284
Investment in Other COMPEBNIES .......ccccveireiereeeeere e 3 3
1.701 2.484

In Agust 2007, the Company entered into a forward sale contract where 37.9 million sharesin FL Group were sold
forward. The Company will receive any gain or loss from the shares against paying interest and bear foreign
currency risk from the contract until the settlement of the contract. The net fair value of the forward sale contract is
classified as derivatives and is recorded with other payables and amounted to ISK 10 million at 31 August 2007.
Gain or loss from the contract is classified as finance income or loss on anet basis.

13. Inventories

Inventories are specified as follows: 31.8.2007  28.2.2007
GIOCENTES ...ttt ettt R et e e p ettt 1.614 1.770
SPECIAILY JOOUS ...cvieeiiieieiee ettt sttt st se e eaesbesbe e e e eneeneeneeaens 1.402 1.250
GOOUS IN TFANSIT ...t 141 43
TOtAl INVENTOMIES ....vcvcvviieiee ettt ettt bbbt e a b a st etens 3.157 3.063

14. Loansand borrowings

Terms and conditions of outstanding loans were as follows: Weighted 31.8.2007  28.2.2007

average Carrying Carrying

interest rate amount amount
DEDE IN ISK .ttt e 5,60% 9.999 10.479
DEDEINEUR ...ttt 5,31% 207 217
DEDEINUSD ..ot 7,02% 131 139
DEDEIN SEK ..ottt 4,96% 381 424
DEDEINJIPY oottt 2,12% 102 110
DEDEIN CHE ..ttt bbb 3,78% 238 251
Non-current loans and borrowing, including current portion ................ 11.058 11.620

Current portion of non-current loans and borrowings.............c.cccccuee. ( 1.220) (  1.187)
Total 10ans and DBOITOWINGS .....ccvvveveeeeerire e 9.838 10.433

Contractual repayments of non-current borrowings are specified as follows:

REPAYMENES TN 2007 ....cviieiireeieieeiee ettt st sttt st st 1.220 1.187
REPAYMENES TN 2008 ......ovivieiteiiteirieie ettt sttt 1.503 2.537
REPAYMENES N 20009 ......oiviiiriiieieieerie sttt ettt st e 8.165 7.588
REPAYMENES TN 2010 ..ottt ettt 42 287
REPAYMENES TN 2011 ..ottt sttt ettt st st 10 21
SUDSEQUENT FEPAYIMENE ..ottt ettt st s erenea 118 0
TOB ottt bbb bbb bbbt 11.058 11.620
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15. Tradeand other payables, including derivatives

16.

17.

Trade and other payables are specified as follows: 31.8.2007  28.2.2007
Trade PAYBDIES ... bbb e e 3.769 3.417
Other PAYBDIES ...ttt et bbb 1.297 1.237
Share-based payments obligation .........cccceorieieniese e 11 0
Derivatives - forward Sal@ CONLIaCt ..........coreriiinere e e 10 0
Derivatives - foreign exchange Option CONFaCt ..........coeevverereieneiense e 49 58
Incentives from OPerating [EBSES .......oouiueeereieee e e e 62 62
Total trade and other payables, including derivatives ... 5.198 4.774

In May and June 2007, the Company entered into share-based option contracts with its executives. The contracts,
which are cash settled, are exercisable at end of May 2010. The total liability is estimated to ISK 127 million
whereof ISK 11 million are recorded as salary related expenses for the period and as aliability at 30 August 2007.

Statement of cash flows

Adjustments for non-cash transactions specified as follows: 2007 2006
1.3-31.8 1.3-31.8

GaiN ON SAIE Of BSSELS ...ttt et e e ( 1) 0
(D= o 1< o= 1 o] o LSS ST PPN 443 411
NEL FINANCE COSE ...ttt e e bbb e ( 100) 680
Share of 0SSN GSSOCIALES .......ccvvveiiririere e 39 0
E o]0 2 TCY = SRS 202 ( 10)
OENEN TEEMS ..o b bbbt e e ( 33) ( 30)
550 1.051

Related parties

Identity of related parties

The Company has a related party relationship with its parent company, associates and with its directors and
executive officers.

Related party transactions

Unsecured loans to directors issued during the year ended 28 February, 2007 amounted to 1SK 481 million (ISK
448 million at 28 February 2007). The loans were made in connection to directors' share purchase. The loans are
interest-bearing and carry a floating interest rate of 15% at fiscal year end. The bonds are repayable in full in
January 2012.

Among other receivables is a claim on Baugur Group hf. in the amount of 1SK 83 million (ISK 67 million at 28
February 2007). Baugur Group hf. has granted the Company a subordinated loan amounting to ISK 675 million.
The loan will mature on 30 November 2008.

During the period the Company acquired two associated companies from Baugur Group hf. The acquisition price
was settled by issuing new sharesin the Company.
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18. Group entities

At 31 August 2007 the Company’'s subsidiaries were seven. The subsidiaries included in the condensed

consolidated interim financial statements are the following:

Place of registration
and operation

Bananar ENf. .......oo i e s Iceland
DBH A1Sandi €hf. .......eveeeceeeeeeeeeeeee s Iceland
Eignarhaldsfélagid Dagar ehf. .........ccocoovvevereinise s Iceland
Ferskar KjOtvorur €hf. .......ccovveeeeeiececes s Iceland
TSNOFN BN .o ee e een s ees e e e eeeeenenees Iceland
NOFON BN, ot sr e s b e be s Iceland
RES ENF. oo ae e sare e Iceland

19. Financial Ratios

The Group’s primary financial ratios are as follows:

Balance Shest:

Current ratio - Current assets/current [HabilitieS ........ocoovvereireineir e
Equity ratio - equity/total Capital .........ccoeiriiriieie e
Internal value of share Capital ........cccceveiirrrcierce e
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interest
31.8.2007  28.2.2007
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
100% 100%
31.8.2007  28.2.2007
11 11
34,4% 27, 7%
74 6,1

Amounts are in ISK million




Notes, cont.:

20. Explanation of transition to IFRSs

Changesto accounting policies in accordance with I nternational Financial Reporting Standards (IFRSs)

As stated in note 2(a), these are the Groups first condensed consolidated interim financial statements for part of
the period covered by the first IFRS annual financial statements prepared in accordance with IFRSs, as adopted by
the EU.

The condensed interim consolidated financial statement for the period 1 March to 31 August 2007 is prepared in
accordance with the accounting policies specified in note 2 on significant accounting policies. This also applies to
comparative information for the six months ended 31 August 2006, the financial statements for the year ended 28
February 2007 and the preparation of an opening IFRS balance sheet at 1 march 2006 (the Group’s date of
transition).

Amounts in the opening Balance Sheet of 1 March 2006 have been changed in accordance with IFRS, but were
previously presented in accordance with Icelandic generally accepted accounting principles (referred to as IS
GAAP). The following tables and notes show the effects the change from IS-GAAP to IFRS has had on the
financial position of the Group and its financial results. There are no significant changes to the cash flows
summary according to IFRS compared with how it was previously under IS-GAAP.

Changesin equity from ISS~GAAP to IFRSs:

Equity
Equity according to IS-GAAP at 28 February 2007 .........ccoceeeeereririeneneeieeesiese e seeneenens 6.465
Equity according to IFRS's at 1 March 2007 ........cccccvovvereieieeesese e seeseeeeese s 6.538
Changein equity from IS GAAP to IFRSs 73
Adjustmentsat 1 March 2006:
INtANQIDIE BSSELS ....cveceiii e st rennn IAS38 ( 74)
17070l 0 T 7= TP S U USRPRPRORN IAS12 13
Total changesduetotransit toIFRSat 1 March 2006 ( 61)
Changesin profit for the year 2006-2007:
Amortization of iNtaNgible 8SSELS .......cccoceriiiie e e IAS 38 74
=S S o ) SN IAS38 ( 12)
Fair value of investments in other COMPAaNIES ..........ccoe e IAS 39 101
INCOME AX EffECLS ..viiviiiieee e st nrennas IAS12 ( 29)
Total changesdueto IFRSin the year 2006-2007 134
Changein equity from IS GAAP to IFRSs 73

Total effects of the transition to IFRSs is an increase in equity amounting to ISK 73 million. Following is an
explanation of the effect of transition on the income statement and bal ance sheet.

Intangible assets

Previously capitalised research start up cost is expensed in profit or loss in accordance with IAS 38. The changes
made result in a reduction of equity, at 1 March 2006, in the amount of 1SK 74 million but no changesto equity at
1 March 2007.
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20. Explanation of transition to I FRSs, cont.:

Investments in other companies

In accordance to IAS 39, investments in unlisted companies are classified as financial assets at fair value through
profit or loss but were previously measured at cost. This change increases equity at 28 February 2007 by 1SK 101
million.

Intangible assets

Capitalised software was reclassified in accordance with IAS 38. The effect of this changes is that operating assets
decrease by ISK 169 million and intangible assets increase by same amount. A portion of goodwill from purchase
of subsidiaries in March 2006 has been alocated to lease rights in the total amount of 1SK 120 million at 1 March
2006. The lease right asset is amortized over the time of the lease but was not amortized before. This change
decreases equity at 28 February 2007 by 1SK 12 million.

Income tax
Total income tax effect is that equity decreases by ISK 16 million at 28 February 2007.

Changesfrom ISSGAAP to IFRS

The following tables provide an overview of the effect of the transition to IFRSs by valuation and presentation.

Income Statement for the period 1 March 2006 to 31 August 2006, change from |SSGAAP to IFRS
Changein Changein

Accordingto IS GAAP valuation presentation IFRS
SAlES ..o 22.241 22241 Sales
Cost of goods sols ............... (  16.602) ( 16.602) Cost of goods sols
Other operating income........ 17 17 Other operating income
Salaries- and salary 0 Sdaries and salary

related expense.............. ( 2471) ( 2471) related expense
Other operating expense....... ( 2.148) ( 2.148) Other operating expense
Depreciation .........c.ccccveuenee ( 418) 7 ( 411) Depreciation
Net financial expenses......... ( 766) 86 1.071 391 Financeincome

( 1.071) ( 1.071) Finance expenses

INCOMEaX .oveveeeeeeeereie i 26 ( 16) 10 Incometax expense
(Loss) for the period ( 121) 77 0 ( 44) (Loss) for the period
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20. Explanation of transition to I FRSs, cont.:
Income Statement for the year 2006-2007, change from IS GAAP to IFRS

Changein Changein

Accordingto IS GAAP valuation presentation IFRS
SAlES .o 46.513 46.513
Cost of goods solds ............. ( 34.645) ( 34.645)
Other operating income........ 76 76
Salaries- and salary
related expense.............. ( 5.288) ( 5.288)
Other operating expense....... ( 4.582) ( 4.582)
Depreciation ..........cccceeenee. ( 918) 62 ( 856)
Net financial expenses......... ( 1.128) 101 2.150 1.123
( 1.600) ( 1.600)
Net gain on the sale of
sharesin companies and
loan write-downs............... 550 ( 550) 0
Share of profit of
associated companies........ ( 18) ( 18)
INCOMEtaX ....ooveeeeereerirenee ( 143) ( 29) ( 172)
Net profit for the year 417 134 0 551
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Depreciation

Finance income
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Share of loss of equity
accounted investees
Income tax

Profit for the year
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20. Explanation of transition to | FRSs, cont.:
Balance sheet 28 February 2007, change from ISSGAAP to IFRS

IFRSs 1 March 2007

Changein
Changein presenta-
According to IS GAAP 28 February 2007 valuation tion
Assets
Non-current assets:
Operating assetsS ......ccoceeeeereennene 4.282 ( 169) 4113
Intangible assets.........coveveenene 9488 ( 12) 169 9.645
Investmentsin associates. ........... 82 82
Investmentsin other companies ....... 186 101 2.197 2.484
BONAS .....cooveveeiteeiecteceeee e 448 448
Deferred tax asset .........coevevnennne 24 ( 16) 8
Non-current assets 14.510 73 16.780
Current assets
INVENLONES ..., 3.063 3.063
Accountsreceivable.................... 674 674
Other receivables............cocueeue. 282 282
Accounts receivable -
customers credit cards........ 2.667 2.667
Short-term investments
in listed companies................. 2.197 ( 2197 0
Cash and cash equivalents........... 150 150
Current assets 9.033 0 ( 2197 6.836
Total assets 23.543 73 (1 2.197) 23.616
Equity
Share capital .......cccceeerererenienne 1.067 1.067
Share premium .......ccccceveevereenn. 3.975 3.975
Retained earnings .........ccccceveeee. 1.423 73 1.496
Equity 6.465 73 0 6.538
Subordinated loan ..........cccoe.... 675 ( 675) 0
Equity and subordinated loan 7.140 73 ( 675)
L ong-term debt
Loans from credit ingtitutions ..... 2.226 ( 434) 1.792
BONdS .....coovevieiteeiececeeee e 7.966 675 8.641
0 434 434
Total liabilities 10.192 0 675 10.867
Current liabilities
Interest-bearing borrowings........ 1.249 ( 62) 1.187
Trade and other payables............ 4,712 4,712
62 62
Provisions........cccceevevveeienreennnn, 250 250
6.211 0 0 6.211
Total liabilities 16.403 0 675 17.078
Total equity and liabilities 23.543 73 0 23.616
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Assets

Operating assets

Intangible assets

Investmentsin equity
accounted investees

Investmentsin other companies

Bonds

Deferred tax assets

Non-current assets

Inventories

Accounts receivable

Other receivables

Accounts receivable
-customers' credit cards

Cash and cash equivalents
Current assets

Total assets

Equity

Share capital

Share premium

Retained earnings

Total equity

Loans from credit institutions
Bonds

Incentives from operating leases
Non-current liabilities

Interest-bearing borrowings
Trade and other payables
Incentives from operating leases
Provisions

Current liabilities

Totd liabilities

Total equity and liabilities

Amounts are in ISK million




