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Endorsement by the Board of
Directors and Management

The Interim Financial Statements of Hitaveita Sudurnesa hf. have in all main respects been prepared in
accordance with the same accounting principles as during the previous year.

The departure of the defense force from Keflavik airport at the end of September will affect the Company's
operations. The defense force has been the Company's single biggest purchaser of hot water and electric power
and its income from this customer amounted to ISK 984 million during the year 2005. According to the current
agreement on hot water supply to the defense force, it is stipulated that purchased quantity may not decrease by
more than 4% a year. Furthermore, the agreement stipulates that a lump sum payment to Hitaveita Sudurnesa
must be agreed upon should the military base be shut down. Negotiations with the defense force are in process
but it is still unclear when the results will be available or how much they will affect the Company's operations
and financia position during the next years.

Law no. 50/2005 on the Taxability of Power Companies stipulates that power companies that until nhow have
been exempt from taxation shall become taxable as of year 2006. Therefore, income tax is recognized in the
income statement for the period. On the one hand income tax for the period to the amount of 1SK 99 million is
recognized. On the other, income tax is registered for temporary differences between the book value of the
Company's assets and liabilities and their tax value. Comparative amounts in the interim financial statements
have not been adjusted as the Company was exempt from tax until year-end 2005. The taxability and its effects
on the Company's operations and financial standing are further accounted for in notes m and p.

Reykjanes power station was taken into use in May 2006 and thereby direct sale of electric power to large scale
industry started, which will lead to a permanent increase of the Company's income derived from electric power
sale.

According to the Statement of Earnings, the Company’s operational revenues amounted to ISK 2,670 million and
net earnings amounted to ISK 1,066 million. According to the Balance Sheet, Company's assets amounted to
ISK 29,386 million. Stockholders' equity at the end of June amounted to ISK 14,418 million or 49% of the total
capital. Thisratio was 56% at the beginning of the year.

The Board of Directors and the Management of Hitaveita Sudurnesjia hf. hereby confirm the Company’s
Financial Statements for the period from 1 January to 30 June 2006 with their signatures.

Njardvik, 31 August 2006.

Ellert Eiriksson

Arni Sigfuisson Bjorn H. Gudbjornsson
Gunnar Svavarsson Ingimundur b. Gudnason
Jon Gunnarsson Magnus Gunnarsson
Managing Director:
Jdlius Jonsson

Assistant Managing Director:

Albert Albertsson
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Auditors’ Review Report

To The Board of Directors of Sudurnes Regional Heating hf.

We have reviewed the accompanying Interim Balance Sheet of Hitaveita Sudurnesja hf. as of 30 June 2006, and
the related Statement of Earnings, Statement of changes in Equity and Statement of Cash Flows for the six
months then ended. The Interim Financial Statements are based on Company data and information from its
management.

A review consists principally of areview of the documents on which the Interim Statements are based, inquiries
of company personnel and analytical procedures applied to financial data and ratios. It is substantially less in
scope than an audit performed in accordance with generally accepted auditing standards, the objective of which
is the expression of an opinion regarding the Financial Statements taken as a whole. Accordingly, we do not
express such an opinion.

Based on our review, we are not aware of any modifications that should be made to the Interim Financial
Statements in order for them to conform with generally accepted accounting principlesin Iceland.

Njarovik, 31 August 2006.

Saamundur Vadimarsson

KPMG Endurskodun hf.
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for the period from 1 January to 30 June 2006

Statement of Earnings

Notes 2006 2005
1.1.-30.6. 1.1.-30.6.
Operating revenue
= o oSSR 1,692,710 1,386,658
HOUWELES ... e r e e sn e e nnenren 688,752 678,458
(@0o] [0 RV = RSOSSN 103,876 91,717
OLhEr TNCOIME ...ttt ettt s 184,656 141,518
Total OPEratiNng FEVENUE ......ccveiiieieiesee et e e ene e srennesnens 2,669,994 2,298,351
Operating expenses
POWES GENEBLION ..ottt se e e ne e snesreeneas 171,287 158,640
Operation of eleCtriCal SYSIEMS ....c.eccvveeicereer e 118,533 161,018
Electricity purchases and distribution SyStems ........ccccecevcevivccnveese s, 669,274 619,072
Operation of hot water distribution SYStEMS ........ccccvieeicrec e, 69,370 71,606
Operation of cold water distribution SYStEmMS .........cccoceoveerenienenene e 23,749 26,636
General and adMINISTELVE ........cooerieerieerierieee e s 177,658 174,946
Depreciation and amOrtiZation ..........ccccceeeeiiviinenienesesese e e sesseeneas 1 397,239 333,438
Total OPErating EXPENSES ..oveiveeirieieieseesiese et e e e e e e e e e ere e e e e sse e sresresresrensesnens 1,627,110 1,545,356
Operating profit before finanCing COSLS .......ccviviiiiiininie e 1,042,884 752,995
Financial iNCome and EXPENSES .......c.cceieeeererieeseete e ste e se e se e e s ese e 2 ( 1,493158) ( 44,226)
(L0SS) Profit DEFOr@taX ....ccvecveieieirireces e ( 450,274 ) 708,769
Tax asset at the beginning Of taXalion ...........cooerereierereeee e 1,417,693 -
INncome tax for the PEFIOM ........coveiiireeeree e 3 98,988 -
Profit for the Period ..o s 1,066,407 708,769
EarningS Per Share ......coceecieicic e s 4 0.14 0.10

Financial Statements of Sudurnes Regional Heating hf.30 June 2006

All amounts are in thousands of Icelandic kronur




Balance Sheet as at 30 June 2006

Assets

[ D CE 0 Iz S < (TR
Fixed assets under CONSITUCHION .........ooveeeveeeeeieeecieeeeeesee e
INtANGIDIE BSSELS .....eoeeeieeee s
INVESEMENES 1N ASSOCIALES .....cvveeiciieie it

10\ 01 (0] 1=
Trade reCaiVaDIES .......cooceiiiii e
Other reCaIVADIES .....ccvveeeeecee e
Cash and cash eqQUIVAIENES .......ccceveeieiie e

ToOtal CUITENE ASSELS .....vveeieeiie et

0 =1 = S = £

Equity

ISSUEd CAPITAl .......ceeveerieie e s
Share PremMilM ..o e
Retained €arNINGS ......cccveerieeeeseeese e

QLIS L= = [0 1) Y/

Liabilities

Pension fund commitment ...........ccoecveiereinenne e
Interest-bearing loans and borrowings .........cccccevveceneccnsiene

Total non-current Habilities .......ocovvveiieieieee e

Interest-bearing loans and bOrrowings .........ccceveevecenenennene.
Trade PayabIes .......ccccvveiiicice e
Other PayalIes ..o

Total current liabilitieS .....coovveeivieceie e

Total Habilities ...

Total equity and abIlItES ...ereeeereereeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee

(000100100111 11= 01 £SO
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Notes 30.6.2006 31.12.2005
5 24,609,988 12,276,294
5 1,001,308 9,819,942
6 28,124 29,889

506,574 409,405
163,897 164,511
7 1,516,681 0
27,826,572 22,700,041
312,184 243,624
8 781,758 866,287
136,477 347,409
328,847 476,006
1,559,266 1,933,326
29,385,838 24,633,367
9 7,454,816 7,454,816
1,749,844 1,749,844
5,212,998 4,566,591
14,417,658 13,771,251
10 906,664 920,080
11 11,378,390 7,201,993
12,285,054 8,122,073
11 626,151 386,153
1,842,239 2,179,541
214,736 174,349
2,683,126 2,740,043
14,968,180 10,862,116
29,385,838 24,633,367
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Statement of Changesin Equity
for the period from 1 January to 30 June 2006

Notes
1 January — 30 June 2005

Equity 1.1.2005 .....ccceoiviieienie e eeesie e
DIVIDeNdS ........ooeveeerieerieireereese e
Profit for the period ........cccooevvvevececceee e,

EQUitY 30.6.2005 ....roeorveeeeeeeeeeseeeeeesseeeeseeeees

1 January — 30 June 2006

Equity 1.1.2006 ......ccccovveeieieeeeeeee e
Dividends ........ooeverereeereee e
Profit for the period .......ccccceeveevivvv i,

Equity 30.6.2006 .......cccoervereerieieneeneee e

Financial Statements of Sudurnes Regional Heating hf.30 June 2006

Issued Share Retained

capital premium earnings Total

7,454,816 1,749,844 3,320,739 12,525,399
330,000 ) ( 330,000)

708,769 708,769

7,454,816 1,749,844 3,699,508 12,904,168

7,454,816 1,749,844 4,566,591 13,771,251
420,000 ) ( 420,000 )

1,066,407 1,066,407

7,454,816 1,749,844 5,212,998 14,417,658

All amounts are in thousands of Icelandic kronur




Statement of Cash Flows

for the period from 1 January to 30 June 2006

Operating activities

NEL BAMNINGS ...ttt r e r et r e r e nenneneas
Items not affecting working capital:
Gain on Sale Of fIXEA @SSELS .....ccvvveerieireeiriee e
Depreciation and amortiZation ...........cceveeiiiienesieeneece e ses e
Currency fluctuation and iNdeXation ..........cccceveeererireeieereee e
Provision for investmentSin COMPAaNIeS ........c.covereereeneeneeneeseseeresrerene
INCOMEB TAX ..ottt

Working capital provided by operating activities

Change in non-cash working capital balances:
Inventories, (INCrease) dECTEASE ........ccuevvree ettt
Receivables, decrease (INCrEaSE) .......cccvcveveeeereeeeesieseere et re e sre s
Current 1iahilities, JECIEASE .......ecveireeirieiriee e

Change in non-cash working capital balances
Net cash provided by operating activities
Investing activities

Paid investment in fiXed @SSELS ......ccoeerieererrere s
Proceeds from sale of fiXed 8SSELS ........ccvveireiiiireee s
Paid investment in subsidiary, net of cash acquired ..........cccccveveeveieevecciececcecees
Paid investment in sharesin other COMPaNIES ........cccovvvverenesenienesereree e

Net cash used in investing activities
Financing activities

Proceeds from new [ong-term debts ........ccceieeiiiecieceeee e
Repayment of 1ong-term debts ......cccovveeeceeee e

Net cash provided by financing activities

(Decrease) increasein cash and cash equiva]ents ................................................
Cash and cash equivalents at beginning of theyear .........c.cccoeevivnnnncenenn,

Cash and cash equivalentsat end of the period ..........ccoccveveivicevivccsesie i

Supplemental disclosure of cash flow information

Paid interest on long-termM debt .........ccoveviei i

Financing activities not effecting cash flow

D1 A7 10 1< 310 -
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Notes

2006 2005
1.1.-30.6. 1.1.-30.6.
1,066,407 708,769
12,436 ) ( 2,093)
397,239 333,438
1,635,715 89,319
0 36,596
1,516,681 ) 0
1,570,244 1,166,029
68,560 ) 18,047
205461 (  155444)
716,915 ) ( 65,393 )
490,014)(  202,790)
1,080,230 963,239
3,939,538 ) (  3,023913)
41,440 4,840
0 1,577
96,555 ) ( 39,701)
3,094,653) (  3,057,197)
2,996,451 4,519,586
229,187)(  224,939)
2,767,264 4,294,647
147,159) 2,200,689
476,006 867,995
328,847 3,068,684
163,782 52,107
420,000)(  330,000)

All amounts are in thousands of Icelandic kronur




Notesto Financial Statements

Significant accounting policies

Hitaveita Sudurnesa hf. (,HS hf.”) is a company domiciled in Njardvik, Iceland. The interim financial statements
were authorized for issue on 31 August 2006 by the Company’s board of directors.

a) Basis of Preparation
The Interim Financial Statement is prepared in accordance with the same accounting principles as the Company's
Financial Statement of 2005. The Financial Statements are prepared in lcelandic currency and amounts are
presented in thousands of Icelandic krona.

b)  Foreign Currency
Assets and liabilities in foreign currency are converted to Icelandic currency at the exchange rate at 30 June.
Operational revenue and operational expenses in foreign currency are converted at the exchange rate on the date of
transaction.

c) Revenue Recognition
Electricity and hot water revenues are recognized when the invoices are issued. Other revenues are recognized
when the goods or services are delivered.

d)  Financial income and expenses
Financial income and expenses comprise interest payable on borrowings calculated using the effective interest rate
method, interest receivable on funds invested, dividend income, foreign exchange gains and losses.
Interest income is recognized in profit or loss as it accrues, using the effective interest method. Dividend incomeis
recognized in profit or loss on the date the entity’s right to receive payments is established. A part of financial
expenses are capitalized as power plants under constructions (see note €).

e) Fixed assets
Fixed assets are capitalized at historical cost, less depreciation. Power plants under construction by the Company
are capitalized based on the services, materials purchased, direct payroll expenses and other direct expenses.
Assets the use of which has not commenced are not depreciated. Financial expenses in relation to the financing of a
power plant under construction are capitalized and considered a part of the cost of the asset. Capitalized financial
expenses are interests on loans taken in relation to the project and incurred until the time the use of the asset
commences and exchange difference due to foreign currency loans corresponding to the difference between interest
terms of such loans and interest terms of domestic loans. Interest income of bank deposit for the part of the loan not
utilized is stated to the reduction of cost of capital
Depreciation
Depreciation is calculated as a fixed annual percentage based on the estimated useful life of the property and
equipment until ascrap valueis reached. Estimated useful lifeis specified as follows:
POWES PIANES ...ttt e b b e bR b bR b e r et r e e r e n e e ene s 10-50 years
Lot Lor RS YL 1= 1 1SS 5-30 years
Hot water and cold water diStribUtion SYSEEMS ........ccecveieeieieierece e s 7-20 years
(0101 G DG o =SS £SO US 3-50 years

Financial Statements of Sudurnes Regional Heating hf.30 June 2006 All amounts are in thousands of Icelandic kronur




Notes, cont.:

f) Intangible assets
Costs related to research and development on geothermal areas are capitalized when it is likely to generate income
in the future. The costs will be amortized on a systematic basis over the estimated productive life. The amortization
is expensed among depreciation.

g)  Associated companies and other companies
Shares in associate companies and other companies are entered at historical cost less provision when the estimated
value of the total sharesislower than their historical cost.

h)  Inventories
Inventories are valued at the last purchase price, less provision.

i) Accounts receivable and notes
Allowance has been made for doubtful receivables and notes to meet the estimated risk attached to these assets but
do not represent a final write-off. On the one hand there is a specific allowance for certain receivables and notes and
on the other hand a general alowance to meet the general risk. The alowance is deducted from the appropriate
Balance Sheet items.

j)  Cash and cash equivalents
Cash and cash equivalents consist of cash and bank deposits.

k)  Share capital
Dividends
Dividends to shareholders are recognized to the reduction of equity subsequent to the Shareholders' Meetings approval
of its payment.

)} Interest bearing borrowings
Interest bearing borrowings are recognized initially at fair value less attributable transaction costs. Subsequent to
initial recognition, interest-bearing borrowings are stated at amortised cost with any difference between cost and
redemption value being recognized in profit or loss over the period of the borrowings on an effective interest basis.

m) Obligations
An obligation is recognized in the balance sheet when HS hf. has a present legal or constructive obligation as a
result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation.
If the effect is materia, 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, where appropriate, the risks specific to the
liability.

n) Payables and other short-term liabilities
Payables and other short-term liabilities are recognized at cost.

Financial Statements of Sudurnes Regional Heating hf.30 June 2006 All amounts are in thousands of Icelandic kronur
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Notes, cont.:

Income tax expense

0)

p)

Income tax expense

Income tax on the profit of the year consists of current income tax and deferred income tax. Income tax is
recognized in the income statement except when pertaining to items under equity, in which cases income tax is
recognized under equity.

Current income tax is the estimated income tax payable due to taxable income of the year, in accordance with the
current tax rate on the balance sheet date and all adjustments on current income tax for the previous year.

Deferred income tax is recognized according to the balance sheet liability method due to temporary differences
between the book value of assets and liabilities in the interim financial statements on the one hand and their tax
value on the other. The deferred income tax amount is based on the estimated redemption or adjustment of the book
value of assets and liabilities by applying the current tax rate on the accounting date.

Tax asset is only recognized to the extent that it is likely that future profits can be used against the asset. The tax
asset is reduced to the extent that it is considered likely that it can not be used.

Taxability of power companies

Law no. 50/2005 on The Taxability of Power Companies stipulates that power companies that until now have been
exempt from income tax shall be taxable as of year 2006.

According to the law, all operating assets owned by the Company at the beginning of the year 2006 and that were
acquired before year-end 2001, must be revalued. Operating assets, which the Company acquired during the years
from 2002 to year-end 2005, were not revalued as the revauation according to the Tax Law was at that point
discontinued. Restatement of cost generates the taxable depreciation base, on which taxable depreciation will be
calculated. Yearly depreciation is calculated for the deduction of the restated value of assets. Depreciation ratio is
lower than the Company has been using until now, thus the tax asset generates. Furthermore, there is a difference
between the book value of sharesin other companies, accounts receivables and pension obligations and the tax value
of those assets and liahilities. The composition of tax asset is further accounted for in note 7.

The operation of awater supply company does not fall under provisions of the Income Tax Law or the Law on The
Taxability of Power Companies. The Company's income from water supply, which is being operated on a part of the
operating aresg, is therefore not taxable and operating expenses, including depreciation, are not deductible in the
calculation of income tax.

Due to the taxability, income tax is recognized in the income statement for the period. On the one hand 18% income
tax revenue for the period is recognized to the amount of 1SK 99 million. On the other, estimated income tax
revenue to the amount of ISK 1,418 million is recognized due to the temporary differences between the book value
of the Company's assets and liabilities and their tax value. Comparative amounts in the interim financia statements
have not been adjusted as the Company was exempt from tax until year-end 2005

The tax asset if capitalized in full.

Financial Statements of Sudurnes Regional Heating hf.30 June 2006 All amounts are in thousands of Icelandic kronur
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Notes, cont.:

1. Operating expenses

Depreciation and amortization is summarized as follows:

Depreciation of fixed assets, SEENOIE D ......cvcoiiiiii i 394,772
Depreciation of power plant under construction, SEENOES .......cceeveeeeeieeieriereeeeee e 702
Amortization of intangible assets, SEENOLE B ........cccvveeviiiii e 1,765
Transferred to the Statement of Earnings as depreCiation .........cccocceceveveveeeceeece e 397,239

2. Financial income and expenses

2006 2005
Financial income and expenses specifies as follows: 1.1.-30.6. 1.1.-30.6.
INEErESt EAIMEA ......oivceiieiiiee bbbt 19,774 44,225
DivIidenNdS €aINEM ..........oecveiiieeceeee ettt ettt ereean 21,476 9,033
Provision for investments in COMPAaNIES .......cccvevereeiesee e e 0 ( 32,942)
INEErESE EXPENSES ...ttt e e se s e reeseneesaesrees ( 363,283 ) ( 111,132)
CUrrenCy fIUCTUBLION ........ccoevvrreeireeeieee e ( 1,574,405) ( 41,814)
Tax on finanCial INCOME .....cceivieiie e e s 0 ( 4,997)
( 1,896,438 ) ( 137,627)
Capitalized financial expense due to constructing power plants ................... 403,280 93,401
Total financia iNCOMEe and EXPENSES........cccveeerririerie e ( 1,493,158) ( 44,226 )
Financial expenses due to constructing power plantsis capitalized.
3. Effectivetax rateis specified asfollows:
[0S o= (0] (= = GO USSR ( 450,274 )
Income tax according to current tax rate, 18%0 ......cccccecveeeviereeieiereseseneneens 18.0% 81,049
Tax-exempt dividend INCOME ........ccceceiieeeereee e 0.9% 3,866
Non-taxable water SUPPlY OPEration ..........cocerreereenrereneeeeseses e 3.1% 14,073
EffECtiVE INCOME TAX ..c.veiieeee ettt ettt e eae e 22.0% 98,988

4, Earningsper share

Earnings per share is calculated by dividing the net profit by the weighted average outstanding number of shares
during the year and shows the earnings per each share.

2006 2005

1.1.-30.6. 1.1.-30.6.

Profit for the PEriod ........cceeveeeeeeee s 1,066,407 708,769
Weighted average outstanding number of shares ...........ccocevvvevevevececceenene, 7,454,816 7,454,816
Earnings per share Of ISK L ..o 0.14 0.10
Financial Statements of Sudurnes Regional Heating hf.30 June 2006 All amounts are in thousands of Icelandic kronur
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Notes, cont.:

5. Fixed assets

Fixed assets

Total value 1.1.2006 .......cccccceveruenene
Previously depreciated 1.1.2006 .......

Net book value 1.1.2006 ...................
Additions during the period ..............

Transferred from fixed assets under
constructions

Depreciation during the period

Net book value 30.6.2006 .................

Tota value 30.6.2006
Accumulated depreciation 30.6.2006

Net book value 30.6.2006 .................

Annual depreciation ratio

Fixed assets under constructions

Tota value 1.1.2006 .........cccceeeuenee
Previously depreciated 1.1.2006 ........

Net book value 1.1.2006 ...................

Additions during the period ...............
Transferred to fixed assets ................

Depreciation during the period

Net book value 30.6.2006 .................

Tota value 30.6.2006
Accumulated depreciation 30.6.2006

Net book value 30.6.2006 .................

Disposal during the period..............

Hot and cold
water

Power Electrical distribution  Other fixed
plants systems systems assets Totd
..... 5,980,365 5,625,930 2,388,945 1,270,513 15,265,753
..... ( 1,353,228) ( 792,476)(  493,902)( 349,853)( 2,989,459)
..... 4,627,137 4,833,454 1,895,043 920,660 12,276,294
..... 2,772,674 530,388 116,171 27,612 3,446,845
..... 9,310,625 0 0 0 9,310,625
..... 0 0 0 ( 29004)( 29,004 )
..... ( 193,085)( 102,873) ( 66,204) ( 32,610)( 394,772)
..... 16,517,351 5,260,969 1,945,010 886,658 24,609,988
..... 18,063,664 6,156,318 2,505,116 1,269,121 27,994,219
o 1546313) ( 895349)( 560,106) ( 382,463)( 3,384,231)
..... 16,517,351 5,260,969 1,945,010 886,658 24,609,988

2-10% 3-20% 5-15% 2-30%

Drilling wells

Power plant Power plant and other

under under power plants

construction construction under
in Svartsengi in Reykjanes constructions Total
.......... 73,483 9,387,780 437,238 9,898,501
.......... 0 ( 77,155) ( 1,404 ) ( 78,559 )
........... 73,483 9,310,625 435,834 9,819,942
.......... 138,018 0 354,675 492,693
........... 0 ( 9,310,625 ) 0 ( 9,310,625)
........... 0 0 ( 702) ( 702)
........... 211,501 0 789,807 1,001,308
........... 211,501 0 791,913 1,003,414
.......... 0 0 ( 2,106) ( 2,106 )
........... 211,501 0 789,807 1,001,308

Power plants under constructions are not depreciated as utilization has not commenced. The Power plant in
Reykjanes started operation in May 2006 and the net book value was then transferred to fixed assets. Included in
power plants under construction are equipments the use of which has already commenced and it is depreciated by

5% annually.

Financial Statements of Sudurnes Regional Heating hf.30 June 2006
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Notes, cont.:

6. Intangible assets

Research and

development
The Company’s researches, are as follows: Rosmhvalanes
BOOK VAIUE 1.1. 2006 ......ccoeiveieeeieniesiesieieeeseeeesesteesestesseesessessessessessessestessessessessessessansessensensnsessessenes 29,889
AMOITIZBLTON ..ttt e et e et b e ee bt et ne et e et e b e r e n e r e ( 1,765)
BOOK VAlUE 30.6.2006 .....ccueeeereeiereeierieeseeesteestesesseseeseseesesaesessenessenessesessesessesessessesessenessenessesessenessene 28,124
ANNUEl @MOFtIZBLION FBLIO .....viiveeiteieeeie et e ste st e sttt s e aese e s beesbesteetesae e sesseesreensesresnaansennee, 10%

7. Tax asset is specified asfollows:

D0 = S5 SRS 1,210,307
INEANGIDIE @SSELS ...ttt s e et e st e e e ae s te e e aeneeneas 3,060
Investments in Other COMPANIES ........cccveiieiee ettt e e s eas ( 5,338)
1017 010 =SSR 7,844
LI o ST = o= Y= o PRSP 21,240
Pension fund COMMITMENT ..o ettt e e ae e neenaeneas 163,200

1,400,313
(@ 0V o 411V o I = (o1 S 116,368
TaxX asset af the €N OF JUNE ....ovoveeeeeeeee et s se e s 1,516,681

8. Provision for accountsreceivable

The provision for accounts receivable and notes in the balance sheet amounted to ISK 118 million.

9.  Stockholder’sequity

Share capital

Issued capital stock, as stipulated in the Company’s Articles of Association, amounted to 1SK 7,455 million and
remains unvaried from the beginning of the year. One vote is attached to each share of one ISK in the Company.

10. Pension fund commitment

HS hf.’s pension obligation due to pension rights of existent and former employees amounted to ISK 907 million at
June 30, 2006, based on aread interest rate of 2.0% per annum. The provision is posted to non-current liabilities on
the balance sheet. The Company paid an additional contribution of ISK 13 million to pension funds in the six
month period.

Financial Statements of Sudurnes Regional Heating hf.30 June 2006 All amounts are in thousands of Icelandic kronur
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Notes, cont.:

11. Interest-bearing loans and borrowings

Interest-bearing loans and borrowings consist of the following:

Debt in foreign currency:

Loansin EUR, INLEIESE FAtE 2.9%0 ......uveviiieieiitie ettt et st sab s s s ba e s sab s st e e s sarae s 2,937,917
LoaNS in CHF, INETESE FAE 1.3%0 ....occveeirieeeei ettt sttt s be s sae s sra e e s e s satessreessrasens 2,342,178
Loansin USD, INtEFESt A€ 5.5%0 ......cueeevieeie et eetee sttt e st tee et e e e saeeeteesaeeesreeens 1,937,415
L0oans in SEK, iINTErESt FAEE 3.090 .....cceeiviiiiieeiie ettt seree st et sbe e saassbesse e e snessnressneeeas 643,947
Loansin JPY, INTEIESE rAE 0.70 .....eecveeieeeeeee ettt eetee e e seeesessteessaesesessseeesnesssessneessrenens 563,958
Loansin GBP, INTEIESt FAEE 4.9%0 ......uveiiiieieicie ettt st s ebe e s sr e s s b e e s sabae s 15,266
8,440,681
(e Y L NS (11 = (= W = (ST B S 3,563,860
Total interest-bearing loans and borrowings, including current maturities ............cccceeeeeeeeeenne. 12,004,541
CUITENE MBEUMTIES ....veuviieieeeeetee ettt ettt et st st e beste st e s bestesbesaeseensesaessensensensenessenrenneas ( 626,151 )
Total interest-bearing 10ans and DOITOWINGS ......cccoieiireieciie e 11,378,390

Aggregate annual maturities of interest-bearing loans and borrowings are as follows:

1 July 2006 — 30 JUNE 2007 ......eeueeeeeieeteeteeteeteetesteste s e s e ste s e teeaesaesreesesaesbessestestessestessesseseensessensenes 626,151
1 July 2007 —30 JUNE 2008 ......ocveueeeereeirieetesiesesteeestestessestesaesaessessessessessesaestesseseessesseseensessensenes 584,743
1 July 2008 — 30 JUNE 2009 .....cveueriieieieresesieieiesesteteseseseeteseseseetete e sessese e s ssesese st sessesenesessesesessnensne 999,558
1 July 2009 — 30 JUNE 2010 ....eoveveneeeieienesesie et seete ettt st sttt se st ettt 1,075,320
1 July 2010 — 30 JUNE 20DL ...eoveeeneeieieeerieeesieees e sesteseeee e teneseesessesesseseesestesessenessenesseneesenseneneesens 1,050,557
ST 150 1= | NSNS 7,668,212
Total interest-bearing loans and borrowings, including current maturities ...........cccccceeeeereeenene 12,004,541

Loan commitments

HS hf. has made aloan agreement with the Council of Europe Development Bank, CEB, to finance the construction
of new power plant in Svartsengi. The loan agreement amounted to EUR 20 million. The Company used EUR 10
million of the agreement at 25 August 2006.

12. Commitments

In accordance with contract from 1985 between the Government of Iceland and HS hf. in respect to the purchase of
RARIK’s assets in the Sudurnes area, HS hf. signed an obligation to be paid over the next thirty years as a
percentage of electricity sales.

HS hf. has been negotiating the debt with the State Treasury because of new electrical energy legidation which has
changed the electrical energy market substantially from the time when the agreement was concluded. Changes in
the criterion of the agreement calculation have been agreed upon but not formally signed, and according to those
calculations there are no due payments during the period.
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Notes, cont.:

13.

14.

Uncertainty

The departure of the defense force from Keflavik airport at the end of September will affect the Company's
operations. The defense force has been the Company's single biggest purchaser of hot water and electric power and
its income from this customer amounted to ISK 984 million during the year 2005. According to the current
agreement on hot water supply to the defense force, it is stipulated that purchased quantity may not decrease by
more than 4% a year. Furthermore, the agreement stipulates that a lump sum payment to Hitaveita Sudurnesja must
be agreed upon should the military base be shut down.

The lump sum is intended to meet cost that Hitaveita Sudurnesja incurred for investments in power stations and
distribution systems, which has only been depreciated in part. Furthermore, substantial technical adjustment will
have to be made to the production of hot water if the sale of hot water to the defense force decreases considerably.
Information on the estimated cost due to the adjustments is not available.

Negotiations with the defense force are in process but it is still unclear when the results will be available or how
much they will affect the Company's operations and financia standing during the next years.

Financial ratios
30.6.2006 31.12.2005

Current ratio - Current assets/current liabilitieS ........ccovvveveeeciecee e 0.58 0.71
Equity ratio - Capital/total 8SSELS ..........cccrvverirerrireeinee s 0.49 0.56
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