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Endorsement by the Board of Directors and CEO

The Consolidated Financial Statements of Skipti hf. for the year 2009 consist of the Consolidated Financial Statements of Skipti
hf. and its subsidiaries, together referred to as the Company. The Consolidated Financial Statements are prepared in accordance
with International Financial Reporting Standards as adopted by the EU.

The total sales for Skipti hf. for the year amounted to ISK 39.682 million, compared to ISK 39.013 in the preceding year. Net
loss amounted to ISK 10.205 million compared to net loss of ISK 6.424 in 2008. Earnings before interest, taxes, depreciation
and amortization (EBITDA) amounted to ISK 8.678 million compared to ISK 8.966 million in the preceding year.

The total assets of the Company amounted to ISK 120.697 million at year end, the equity amounted to ISK 25.525 million at the
year end and the Company's equity ratio was 21%. As regards to changes in the equity of the Company, the Board refers to the
Consolidated Financial Statements.

At year end there were two sharecholders in Skipti hf, Exista hf with 63,1% and Exista B.V. with 36,9%.

Skipti is engaged in discussions with its creditors which have requested that repayment of the company’s debt is accelerated
from the terms stipulated in the loan agreement. Skipti’s liquidity position is strong, with the company holding a net cash of over
ISK 20 billion at the turn of the year. However, the company’s debts have increased with the fall of the Icelandic kréna, as a part
of the company’s borrowings are in foreign currencies. Skipti had entered into currency swap agreements with the Icelandic
banks to hedge against the fall of the kréna, however the banks have failed to fulfil the contracts. When the debt, calculated in
Icelandic kréna, increased it was the assessment of the creditors that the terms of the loan agreement had been disrupted, and
they requested acceleration in repayment of the loan facilities using available cash at Skipti. The Company is engaged in
constructive discussion with its creditors on this issue and the Directors expect to reach a conclusion shortly.

It is our opinion that the accounting policies used are appropriate and that these Consolidated Financial Statements present all
the information necessary to give a true and fair view of the Company's assets and liabilities, financial position, and operating

performance, as well as describe the principal risks and uncertainties faced by the Company.

The Board of Directors and the CEO of Skipti hf. have today discussed and approved the Consolidated Financial Statements
for the year 2009 with their signatures.

Reykjavik 22 March, 2010

Board of Directors

Rannveig Rist
Chairman of the Board

Lydur Gudmundsson Sigurgeir Brynjar Kristgeirsson

Erlendur Hjaltason Hildur Arnadéttir

Brynjolfur Bjarnason
CEO
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Independent Auditor’s Report

To the Board of Directors and shareholders of Skipti hf.

We have audited the accompanying consolidated financial statements of Skipti hf., which comprise the balance sheet as at
December 31, 2009, and the income statement, cash flow statement and statement of changes in equity for the year then ended,
and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments,
the auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.
Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of Skipti hf. as of
December 31, 2009, and of its financial performance and its cash flows for the year then ended in accordance with
International Financial Reporting Standards as adopted by the EU.

Without qualifying our opinion, we draw attention to note 19 to the consolidated financial statements, which states that the
Company is in a disagreement with Glitnir bank regarding derivative agreements.

We also without qualifying our opinion draw attention to note 21 which states that the Company is in discussions with its
creditors as it was the assessment of the creditors that the terms of the loan agreement had been disrupted.

Reykjavik, 22 March 2010.

Deloitte hf.

Hilmar A. Alfredsson
State Authorized Public Accountant
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Consolidated Income Statement
for the year 2009

Notes
2009 2008

INEE SALES 1ot 6 39.682.016 39.012.846
( 24.512.913) ( 23.278.076)

Cost of sales

GIOSS PLOLIL woiviiviiiiiiiiiici bbb 15.169.103 15.734.770
Other OPerating IMCOME ... 645.912 613.823
OPELAtiNG EXPEINSES w..vuvrivirriiiiriisiitiisiietsise et seas b es ( 11.463.484) ( 11.339.040)
IMPAIIMENT IOSSES w.cvuieiiiiiiiiiiiiiii s 13 ( 7.251.520) ( 2.397.368)
Opetating (108S) / PLOLIL weuvuererrerererireieeieriereeie s sessse e e sae e ses s sase s seeoee ( 2.899.989) 2.612.185
FINANCE COSLS wouviriiuiiiiriieiiicieiieie ettt et b e 9 ( 7.478.219) ( 9.499.679)
Share Of LOSS Il ASSOCIALES ...evreueueriairerisiienieietieteteae ettt b s nseaesenss ( 26.131) ( 119.023)
LL0SS DEEOLE TAX ecviieviriniiiiiiriictte i et ( 10.404.339) ( 7.006.517)
TRCOME TAX 1ottt ettt 10 199.684 582.998
0SS fOr the YEAr ..ueeeneiiciiieiieteeeeeecte et ( 10.204.655) ( 6.423.519)

Attributable to:

Owners Of the COMPANY ......cuvciiiiciiiic et ( 10.323.734) ( 6.474.019)
NON-CONIOINNG ILEIEST ouvuiveiuiriiiiiiiiiiiiici s 119.079 50.500

( 10.204.655) ( 6.423.519)

Loss per share:

LLOSS PEI SNALE ..t 11 (1,18) (0,74)
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Consolidated Statement of Comprehensive Income

for the year 2009

TLO8S £OI the JEAL ..ottt

Other Comprehensive Income
Translation difference of foreign OPErations ...
Cash flow hed@e .....covciiiicc e
Tax on items taken directly tO EqQUILY ....cocviriciiiriiiii e
Total comprehensive INCOME ......civvuiiiiiiiiiiiiiiiiiiiinrece e eeane

Attributable to:

Owners Of the COMPANY .......cuviuiiiciiiic e

NON-CONIOINNG ILEIEST ouvvuiveieiiiiiiiiiiiiiici s
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2009 2008
10.204.655) ( 6.423.519)
700.713) 2.234.627
391.180 ( 1.340.000)
16.633) 243,341
326.166) 1.137.968
10.530.821) ( 5.285.551)
10.570.866) ( 5.387.782)
40.045 102.231
10.530.821) ( 5.285.551)

Al amounts are in thonsands of ISK



Consolidated Statement of Financial position

at 31 December 2009

Notes

Assets

Non-current assets

Property,plant and equipment

TNLANGIDIE ASSELS.....uviieiiiiieiitc e
Investments in associated COMPANIES.......ccviiviiriiiiimiiiiii e 15
Investments i Other COMPANIES......c.oiuiucuiiiiciciriicicic e 16
Other IVESHMENE coucvuvicveiieieeeeesetctcse e e e sa s snes
Deferfed taX ASSELS.....iuiuciieieeiciiee ittt 22

Current assets

TV EIEOTIES vttt ettt bbbttt b ekt b ettt 17
ACCOUNTS TECEIVADIES......vvvviieiririecicictetee ettt sttt eneae 18
ORET ASSEES. vttt ettt ettt sttt b bttt stk ekt st e bbbt e b bttt et bt e bt ne 19
Cash and cash eqUIVAIENLS ..o s

Current assets

Total Assets

Equity and Liabilities
Equity
. 20

RESEIVES ettt ettt et ettt ettt e ab et et enseaeeasersersessetsebeebeeaeereereereenan

Share capital

THANSIATION TESEIVES..eviuviriierireriieriteretereseretesessesessesessesessesessesessesessesessesessesessssessesensesersesessssenes

Retained Carnings.......cocuieiiiuciiiieeii ettt

NON-CONLLOIING IALELEST....vuiviviiriiiiisiiiiiiic bbb s

Non-current liabilities

BOLTOWINGS. ..ot 21
Deferred tax HabilItIES. ...civiireiiriiereiercieteecreeeee ettt eas ettt eress et s erenseresserensenens 22

Current liabilities

BaNK JOANS ettt ettt ettt ettt et be et ae et be et ere et reenereenan

Accounts payables ..., s

Current maturities Of DOTTOWINES ....c.cuvcuiurieciiiiicicisieinci e esaesaes 21

Other current HabilIties .......oviiiiiiiiiiiii e
Current liabilities

Total liabilities

Total equity and liabilities
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31.12.2009 31.12.2008
15.644.037 16.452.408
64.402.585 71.260.406

258.090 52.417
34.064 336.403

0 370.690
1.017.207 513.881
81.355.983 88.986.205
1.672.057 1.277.367
5.886.574 6.478.203
11.459.279 11.422.731
20.323.575 20.492.583
39.341.485 39.670.884
120.697.468 128.657.089
8.724.523 8.724.523
8.812.542 9.022.504
473.041 720.174
7.232.197 17.561.846
25.242.303 36.029.047
282.543 518.170
25.524.846 36.547.217
80.119.493 77.364.187
403.239 246.321
80.522.732 77.610.508
1.163.640 1.108.571
5.519.268 5.432.384
3.850.224 3.573.319
4.116.758 4.385.090
14.649.890 14.499.364
95.172.622 92.109.872
120.697.468 128.657.089

Al amounts are in thonsands of ISK



Consolidated Statement of Changes in Equity
for the year 2009

Total equity 1.1.2008
Total comprehensive income for the year

Change in non-controlling interest
Dividend paid
Recognition of share based payments

New capital issued .............
Total equity 31.12.2008

Total comprehensive income for the year .......ccccecveccuncinineace.
Change in non-controlling interest
Dividend paid
Buyback of ordinary shares
Total equity 31.12.2009

Skipti b. - Consolidated Financial Statements 2009

Attributable to Non-
Translation Retained owners of the controlling
Share capital Reserves reserves earnings parent interest Total equity

7.365.146 1.383.522 ( 366.063) 24.005.049 32.387.654 368.900 32.756.554
1.086.237 ( 6.474.019) ( 5.387.782) 102.231 ( 5.285.551)

30.816 30.816 52.167 82.983
0 5.128) ( 5.128)

26.128 26.128 26.128

1.359.377 7.612.854 8.972.231 8.972.231
8.724.523 9.022.504 720.174 17.561.846 36.029.047 518.170 36.547.217
( 247.133) ( 10.323.734) (  10.570.867) 40.045 ( 10.530.822)

( 5.915) ( 5.915) 237.229) ( 243.144)

0 38.443) ( 38.443)

( 209.962) ( 209.962) ( 209.962)

8.724.523 8.812.542 473.041 7.232.197 25.242.303 282.543 25.524.846

8
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Consolidated Statement of Cash Flow
for the year 2009

Cash flow from operating activities

Operating profit fOr the YEar ...

Operational items not affecting cash flow:

Depreciation and amOLtiSALON ......c.cueecucuriecureurieiniieeeeieisiee e ssssessesssssseeens
Gain 0N sale Of fIXEd ASSELS .vivviivieririeieieeeeeeeeee ettt er et b oo bereesereenen

Changes in current assets and Habilities .......ccoccuecuririnciniricniccnicsceecseeeeas

Interest income received duting the Year ...

Payments of taxes dufing the Year ...

Interest expenses paid during the year
Net

Investing activities

Investment in property, plant and eqUIPMENE ..o
Investment in INtANGIDIE ASSELS .....cuueuvuiuiciiiieccic e
Proceeds from sale of property, plant and equipment
Changes in Other INVESTMENLS ..ot

Proceeds from sale Of INVESTMIENTS ...vcvivvererierieireiereeereeeeeereeetereesesessereesesessesessessssesenns

Net investment in subsidiaties ......coceceivverienenne

Changes in investment in other COMPANIES ..o

Financing activities

INEW DOITOWINES ..vvveeciiiieiiiciciciticisc i

Payments of non-current liabilities ...

Bank loans, INCrease (dECLEASE) .owuerruerrnererrereieiriiieirieretreseietseseteeseseseeeeeseeesessesesessens

Buyback of ordinary shares .........ccccccecveccniricninennee

Changes I OWN ShATES ... e

cash from operating activities

Increase (decrease) in cash and cash equivalents.........cccceevueeiiuiiinerininnennnen.

Effects of exchange rate changes on the balance

Of CaShu..ceeueeieeneriencreennnnnn,

Cash and cash equivalents at the beginning of the year........cccoueevurenueennnen.

Cash and cash equivalents at the end of the year

Skipti bf. - Consolidated Financial Statements 2009

Notes

2009 2008
2.899.989) 2.612.185
11.577.849 6.353.780
6.034 11.258)
410.011 1.147.188
9.093.905 10.101.895
862.371 820.272
317.045) 138.571)
2.772.613) 2.429.369)
6.866.618 8.354.227
2.692.567) 4.151.473)
468.362) 707.086)
46.996 66.466
9.597 128.088)

0 18.453.645

649.572) 0
152.604) 31.976)
3.906.512) 13.501.488
9.444 89.480
3.812.321) 7.157.184)
65.615 15.439)
209.963) 0

0 13.213)
3.947.225) 7.096.356)
987.119) 14.759.359
818.111 464.087
20.492.583 5.269.137
20.323.575 20.492.583

Al amounts are in thonsands of ISK



Notes to the Consolidated Financial Statements

1.  General information

Skipti hf. is a limited Lability company incorporated in Iceland. The Consolidated Financial Statements for the year ended 2009 comprise Skipti hf. (the
parent) and its subsidiaries (together referred as the Company).

Amounts in the Consolidated Financial Statements are stated in Icelandic Krona, which is the Company's functional currency.

2.  Adoption of new and revised Standards

2.1 Standards and Interpretations effective in the current and prior periods

The financial statements are presented in accordance with the new and revised standards (IFRS / IAS) and new interpretations (IFRIC), applicable in the year
2009. These standards and interpretations are:

IFRS 2 (revised) - Share-based Payment

IFRS 7 (revised) - Financial Instruments: Disclosures

IERS 8 - Operating Segments

IAS 1 (revised) - Presentation of Financial Statements

IAS 23 (revised) - Borrowing Costs

IAS 32 (revised) - Financial Instruments Presentation
IFRIC 13 - Customer Loyalty Programs

IFRIC 16 - Hedges of a Net Investment in a Foreign Operation

The adoption of the new and revised standard and interpretations has not led to material changes in the accounting policies.

IAS 1 has will have the impact that all items of income and expense (including those recognised outside of profit or loss) must be presented either in a single
statement as a statement of comprehensive income; or in two statements as a seperate income statement and a statement of comprehensive income.

IFRS 8 is a disclosure Standard that has resulted in a redesignation of the Company's reportable segment. (see note 5)

2.2 Standards and Interpretations in issue not yet adopted

Following is an overview of new or revised standards and interpretations that are not yet effective:

Effective:
IFRS 2 (revised 2008) - Share-based Payment 1 January 2010
IFRS 3 (revised 2008) - Business Combinations 1 July 2009
IAS 27 (revised 2008) - Consolidated and Separate Financial Statements 1 July 2009
IAS 28 (revised 2008) - Investments in Associates ; 1 July 2009
IAS 32 (revised 2009) - Financial Instr s: Pres Z 1 February 2009
IAS 39 (revised 2008) - Financial Instr 's: Recognition and Measuremen 1 July 2009
Minor changes to various standards as a result of the IASB's annual improvement process (2009). Most changes take effect for periods beginning 1 January
2010 or later.
IAS 17 - Leases 1 January 2010
IFRS 2 - Share-based Payments 1 January 2010

Skipti bf. - Consolidated Financial Statements 2009 10 Al amonnts are in thousands of ISK



Notes to the Consolidated Financial Statements

3. Significant Accounting Policies

3.1 Statement of compliance
The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards (IFRS) as adopted by the EU.

3.2 Basis of preparation
The Consolidated Financial Statements have been prepared on the historical cost basis except for the revaluation of certain non-current assets and financial
instruments. Historical cost is generally based on the fair value of the consideration given in exchange for assets. The principal accounting policies are set out

below.

3.3 Basis of consolidation
The Consolidated Financial Statements incorporate the financial statements of the parent and entities controlled by the parent (its subsidiaries). Control is
achieved where the parent has the power to govern the financial and operating policies of an investee enterprise so as to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the year are included in the consolidated income statement from the effective date of acquisition
and up to the effective date of disposal, as appropriate. Where necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with those used by other members of the Company.

All intra-group transactions, balances, income and expenses are eliminated in full on consolidation.

3.4 Business combinations

Acquisitions of subsidiaries and businesses are accounted for using the purchase method. The consideration for each acquisition is measured as the aggregate
of the fair values (at the date of exchange) of assets given, liabilities incurred or assumed, and equity instruments issued by the Company in exchange for
control of the acquiree. Acquisition-related costs are recognised in profit or loss as incurred. The acquiree’s identifiable assets, liabilities and contingent
liabilities that meet the conditions for recognition under IFRS 3 (2008) are recognised at their fair values at the acquisition date, except for assets (or disposal
groups) that are classified as held for sale in accordance with IFRS 5 Non-current Assets Held for Sale and Discontinued Operations are measured in
accordance with that standard.

Goodwill arising on acquisition is recognised as an asset and initially measured at cost, being the excess of the cost of the business combination over the
Company's interest in the net fair value of the identifiable assets, liabilities and contingent liabilities recognised. If, after reassessment, the Company's interest
in the net fair value of the acquiree’s identifiable assets, liabilities and contingent liabilities exceeds the cost of the business combination, the excess is
recognised immediately in profit or loss.

The measurement period is the period from the date of acquisition to the date the Company obtains complete information about facts and circumstances that

existed as of the acquistion date - and is subject to a maximum of one year.

3.5 Investments in associates
An associate is an entity over which the Company has significant influence and that is neither a subsidiary nor an interest in a joint venture. Significant
influence is the power to participate in the financial and operating policy decisions of the investee but is not control or joint control over those policies.

The results and assets and liabilities of associates are incorporated in these financial statements using the equity method of accounting. Under the equity
method, investments in associates are carried in the consolidated statement of financial position at cost as adjusted for post-acquisition changes in the
Company’s share of the net assets of the associate, less any impairment in the value of individual investments. Losses of an associate in excess of the
Company’s interest in that associate are recognised only to the extent that the Company has incurred legal or constructive obligations or made payments on
behalf of the associate.

Any excess of the cost of acquisition over the Company’s share of the net fair value of the identifiable assets, liabilities and contingent liabilities of the
associate recognised at the date of acquisition is recognised as goodwill. The goodwill is included within the carrying amount of the investment and is assessed
for impairment as part of the investment. Any excess of the Company’s share of the net fair value of the identifiable assets, liabilities and contingent labilities
over the cost of acquisition, after reassessment, is recognised immediately in profit or loss.

When a company entity transacts with an associate of the Company, profits and losses are eliminated to the extent of the Company’s interest in the relevant
pany y pany, p pany

associate.
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Notes to the Consolidated Financial Statements

3.6 Goodwill

Goodwill arising in a business combination is recognised as an assets at the date that control is acquired (the acquisition date). Goodwill is measured as the
excess of the sum of the consideration transferred, the amount of any non-controlling interest in the acquiree, and the fair value of the acquirer's previously
held equity interest in the acquiree (if any) over the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed.

Goodwill is not amortised but is reviewed for impairment at least annually. For the purpose of impairment testing, goodwill is allocated to each of the
Company’s cash-generating units expected to benefit from the synergies of the combination. Cash-generating units to which goodwill has been allocated are
tested for impairment annually, or more frequently when there is an indication that the unit may be impaired. If the recoverable amount of the cash-
generating unit is less than the carrying amount of the unit, the impairment loss is allocated first to reduce the carrying amount of any goodwill allocated to
the unit and then to the other assets of the unit pro-rata on the basis of the carrying amount of each asset in the unit. An impairment loss recognised for
goodwill is not teversed in a subsequent petiod.

On disposal of a subsidiary or a jointly controlled entity, the attributable amount of goodwill is included in the determination of the profit or loss on disposal.

The Company’s policy for goodwill arising on the acquisition of an associate is desctibed at 3.5 above.

3.7 Revenue recognition

Revenue from telecommunication services is recognized in profit or loss when the service is performed. Revenue from the sale of goods is recognized in
profit or loss when the significant risks and rewards of ownerships have been transferred to the customer. Revenue from advertising in television are
recognized in profit or loss when the advertisements are shown. They are recognized as revenue when first published although the same advertisement can be
shown more than once because of reruns of television shows. The same rule is applied to sponsorship of particular television shows. No revenue is
recognized if there are significant uncertainties regarding collection of the due revenue or on the possibility of goods being returned.

3.8 Leasing
Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewatds of ownetship to the lessee. All other leases
are classified as operating leases.

Assets held under finance leases ate initially recognised as assets of the Company at their fair value at the inception of the lease or, if lower, at the present
value of the minimum lease payments. The corresponding liability to the lessor is included in the statement of financial position as a finance lease obligation.
Lease payments are apportioned between finance charges and reduction of the lease obligation so as to achieve a constant rate of interest on the remaining
balance of the liability. Finance expenses are recognised immediately in profit or loss.

Operating lease payments are recognised as an expense on a straight-line basis over the lease term, except where another systematic basis is more
representative of the time pattern in which economic benefits from the leased asset are consumed. Contingent rentals arising under operating leases are
recognised as an expense in the period in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are recognised as a liability. The aggregate benefit of incentives is
recognised as a reduction of rental expense on a straight-line basis, except where another systematic basis is more representative of the time pattern in which
economic benefits from the leased asset are consumed.

3.9 Foreign currencies

The individual financial statements of each Company entity are presented in the curtency of the primary economic environment in which the entity operates
(its functional currency). For the purpose of the Consolidated Financial Statements, the results and financial position of Company each entity ate expressed in
Icelandic krona which is the functional currency of the Company and the presentation currency for the consolidated financial statements.

In preparing the financial statements of the individual entities, transactions in currencies other than the entity’s functional currency (foreign currencies) are
recognised at the rates of exchange prevailing at the dates of the transactions. At the end of each reporting period, monetary items denominated in foreign
currencies are retranslated at the rates prevailing at that date. Non-monetary items carried at fair value that are denominated in foreign currencies are
retranslated at the rates prevailing at the date when the fair value was determined. Non-monetary items that are measured in terms of historical cost in a
foreign currency are not retranslated.

Exchange differences are recognised in profit or loss in the period in which they arise except exchange differences on transactions entered into in order to
hedge certain foreign currency risks (see below for hedging accounting policies).

For the purpose of presenting Consolidated Financial Statements, the assets and liabilities of entities with a functional currency other than Icelandic krona are
expressed in Icelandic krona using exchange rates prevailing at the end of the reporting period. Income and expense items and cash flows are translated at the
average exchange rates for the period and exchange differences arising, if any, are recognised in other comprehensive income and accumulated in equity
(attributed to non-controlling interest as appropriate).

Skipti bf. - Consolidated Financial Statements 2009 12 Al amonnts are in thousands of ISK



Notes to the Consolidated Financial Statements

On the disposal of a foreign operation all of the accumulated exchange differences in respect of that operation attributable to the Company are reclassified to
profit or loss. Any exchange differences that have previously been attributed to non-controlling interest are derecognised, but they are not reclassified to
profit or loss.

Goodwill and fair value adjustments arising on the acquisition of a foreign operation are treated as assets and liabilities of the foreign operation and translated
at the closing rate.

3.10 Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that necessarily take a substantial
petiod of time to get ready for their intended use ot sale, are added to the cost of those assets, until such time as the assets are substantially ready for their
intended use or sale.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

3.11 Government grants
Government grants are not recognised until there is reasonable assurance that the Company will comply with the conditions attaching to them and the grants
will be received.

Government grants whose primary condition is that the Company should purchase, construct or otherwise acquire non-current assets are recognised as
deferred revenue in the statement of financial position and transferred to profit or loss on a systematic and rational basis over the useful lives of the related

assets.

Other government grants are recognised as revenue over the periods necessary to match them with the costs for which they are intended to compensate, on a
systematic basis. Government grants that are receivable as compensation for expenses or losses already incurred or for the purpose of giving immediate
financial support to the Company with no future related costs are recognised in profit or loss in the period in which they become receivable.

3.12 Taxation

Income tax expense represents the sum of the tax cutrently payable and deferred tax.

3.12.1 Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as teported in the consolidated income statement because it
excludes items of income or expense that are taxable or deductible in other years and it further excludes items that are never taxable or deductible. The
Company’s liability for current tax is calculated using Icelandic and foreign tax rates and laws that have been enacted or substantively enacted by the end of
the reporting period.

3.12.2 Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in the financial statements and the cotresponding
tax bases used in the computation of taxable profit. Deferred tax liabilities are generally recognised for all taxable temporary differences. Deferred tax assets
are generally recognised for all deductible temporary differences to the extent that it is probable that taxable profits will be available against which those
deductible temporaty differences can be utilised. Such deferred tax assets and liabilities are not recognised if the temporary difference atises from goodwill or
from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that affects neither the taxable profit nor the
accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences associated with investments in subsidiaties and associates, and interests in joint
ventutes, except where the Company is able to control the reversal of the temporary difference and it is probable that the temporary difference will not
reverse in the foreseeable future. Deferred tax assets arising from deductible temporary differences associated with such investments and interests ate only
recognised to the extent that it is probable that there will be sufficient taxable profits against which to utilise the benefits of the temporary differences and
they are expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the extent that it is no longer probable that
sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the period in which the liability is settled or the asset realised,
based on tax rates (and tax laws) that have been enacted or substantively enacted by the end of the reporting period. The measurement of deferred tax
liabilities and assets reflects the tax consequences that would follow from the manner in which the Company expects, at the reporting date, to recover or
settle the carrying amount of its assets and liabilities.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current tax liabilities and when they
relate to income taxes levied by the same taxation authority and the Company intends to settle its current tax assets and liabilities on a net basis.
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3.12.3 Current and deferred tax for the period

Current and deferred tax are recognised as an expense or income in profit or loss, except when they relate to items that are recognised outside profit or loss
(whether in other comprehensive income or directly in equity), in which case the tax is also recognised outside profit or loss, or where they arise from the
initial accounting for a business combination. In the case of a business combination, the tax effect is included in the accounting for the business combination.

3.13 Property, plant and equipment

Items of property, plant and equipment are stated at cost less accumulated depreciation and accumulated impairment losses.

When parts of an item of property, plant and equipment have different useful lives, those components are accounted for as separate items of property, plant
and equipment.

Depreciation is recognised so as to write off the cost or valuation of assets less their residual values over their useful lives, using the straight-line method. The
estimated useful lives, residual values and depreciation method are reviewed at each year end, with the effect of any changes in estimate accounted for on a
prospective basis.

Assets held under finance leases ate depreciated over their expected useful lives on the same basis as owned assets or, where shorter, ther term of the relevant
lease.

The gain or loss arising on the disposal or retirement of an item of property, plant and equipment is determined as the difference between the sales proceeds
and the carrying amount of the assets and is recognised in profit or loss.

3.14 Intangible assets

3.14.1 Intangible assets acquired separately

Intangible assets acquired separately are reported at cost less accumulated amortisation and accumulated impairment losses. Amortisation is recognised on a
straight-line basis over their estimated useful lives. The estimated useful life and amortisation method are reviewed at the end of each annual reporting period,
with the effect of any changes in estimate being accounted for on a prospective basis.

3.14.2 Internally-generated intangible assets - research and development expenditure

Expenditure on research activities is recognised as an expense in the petiod in which it is incurred.

An internally-generated intangible asset arising from development (or from the development phase of an internal project) is recognised if, and only if, all of
the following have been demonstrated:

* the technical feasibility of completing the intangible asset so that it will be available for use or sale;

* the intention to complete the intangible asset and use or sell it;

* the ability to use or sell the intangible asset;

* how the intangible asset will generate probable future economic benefits;

* the availability of adequate technical, financial and other resources to complete the development and
to use or sell the intangible asset; and

* the ability to measure reliably the expenditure attributable to the intangible asset during its devlopment.

The amount initially recognised for internally-generated intangible assets is the sum of the expenditure incutred from the date when the intangible asset first
meets the recognition criteria listed above. Where no internally-generated intangible asset can be recognised, development expenditure is recognised in profit

ot loss in the period in which it is incurred.

Subsequent to initial recognition, internally-generated intangible assets are reported at cost less accumulated amortisation and accumulated impairment losses,
on the same basis as intangible assets acquited separately.

3.14.3 Intangible assets acquired in a business combination

Intangible assets acquired in a business combination and recognised separately from goodwill are initially recognised at their fair value at the acquisition date.

Subsequent to initial recognition, intangible assets acquired in a business combination are reported at cost less accumulated amortisation and accumulated
impairment losses, on the same basis as intangible assets acquired separately.
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3.15 Impairment of tangible and intangible assets excluding goodwill

At end of each treporting period, the Company reviews the carrying amounts of its tangible and intangible assets to determine whether there is any indication
that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the
extent of the impairment loss (if any). Where it is not possible to estimate the recoverable amount of an individual asset, the Company estimates the
recoverable amount of the cash-generating unit to which the asset belongs. Where a reasonable and consistent basis of allocation can be identified, corporate
assets are also allocated to individual cash-generating units, or otherwise they are allocated to the smallest group of cash-generating units for which a
reasonable and consistent allocation basis can be identified.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for impairment annually, and whenever there is an
indication that the asset may be impaired.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future cash flows are discounted to
their present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to the asset for
which the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying amount of the asset (cash-
generating unit) is reduced to its recoverable amount. An impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a
revalued amount, in which case the impairment loss is treated as a revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (cash-generating unit) is increased to the revised estimate of its recoverable
amount, but so that the incteased carrying amount does not exceed the carrying amount that would have been determined had no impairment loss been
recognised for the asset (cash-generating unit) in prior years. A reversal of an impairment loss is recognised immediately in profit or loss, unless the relevant
asset is cartied at a revalued amount, in which case the reversal of the impairment loss is treated as a tevaluation increase.

3.16 Inventories

Inventories are stated at the lower of cost and net tealisable value. Costs, including an appropriate portion of fixed and vatiable overhead expenses, are
assigned to inventories held by the method most approptiate to the particular class of inventory, with the majority being valued on a first-in-first-out basis.
Net realisable value represents the estimated selling price for inventoties less all estimated costs of completion and costs necessary to make the sale.

3.17 Financial assets

All financial assets are recognised and derecognised on a trade date where the purchase or sale of an investment is under a contract whose terms require
delivery of the investment within the timeframe established by the market concerned, and are initially measured at fair value, net of transaction costs except
for those financial assets classified as at fair value through profit or loss, which are initially measured at fair value.

Financial assets are classified into the following specified categories: financial assets as ‘at fair value through profit or loss’ (FVIPL), ‘held-to-maturity
investments’, ‘available-for-sale’ (AFS) financial assets and ‘loans and receivables’. The classification depends on the nature and purpose of the financial assets
and is determined at the time of initial recognition.

3.17.1 Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest income over the relevant period.
The effective interest rate is the rate that exactly discounts estimated futute cash receipts through the expected life of the debt instrument, or, where
appropriate, a shorter petiod, to the net carrying amount on initial recognition

Income is recognised on an effective interest basis for debt instruments other than those financial assets designated as at FVIPL.

3.17.2 Financial assets at FVTPL
Financial assets are classified as at FVITPL where the financial asset is either held for trading or it is designated as at FVTPL.

Financial assets at FVIPL are stated at fair value, with any gains or losses arising on remeasurement recognised in profit or loss. The net gain or loss
recognised in profit or loss incorporates any dividend or interest earned on the financial asset.

3.17.3 Loans and receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in an active market are classified as ‘loans and
receivables’. Loans and receivables are measured at amortised cost using the effective interest method less any impairment. Interest income is recognised by
applying the effective interest rate, except for short-term receivables where the recognition of interest would be immaterial.
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3.17.4 Impairment of financial assets

Financial assets, other than those at FVTPL, ate assessed for indicators of impairment at the end of each reporting period. Financial assets are considered to
be impaired when there is objective evidence that, as a result of one or more events that occurred after the initial recognition of the financial asset, the
estimated future cash flows of the investment have been affected.

For certain categories of financial asset, such as trade receivables, assets that are assessed not to be impaired individually are, in addition, assessed for
impairment on a collective basis. Objective evidence of impairment for a portfolio of receivables could include the Company’s past expetience of collecting
payments, an increase in the number of delayed payments in the portfolio past the average credit period, as well as observable changes in national or local
economic conditions that correlate with default on receivables.

For financial assets carried at amortised cost, the amount of the impairment is the difference between the asset’s carrying amount and the present value of
estimated future cash flows, discounted at the financial asset’s original effective interest rate.

The catrying amount of the financial asset is teduced by the impairment loss directly for all financial assets with the exception of trade receivables, where the
carrying amount is reduced through the use of an allowance account. When a trade receivable is considered uncollectible, it is written off against the allowance
account. Subsequent recoveries of amounts previously written off are credited against the allowance account. Changes in the carrying amount of the
allowance account are recognised in profit or loss.

3.17.5 Derecognition of financial assets

The Company derecognises a financial asset only when the contractual rights to the cash flows from the asset expire; or it transfers the financial asset and
substantially all the risks and rewards of ownership of the asset to another entity. If the Company neither transfers nor retains substantially all the risks and
rewards of ownership and continues to control the transferred asset, the Company recognises its retained interest in the asset and an associated liability for
amounts it may have to pay. If the Company retains substantially all the risks and rewards of ownership of a transferred financial asset, the Company
continues to recognise the financial asset and also recognises a collateralised borrowing for the proceeds received.

3.18 Financial liabilities and equity instruments issued by the Company

3.18.1 Classification as debt or equity
Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the substance of the contractual arrangements entered
into and the definitions of a financial liability and an equity instrument.

3.18.2 Equity instruments
An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities. Equity instruments are
recorded at the proceeds received, net of direct issue costs.

3.18.3 Financial liabilities
Financial liabilities are classified as either financial liabilities at FVITPL or other financial liabilities.

3.18.4 Financial liabilities at FVTPL
Financial liabilities are classified as at FVTPL where the financial liability is cither held for trading or it is designated as at FVITPL

Financial liabilities at FVTPL are stated at fair value, with any gains or losses arising on remeasurement recognised in profit or loss. The net gain or loss
recognised in profit or loss incorporates any interest paid on the financial liability and is included in the other gains and losses line item in the statement of

comprehensive income.

3.18.5 Other financial liabilities

Other financial liabilities, including borrowings, are initially measured at fair value, net of transaction costs.

Other financial liabilities are subsequently measutred at amortised cost using the effective interest method, with interest expense recognised on an effective
yield basis.

The effective interest method is a method of calculating the amortised cost of a financial liability and of allocating interest expense over the relevant period.
The effective interest rate is the rate that exactly discounts estimated future cash payments through the expected life of the financial liability, or, where
appropriate, a shorter period, to the net carrying amount on initial recognition.

3.18.6 Derecognition of financial liabilities

The Company derecognises financial liabilities when, and only when, the Company’s obligations are discharged, cancelled or they expire.
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3.19 Derivative financial instruments

The Company entets into a vatiety of derivative financial instruments to manage its exposure to interest rate and foreign exchange rate risk, including foreign
exchange forward contracts, interest rate swaps and cross currency swaps. Further details of derivative financial instruments are disclosed in note 7.
Derivatives are initially recognised at fair value at the date a derivative contract is enteted into and are subsequently remeasured to their fair value at the end of
each teporting period. The resulting gain or loss is recognised in profit or loss immediately unless the detivative is designated and effective as a hedging
instrument, in which event the timing of the recognition in profit ot loss depends on the nature of the hedge relationship. The Company designates certain
derivatives as either hedges of the fair value of recognised assets or liabilities or firm commitments (fair value hedges), hedges of highly probable forecast
transactions or hedges of foreign currency risk of firm commitments (cash flow hedges), or hedges of net investments in foreign operations.

A derivative with a positive fair value is recognised as a financial asset; a derivative with a negative fair value is recognised as a financial liabilities. A derivative
is presented as a non-current asset or a non-current liability if the remaining maturity of the instrument is more than 12 months and it is not expected to be
realised ot settled within 12 months. Other derivatives are presented as current assets or current liabilities.

3.19.1 Hedge accounting
The Company designates certain hedging instruments, which include derivatives and non-derivatives in respect of foreign currency risk, as either fair value
pany g ging > P g y >
hedges or hedges of net investments in foreign operations. Hedges of foreign exchange risk on firm commitments are accounted for as cash flow hedges.
g g gn op g g g g

At the inception of the hedge relationship the entity documents the relationship between the hedging instrument and hedged item, along with its risk
management objectives and its strategy for undertaking various hedge transactions. Furthermore, at the inception of the hedge and on an ongoing basis, the
Company documents whether the hedging instrument that is used in a hedging relationship is highly effective in offsetting changes in fair values or cash flows
of the hedged item.

3.19.2 Fair value hedges

Changes in the fair value of derivatives that are designated and qualify as fair value hedges are recorded in profit or loss immediately, together with any
changes in the fair value of the hedged item that are attributable to the hedged risk. The change in the fair value of the hedging instrument and the change in
the hedged item attributable to the hedged risk are recognised in the line of the income statement relating to the hedged item.

Hedge accounting is discontinued when the Company revokes the hedging relationship, the hedging instrument expires or is sold, terminated, or exercised, or
no longer qualifies for hedge accounting. The adjustment to the carrying amount of the hedged item arising from the hedged risk is amortised to profit or loss
from that date.

3.19.3 Hedges of net investments in foreign operations

Hedges of net investments in foreign operations are accounted for similarly to cash flow hedges. Any gain or loss on the hedging instrument relating to the
effective portion of the hedge is recognised in other comprehensive income and accumulated in the foreign currency translation reserve. The gain or loss
relating to the ineffective portion is recognised immediately in profit or loss, and is included in the ’other gains and losses’ line of the income statement.

Gains and losses defetred in the foreign cutrency translation reserve are recognised in profit ot loss on disposal of the foreign operation.

3.20 Provisions

Provisions are recognised when the Company has a present obligation as a result of a past event and it is probable that the Company will be required to settle
that obligation, and a reliable estimate can be made af the amount of the obligation. The amount recognised as a provision is the best estimate of the
consideration requited to settle the present obligation at the end of the reporting period, taking into account the risk and uncertainties surrounding the
obligation. Where a provision is measured using the cash flows estimated to settle the present obligation , its carrying amount is the present value of those
cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party, a receivables is recognised as an
asset if it is virtually certain that reimbursement will be received and the amount of the receivable can be measured reliably.

4. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies, which are desctibed in note 3, management is required to make judgements, estimates and
assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The estimates and associated assumptions
are based on historical expetience and other factors that are considered to be relevant. Actual tesults may differ from these estimates.

The estimates and undetlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the petiod in which the
estimate is revised if the revision affects only that period, or in the period of the revision and future petiods if the revision affects both current and future
petiods.

Determining whether goodwill is impaired requires an estimation of the value in use of the cash-generating units to which goodwill has been allocated. The
value in use calculation requires the management to estimate the future cash flow expected to arise from the cash-generating unit and a suitable discount rate
in order to calculate present value.
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5. Geographical segments

The Company has adopted IFRS 8 Operating Segments with effect from 1 January 2009. IFRS 8 requires opetating segments to be identified on the basis of
internal reports about components of the Company that are tegulatly reviewed by the chief operating decision maker in ordert to allocate resources to the
segment and to assess their perfomance. Following the adoption of IFRS 8, the identification of the Company's reportable segments has changed. The
Company uses geographical markets as its primary segments.

2009 Domestic International

business business Total
Net sales ......... 25.156.704 14.525.312 39.682.016
Cost of sales ........... ( 12.571.276) ( 11.941.637) ( 24.512.913)
GIOSS PLOFIL coveiiiiiciiiicic e 12.585.428 2.583.675 15.169.103
Other operating income .. e e 645.912 0 645.912
OPErating EXPENSE ...vuruuiueiririeiiciiei s naees ( 8.826.624) ( 2.636.800) ( 11.463.484)
IMPAIrMent IOSSES ......vuiuiiiiiiciciiic s ( 5.828.321) ( 1.423.199) ( 7.251.520)
OPpetrating (LOSS) ..ot ( 1.423.605) ( 1.476.384) ( 2.899.989)
FINANCE COSLS worvuiiimiiiiiiiiicii s ( 7.539.100) 60.881 ( 7.478.219)
Share Of 10SS N ASSOCIALES .....vuvuivrieiiriiiiciiecct e ( 5.024) ( 21.107) ( 26.131)
TACOME TAX tatuiriiiiie sttt 452.351  ( 252.667) 199.684
LLOSS fOI the YEAT .o ( 8.515.378) ( 1.689.277) ( 10.204.655)
Capital additions .....cueveiviiiiiiiic e 2.524.873 636.056 3.160.929
Depteciation and Amortization included above ... 3.480.498 845.831 4.326.329
ASSELS ettt bt 104.112.425 16.585.043 120.697.468
TAADIIHES ©.vuveveeveeeeericieienicireterec ettt ( 88.974.595) ( 6.198.027) ( 95.172.622)
2008 Domestic International

business business Total
Net sales ..... 26.709.053 12.303.793 39.012.846
Cost of sales ....... ( 13.527.520) ( 9.750.556)  ( 23.278.076)
Gross profit ............. 13.181.533 2.553.237 15.734.770
Other operating income ........... 580.375 33.448 613.823
Operating expense .......... ( 9.168.869) ( 2.170.171) ( 11.339.040)
Impairment losses ........ ( 1.122.602) ( 1.274.766) ( 2.397.368)
Operating profit / (loss) .......... . 3.470.437 ( 858.252) 2.612.185
Finance costs ..... ( 8.947.963) ( 551.716) ( 9.499.679)
Share of loss in associates ....... . ( 119.023) 0 ( 119.023)
Income tax ........... . 625.266  ( 42.268) 582.998
Loss for the year ......... ( 4.971.283) ( 1.452.236) ( 6.423.519)
Capital additions .............. 4.328.852 518.971 4.847.823
Depreciation and Amortization included above ettt enen 3.478.199 478.213 3.956.412
Assets ...... 110.076.607 18.580.482 128.657.089
Liabilities ........ ( 85.273.339) ( 6.836.533) ( 92.109.872)

Skipti bf. - Consolidated Financial Statements 2009 18 Al amonnts are in thousands of ISK



Notes to the Consolidated Financial Statements

6. Net sales

2009 2008

SALES OF SEIVICES wuvuvuvtiieteieteietetetet ettt sttt ettt ettt ettt ettt b bbb bbbt et e et ettt ettt b b bbb b b e bbb bbb bbbt st et ettt ees 38.054.969 36.891.570
SALES OF GOOAS w.vvveeieiiiiiiiie e 1.627.047 2.121.276
39.682.016 39.012.846

No customer comprises more than 10% of net sale.

7. Capital and financial risk

Capital risk management:

The Company manages its capital to ensure that the entities in the Company will be able to continue as a going concern while maximizing the return to
stakeholders through the optimisation of the debt and equity balance. The Company's overall strategy remains unchanged from the previous period.

The capital structure of the Company consist of debt, which includes the borrowings disclosed in note 21, cash and cash equivalents and equity attributable to
equity holders of the parent, comprising issued capital, reserves and retained earnings.

Financial risk management:

The Company’s activities mean that its operations, assets, debt and equity are exposed to variety of financial risks. These tisks include market risk (including
currency risk and interest rate risk), credit risk and liquidity risk. The Company's treasury function provides a centralized service to the Company for funding,
foreign exchange, interest rate managment and counterparty risk management. Treasury operations are conducted within a framework of policies and
quidelines authorised and reviewed by the Company's Board. A corporate finance committee led by the CEO of the Company meets monthly to review the
its borrowing portfolio and currency risk.

Interest rate risk:

The Company’s borrowing consists of listed bonds issued in ISK at a fixed rate, foreign currency loans with floating interrest rates and other borrowings in
ISK with floating interest rate.

Sensitivity analysis

The Company's sensitivity to fluctuations in interest rates has been determined based on the exposure to interest rates for both derivatives and non-derivative
instruments at the balance sheet date. For floating rate liabilities, the analysis is prepared assuming the amount of liability outstanding at the balance sheet date
was outstanding for the whole year. A 1% increase/decrease in interest rates with all other variables held constant will result in ISK 649 million (2008: ISK
634 million) decrease/increase in profit and equity.

Foreign exchange risk:

The Company is primarily exposed to EUR, USD, CHF, GBP, JPY and DKK. The largest effect is through the Company’s borrowings as disclosed in note
21 which to a large extent is in foreign currencies, although closely correlated to the Icelandic currency basket. To a lesser extent, foreign exchange rates affect
revenues and operational costs related to international telecommunication and IT services, as well as operations in foreign subsidiaries. A part of the
Company’s capital expenditure is in foreign currencies. The Company has historically hedged a part or all of its foreign exchange exposure. The level of
hedging varied upon the economical outlook and interest rate difference at any given time. On 31 December 2009 more than 33% of borrowing in foreign
currencies, for domestic purposes, is hedged with liquid assets denominated in EUR. Foreign currency risk of borrowing for the purpose of funding foreign
acquisitions is offset by the asset acquired. The Company’s position is analysed monthly by a corporate finance committee steered by the CEO of Group.
Due to market failure Skipti is temporarily not able to enter into any hedging agreements.

The Company does not enter into or trade financial instruments, including derivative financial instruments, for speculative purposes. The Company has
designated some of the foreign borrowings as a hedge against net investment in a foreign operations as a hedge in accordance with IAS 39.
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Sensitivity analysis

The Company is sensitive to fluctuations in foreign currencies. The management has assessed the effect of fluctuations for outstanding foreign currency
denominated monetary items and adjusted their translation at the period end for a 1% change in foreign currency rates. The analysis assumes that all other
variables than foreign currency rates are held constant. The effect on profit and equity is a ISK 329 million (2008: ISK 281 million) decrease/increase for 1%

increase/dectease in currency rates.

For the whole year 2008 Skipti hedged it's foreign exchange risk with derivative agreements with Glitnir bank and Kaupthing bank (the Banks). In eatly
October 2008 the Icelandic Financial Supervisory Authority (the FSA) used power granted by the Icelandic Parliament to take control of the banks. Later in
that month the FSA decided to transfer a substantial part of the Banks assets and operations into new banks, New Glitnir bank and New Kaupthing bank (the
New Banks). However, as a general rule the New Banks did not take over derivative agteements, including Skipti’s hedging agreements. Skipti formally lodged
claims against New Glitnir and New Kaupthing in 2009. The claims are based on the EUR/ISK rate from the Central Bank of Europe whereas in Skipti's
financial accounts for 2009 the claims are based on exchange rates presented by the Icelandic Centreal Bank on the due dates in case of Glitnir and on
Kaupthing's own calculations on due dates.

Credit risk:

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the Company. The Company’s exposure
to credit risk is limited to the carrying amount of financial assets recognised at the balance sheet date in addition to certain financial guarantees. Trade
receivables consist of a large number of customers, spread across diverse industries and geographical areas. Ongoing credit evaluation is performed on the
financial condition of accounts receivable. In respect of trade receivables, the Company is not exposed to any significant credit risk exposure to any single
countcrparty.

The Company’s maximum exposure to credit risk without taking into account value of any collateral obtained is represented in the table below:

Maximum credit risk

31.12.2009 31.12.2008
ACCOUNES TECEIVADIES. ...ttt sttt 5.886.574 6.478.203
Liquid funds 20.323.575 20.492.583
Oher fINANCIAL ASSEES. v.vvvtieteietetetetet ettt ettt b bbb bbbt st et ettt ettt bbbt b bbb bbb b bbb e bttt et et senes 1.008.709 1.342.851
Derivative financial instruments... . ettt ettt eene 10.450.570 10.450.570
FINANCIAL QUATANTEES. ...oviiviciiiici e 1.690.872 1.597.718

39.360.300 40.361.925

Liquidity risk:

The Company has considerable investments in long-term assets. The borrowing is therefore structured with a high propottion of long-term debt with
moderate repayments of facilities and un-drawn credit lines is showed in the table below. The following table shows the Company’s remaining expected
maturity for its financial liabilities. The table has been drawn up based on the undiscounted cash flow of financial liabilities based on the eatliest date on wich
the Company can be required to pay. The weighted average effective fixed interest rate is 6,00% (2008: 6,00%) and the weighted average effective floating
interest rate is 3,96% (2008: 5,65%). The Company has facilities and un-drawn credit lines amounting to ISK 6,7 billion (2008: ISK 7,9 billion).

At 31 December 2009 Less than 1 year 1-2 years 2-5 years After 5 years Total
BOLTOWINGS «.ouvvvveeiiiiiiiiiiinisi e 3.848.331 5.430.608 89.689.740 64.755 99.033.434
Trade and other payables ... 9.636.026 9.636.026
13.484.357 5.430.608 89.689.740 64.755 108.669.460
At 31 December 2008 Less than 1 year 1-2 years 2-5 years After 5 years Total
BOLTOWINGS «.oovveveniiiiciiiiciciniie e 3.594.957 3.649.151 70.118.981 24.131.007 101.494.096
Trade and other payables ... 9.817.474 9.817.474
13.412.431 3.649.151 70.118.981 24.131.007 111.311.570
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10.

11.

Personnel
2009 2008
Average number of employees, adjusted for full-time emplOyment ........ccvvevvrivrieriirinnienrieiens 1.577 1.772
Salaries and related expenses are specified as follows:
SALALIES ovvvvvieiiecitcis R 11.273.388 10.883.275
REJAEA EXPEIISES wvvvvvriinciiiiiiii ittt 2.300.713 1.961.159
13.574.101 12.844.434

Salaries paid to the Company's Board of Ditectors, CEO and other senior Directors of the Company amounted to ISK 434 million.

Financial income and expenses

2009 2008
Interest €arned ... s 844.899 833.165
Income from INVESIMENTS .....cuiuiiiieiicic bbb ( 367.699) 598.099
Interest and INAEXALON EXPEMSES ....vuuruuiuuiiuiiiiiiiiiiiii i ( 5.846.906) ( 7.735.315)
Exchange gains (I0SS) ..o ( 2.108.513) ( 3.195.628)
FINANCE COSE TOAL 1ottt ( 7.478.219) ( 9.499.679)

Income taxes
In December 2009 the Icelandic Parliament approved an increase in the income tax rate from 15% to 18% effective as of 1 January 2010.
Income tax recognised in profit or loss 2009 2008

Tax expense comprises:

CULTENL tAX CXPLIISE wovvvverrrsrescrsrssessssessie s ssesss s sss s ss s b s et R s bbb R s s s s s e s 189.390 483.567
Deferred tAX EXPENSE .ouvvuieiicririe ittt 10.294 99.431
199.684 582.998

The total charge for the year can be reconciled to the accounting profit as follows:

LOSS fTOM OPEIALIONS .vuvverieicticririieiscecie ittt s e ss e e s ( 10.404.339) ( 7.006.517)
Income tax using the cOrPOLAtion taX rate ......oeeveeevrereeirersrcunierannans -15,0% 1.560.651 -15,0% 1.050.978
Change in tax rate from 18% to 15% w..ccvvvercvvrrerecnnc. -0,4% 42.528 -1,4% 96.592
Impairment losses with no tax effect.......ccoevverrreennnce 10,5% ( 1.087.728) 51% ( 359.605)
Effects of different tax rates of subsidiaties ........c......... 0,4% ( 38.060) -1,9% 132.316
Non-deductible eXpenses......coewveurierurrreninrennnes 0,1% ( 11.250) 0,5% ( 32.9606)
Other changes .......cccvveveeeeerereieieenrienienienees 2,6% ( 266.457) 43% ( 304.317)
Effective tax tate .oovceneecernecreneeceneeeenenns -1,8% 199.684 -8,3% 582.998

Earnings per share

The earnings and weighted average number of ordinary shares, excluding ordinary shares held as treasury shares, used in the calculation of basic earnings per
share are as follows:

2009 2008
Net (loss) attributable to equity holders Of the Parent......ccocevevercvrieieireeiieieieeeeeeiens ( 10.323.734) ( 6.474.019)
Weighted average number of outstanding shares in issue (thousands) .........cccceeeevcieinrrcinninnencnnes 8.724.523 8.679.764
Total basic and diluted earnings per share ( 1,18) ( 0,75)

At year end there were neither a stock options plan or convertible loan in place. Therefore thete is no diluted earnings per share.
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12. Property, plant and equipment

Telecommuni- Buildings ~ Machinery and

2008 cations equipment and land equipment Total
Cost

Balance at 1.1.2008 .......ccocovcuneincineineicinnn: 41.016.913 2.011.740 2.101.257 45.129.910
Additions during the year ..o 3.765.611 99.533 286.329 4.151.473
Disposal of a subsidiary .......c.cccveueierrrcrrinrencnnes ( 3.093) ( 3.093)
Sales and disposals during the year ......c.cccocvrierunenne. ( 9.253) ( 124.639) ( 133.892)
Net foreign currency exchange differences 511.748 12.466 524.214
Balance at 31.12.2008 ..o 45.285.019 2.111.273 2.272.320 49.668.612
Accumulated depreciation and impairment

Balance at 1.1.2008 .. ( 28.097.954) ( 352.074) ( 1.123.746) ( 29.573.774)
Reclassified ......cooveuvivicrniviciiccccs . 287 287
Depreciation eXpense ... ( 3.004.150) ( 75.727) ( 289.955) ( 3.369.832)
Sales and disposals during the year ......c.cooocvrierennnne. 3.111 55.464 58.575
Net foreign currency exchange differences ( 321.896) ( 9.5064) ( 331.460)
Balance at 31.12.2008 ..o ( 31.420.889) ( 427.801) ( 1.367.514) ( 33.216.204)
Net book value 31.12.2008 .........ccccovuverivvririniincennns 13.864.130 1.683.472 904.806 16.452.408
2009

Cost

Balance at 1.1.2009 .... 45.285.019 2.111.273 2.272.320 49.668.612
Additions during the year .........cccoocvrincincincincnnn. 2.436.680 104.661 151.226 2.692.567
Disposal of a subsidiary ... ( 26.731) ( 57.037) ( 83.768)
Sales and disposals duting the Year ... ( 37.453) ( 220.464) ( 257.917)
Net foreign currency exchange differences .......c.ccocurvence. 124.711 9.843 134.554
Balance at 31.12.2009 47.782.226 2.215.934 2.155.888 52.154.048
Accumulated depreciation and impairment

Balance at 1.1.2009 ......cccocuvcinciniiniincinninnns ( 31.420.889) ( 427.801) ( 1.367.514) ( 33.216.204)
Depreciation eXpense ... ( 3.073.230) ( 83.047) ( 295.250) ( 3.451.527)
Disposal of a subsidiary .......c.cccveueierrrcrninrencnnns 9.853 47.102 56.955
Sales and disposals duting the year ......c.cccoocvrierecnne. 15.570 189.374 204.944
Net foreign currency exchange differences ........oceveeeeee. ( 96.256) ( 7.923) ( 104.179)
Balance at 31.12.2009 ..o ( 34.564.952) ( 510.848) ( 1.434.211) ( 36.510.011)
Net book value 31.12.2009 .......cccccurivrivvriernirinienns 13.217.274 1.705.086 721.677 15.644.037

The official real estate valuation on the Company's buildings and land amounted to ISK 1.636 million at year-end 2009 and the insurance value amounted to
ISK 3.047 million at the same time. The insurance value of machinery and equipment amounted to ISK 21.522 million. All the property, plant and
equipment has been pledged as security against borrowings.

Depreciation and Amortization is specified as follows in the income statement:

2009 2008
COSE OF SALES vttt b bbb bbbttt ettt bbb bbbk b b bbb bbbttt ettt es 2.879.919 2.829.449
OPEIALNG EXPEIISES ..uvrivriicviieiiciiaiietcacss s cs st sa s a s b s s a8 e s s bR bbb 1.446.410 1.126.963
TTOTAL 1ttt h bbb bbb bbbt h bbb bbb bbb bbb bbb bbb bttt ettt 4.326.329 3.956.412

The following useful lives ate used in the calculation of depreciation.

Telecommunication eqUIPMENt .........cceeevcvrrienieriiennnns 4 - 18 years
BUILINGS ©vvvvveeeeesvevevssssneeeee s v 15-33 years
Machinery and equipment ..o 3 - 10 years
ONEL 1ttt 5-10 years

Skipti bf. - Consolidated Financial Statements 2009 22 Al amonnts are in thousands of ISK



Notes to the Consolidated Financial Statements

13. Intangible assets

Other
2008 Goodwill Software Intangibles Total
Cost
Balance at 1.1.2008 ... 66.587.763 3.979.575 69.443 70.636.781
Additions during the year .......c.cccoeveierncrninrnnnnnes 10.736 481.723 214.627 707.086
Reclassified ..covernecreniiercceeeccne - ( 1.368.164) 3.093 1.368.164 3.093
Net foreign currency exchange differences 6.310.207 62.047 825.711 7.197.965
Balance at 31.12.2008 71.540.542 4.526.438 2.477.945 78.544.925
Amortisation
Balance at 1.1.2008 .......ccceovverererniecrrireeirecnenns ( 464.079) ( 3.337.787) ( 69.443) ( 3.871.309)
Reclassified ..oovvenincernicnnceeiceccne . 464.079  ( 287) ( 464.079) ( 287)
Amortisation duting the year .......cocoevevercrninrencnnes ( 309.800) ( 276.780) ( 5806.580)
Impairment lOSSES ...cvurvereeerieieieecirie e ( 2.397.368) ( 2.397.368)
Net foreign currency exchange differences ( 128.640) ( 9.931) ( 290.404) ( 428.975)
Balance at 31.12.2008 .......ccoccverreverrnierereenrnnes ( 2.526.008) ( 3.657.805) ( 1.100.706) ( 7.284.519)
Net book value 31.12.2008 ......ccoveuerrreeierreeerrererenns (69.014.534 868.633 1.377.239 71.260.406
2009
Cost
Balance at 1.1.2009 ...c.covevrercrernicrreeereenenns 71.540.542 4.526.438 2.477.945 78.544.925
Additions during the year .......ccccoeeerrverinrenennnn. 497.626 219.478 248.884 965.988
Reclassified ..oovveninceernicnnceiceccne - ( 1.925.355) 0 1.925.355 0
Net foreign currency exchange differences ........ccevueeee 707.390 39.322 114.797 861.509
Disposal of a subsidiary .......c.ccccoveueiervrcinierencnnns ( 2.726.117) ( 15.329) ( 2.741.440)
Sales and disposals duting the year ......c.ccccocvvierenenne. ( 112.188) ( 112.188)
Balance at 31.12.2009 .....c.ocovverrceernnicnrereenrnne 68.094.086 4.657.721 4.766.981 77.518.788
Amortisation
Balance at 1.1.2009 ...c.ooeevvevcrenecrireeeirecenns ( 2.526.008) ( 3.657.805) ( 1.100.706) ( 7.284.519)
Amortisation duting the year .......cocoevevrcrninrunennns ( 327.081) ( 547.721) ( 874.802)
Impairment loSS ....ccueveverneeeeeicieiecie e ( 7.251.520) ( 7.251.520)
Net foreign currency exchange differences ........ocevueeec. ( 464.575) ( 32.388) ( 46.648) ( 543.611)
Disposal of a subsidiary .......c.cccoveueieervrcrninnencnnns 2.726.117 2.726.117
Sales and disposals during the year ......c.cccocueverennnne. 112.132 112.132
Balance at 31.12.2009 .....c.ooveerrcrernnienereennnne ( 7.515.986) ( 3.905.142) ( 1.695.075) ( 13.116.203)
Net book value 31.12.2009 .....c.ccoveuerrrecereeerrererenns 60.578.100 752.579 3.071.906 (64.402.585

The following useful lives are used in the calculation of amortisation.

SOFEWALE oo w2 T years
Capitalized development ... 5 years
Customer relationship .......ccevcvecniciininiciicnnnns 5 years
Oher v 3 - 15 years

13.1 Annual test for impairment

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

In petforming the annual impairment test of goodwill, an assessment is made as to whether the individual units of the company (cash-generating units) to
which goodwill relates will be able to generate sufficient positive net cash flows in the future to support the value of goodwill, trademarks with an indefinite
useful life and other net assets of the entity.

The estimates of future net free cash flows are based on budgets and business plans for the next five years and the terminal petiod. Key parameters are sales
growth, operating margin, future capital expenditure and growth expectations beyond the next five years. Discount rates which reflect the risk-free interest
rate with the addition of specific risks related to equity and liabilities in each patticular segment are used to calculate recoverable amounts.
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Measurement of trademarks is based on expected future cash flows for the trademarks on the basis of key assumptions about expected useful life and relief

from royalty rate and a theoretically calculated tax effect. A discount rate is used which reflects the risk-free interest rate with the addition of specific and

estimated future risks associated with the particular trademark.

The impairment losses recognised in the Consolidated Income Statement, as a separate line item within operating expenses, in respect of goodwill are as

follows:
2009 2008
DOMESHC BUSINESS w.vuiviieiiiiiiiciiiici s 5.828.321 1.122.602
International Business ..........cccceecuvcvvicicuvcncanee 1.423.199 1.274.766
TOtal IMPAIIMIENL «voceiiieiiiici s s 7.251.520 2.397.368
Domestic International
The key assumptions used for value in use calculations are as follows: business business

Long term growth rate .........

Weighted average revenue growth 2010 - 2014 ......cccoviiiiiinininiiiiiiecceieiciniaes 3%
WACC s

...... 2,5% - %

10% - 19%

0% - 2%
9%
10% - 11%

At 31 December the carrying amount of goodwill with an indefinite useful life for the Company’s cash-generating units, summarised at segment level, was as

follows:

14.
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2009 2008
Domestic BUSINESS .c.vuviiiiiiirir e 50.326.071 57.509.594
International Business ........ 10.252.029 11.504.940
Total GOOAWILL ...t 60.578.100 69.014.534
Subsidiaries

Principle place of Ownership
operation

MILA €hE. e Tceland 100,0%
ON-WAVES CHE. ottt ettt bbbttt ettt Global 83,0%
RAAIOMIOTUN €N, oottt ettt ettt e st et e s e s e s esesesesesesssesesssssssesesesasenas Tceland 75,0%
SENSA ENE. ettt a ettt ettt R R s e R s R s AR s s st nen e neee st esesenn Tceland 100,0%
SeNSA DI APS oottt R Danmark 100,0%
SIMINA DI APS oot e R Danmark 100,0%
SIMiINN DENMALK APS w.ouciuiiiiiicicie iR Danmark 100,0%
SIMINN UK L. oottt sesees UK 100,0%
Sirius IT HoldIng A/S ..o sassesssssnes Danmark 91,3%
Sirius IT DanmAark APS ....c.cieiuiuiiiciriicieie s sa s e Danmark 99,5%
SIS IT NOIWAY A/S ot sss s sasssenns Notway 97,8%
Svenska Sitius IT AB ..ot seseiena Sweden 98,6%
SIMINN DL 1o Iceland 100,0%
Skja miBlar €hf. ..o es Iceland 100,0%
Skjarinn ehf. ..o Iceland 100,0%
SEAKE ERE 1ot Iceland 100,0%
Taknivorut €hfl v Tceland 100,0%
Ja Upplysingaveittur €hf. ... e Tceland 100,0%

During the year 2009 the Company disposed of it's 100% interest in Aerofone Ltd, UK based telecommunication company. The carrying value of net
liabilities disposed of was ISK 107 million and the Company received ISK 71 million in cash consideration. The Company acquired additional 46,5% stake in
Txknivorur in the year 2009. Furthermore, the Company acquired additional stake in Sirius Holding.
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15. Associates

The Company's share in the operating result of its associated companies was a loss of ISK 26 million (2008: ISK 119 million).

Place of
registration and

operation Ownership % 2009 2008
Farsimagreioslur ehf. ..o Iceland 55,5% 15.794 11.530
Hid fslenska nimeraflutningsfélag ehf. .........cccccoeevnenac Iceland 25,0% 1.925 3.586
Nordisk Mobil Island ehf. ......oovvveeererrrveocrsssnrereennn. Iceland 50,0% 250 250
Audkenni ehf ....ocoevvevieiiiiecc Iceland 20,0% 40.000 0
Stefja ehf . Iceland 43,0% 56.184 0
Trackwell ADS ..o USA 50,0% 0 12.360
Visma Sirius Pharma Solutions .........cccveeiviieininieeninceeieenieens Sweden 50,0% 117.771 0
Bolignet A/S ... Danmark 33,3% 26.166 24.691
TOtal e 258.090 52417

In prior yeat, the Company held 62,7% intetest in Stefja ehf accounted for as an subsidiary. In beginning of 2009 the share capital of Stefja ehf was increased
and as a result the Company interest decreased to 43% and is now accounted as an associate. By end of the year the company acquired additional 15%
ownership in Farsimagteidslur, net assets by the end of the year was ISK 30 million. It has been accounted for as an associate but it will be consolidated into
the group from January 1, 2010. The Company acquired a 50% stake in Visma Sirius Pharma solutions, which is a information technology company in
Sweden. The Company acquired a 20% stake in Audkenni ehf, which is a information technology company in Iceland. All the Company's shares in associates
has been pledged as security against borrowings.

16. Investment

At the end of the year the Company owned shares in two foreign and eight domestic companies where the ownership was less than 20%.

17. Inventories

2009 2008
Finished goods ........ . . 1.111.510 835.187
Work in progress . . . 183.290 117.056
TV Programs fOr SCIEEMING ......vvrieimeiericiieieee ettt a s sn s e 377.257 325.124
Inventory total ....... . . 1.672.057 1.277.367

18. Accounts receivables

2009 2008
ACCOUNTS TECEIVADIES ..vuvvuieeieiririireieiiecict ettt ettt ese st enie 6.288.749 6.865.058
Allowances for dOUDIUl ACCOUNLS w.....vuiuiiiiiiiiii e ( 402.175) ( 386.855)

5.886.574 6.478.203

Movement in the allowance for doubtful accounts
Balance at beginning Of the YEATr ......c.ciiiiiiiiiiic s ( 386.855) ( 324.869)
Impairment losses recognised o £eCeiVabIEs ... . ( 159.766) ( 163.874)
Amount Written Off a8 UNCOIECHDIE .....ovvuiveiiieiiiiieieirieieteicee et ettt es et ssesesebenssteses 144.446 101.888
Balance at the end of the Year ... ( 402.175) ( 386.855)

In determining the tecoverability of an account receivable, the Company considers any change in the credit quality of the accounts receivables from the date
credit was initially granted up to the reporting date. The concentration of credit risk is limited due to the customer base being large and unrelated.
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19.

20.

21.

Other current assets

2009 2008
Detivative fINancial IISTIUMIEIES ..o.euiviieieieieiriririsieistet ettt ettt ettt ettt ettt sttt ettt ettt et ettt ettt ebebebebebebebebebetet st stetetetetens 10.450.570 10.450.570
Prepayments and accrued COME ... 413.135 351.908
OFNEL CULTENE ASSELS wuvuvuvevertereretetetetetetetetetetetetstetetetetetetetesesetetebebebebebebebebes et et et et et et et et et et et et et et ebebebebebebebebebebesststssesesees 595.574 620.253
OhEr CUTTENT ASSEES TOTAL 1uvuvuvtietetitetetetetee sttt ettt ettt ettt ettt b bbb b bt st sttt et ettt ettt b bbbk ek bbb ebebebeb et st et et et et et et etetenene 11.459.279 11.422.731

For the whole year 2008 Skipti hedged it's foreign exchange risk with derivative agreements with Glitnir bank and Kaupthing bank (the Banks). In eatly
October 2008 the Icelandic Financial Supervisory Authority (the FSA) used power granted by the Icelandic Parliament to take control of the banks. Later in
that month the FSA decided to transfer a substantial part of the Banks assets and operations into new banks, New Glitnir bank and New Kaupthing bank (the
New Banks). However, as a general rule the New Banks did not take over derivative agteements, including Skipti’s hedging agreements. Skipti formally lodged
claims against New Glitnir and New Kaupthing in 2009. The claims are based on the EUR/ISK rate from the Central Bank of Europe whereas in Skipti's
financial accounts for 2009 the claims are based on exchange rates presented by the Icelandic Centreal Bank on the due dates in case of Glitnir and on
Kaupthing's own calculations on due dates. Glitnir bank have declined Skipti's claim to set off the assets under the agreement of total ISK 9.510 million
(2008: ISK 9.510 million) against Skipti's debt at the Bank. The final treatment of Skipti's derivative agreement at the Bank is therefore subject to uncertainty.

Share capital

Issued shares, all fully paid, at year end totaled of 9.650 million shares with a par value of ISK 1 per share. Own shares amounted to ISK 925 million.

Non-current liabilities:

Borrowings are specified as follows by cutrency denominations: 2009 2008
L0aNS 10 USD ..ottt e s 9.163.581 9.382.471
Loans in EUR PP 14.173.480 13.985.550
L0aNS N GBPcoiiiiii b s 6.118.891 5.625.615
L0ANS I JPY i e 6.892.966 7.665.572
L0an8 N CHE L. s 13.910.807 14.136.624
L0ans N DI oo s bbb 9.345.822 8.480.585
L0ans i ISK ..o s 24.364.170 21.661.090
Cutrent Matutities Of DOITOWINGS......uuiuiiiiiiiiiici bbb s ( 3.850.224) ( 3.573.319)
80.119.493 77.364.188
Annual maturities of borrowings are specified as follows:
2009 2008
Mature WIthin T YEAL. ... b 3.850.224 3.573.319
Mature DEtWEEn 1 And 3 YEAS..c.vuvueiieeirciciiieiieieieeicireteeie ettt bttt ettt ettt sttt nees 5.797.383 7.212.467
Mature DEtWEEN 3 AN 5 YEALS...uvuvuiiieireieiiieiseieieeietseteeie et tee ettt bbbttt ettt ettt naen 74.274.644 48.666.170
MALULE AFLEE 5 YEALS...viiiiiiiiiiiiiiice bbbt 47.466 21.485.551
Total borrowings, including current MAtUIHES.....c.cveveevmeereeeeeeriercreeeeretereereieeseeeeiseeens 83.969.717 80.937.507

Skipti is engaged in discussions with its creditors which have requested that repayment of the company’s debt is accelerated from the terms stipulated in the
loan agreement. Skipti’s liquidity position is strong, with the company holding a net cash of over ISK 20 billion at the tutn of the year. However, the
company’s debts have increased with the fall of the Icelandic kréna, as a part of the company’s borrowings are in foreign cutrencies. Skipti had enteted into
currency swap agreements with the Icelandic banks to hedge against the fall of the kréna, however the banks have failed to fulfil the contracts. When the
debt, calculated in Icelandic kréna, increased it was the assessment of the creditors that the terms of the loan agreement had been disrupted, and they
requested acceleration in repayment of the loan facilities using available cash at Skipti. The Company is engaged in constructive discussion with its creditors
on this issue and the Directors expect to reach a conclusion shortly.

The terms of the loan agreement include various provisions that limit certain actions by the Company without prior consulting with the lenders. In addition
the loan agreements include certain financial covenants.
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22. Deferred tax for the Company is specified as follows:

Analysis of movements in the net deferred tax balances during the year is as follows: 2009 2008
Deferred tax at the beginning Of the YEAL .....c.ccciiiiiiiiiiiccccc e et 267.560 ( 304.731)
Exchange rate difference and changes within the roup ... 600.509  ( 254.047)
Income tax posted to the INCOME STALEMENT ....vvvveveereircierieieceee e e ( 199.683) 582.998
Credited dIfeCtly tO EQUILY ....vuiiuieiicrciietecee ettt st s ( 54.418) 243.340
Deferred tax liability at the end Of the FEAL ..o sees 613.968 267.560
The deferred tax asset is allocated as follows:
Property and EQUIPIMENL c....uvuiverieiieiieei iR ( 945.937) ( 868.571)
CULTEIE ASSELS vuvevevevtreretetetetetetetetetetet st et et et et et ettt et et et e bt et ese st esesesesebeses et et et st et et et et et et st esesesesesesesesesesenesesesesesessens 31.347 5.343
Hedge reserve ..... e e 177.869 243.340
ONEE IEEIMIS wuvuvviiecicieieictet ittt ettt ettt bbbtk et s bbb b teaeee ( 273.778) ( 149.494)
Tax 0SS CALLY-FOIWALAS ..vuvuiricricriciieiicte st sa s 1.624.467 1.036.942
Deferred tax asset at the end Of the AL .......ccuiiiiiiiiiicce e aes 613.968 267.560
Analysed in the balance sheet, after offset of balances within countties, as:
DIELETTEA TAX ASSEL 1ruvureieieieieiieiieisee ettt ettt sttt et s s s s st s s et st srenensnnnnnnn 1.017.207 513.881
Deferred tax HADILY ......cocuieeiciiirieiieiierieciecieicteeeee ettt ee s enee ( 403.239) ( 246.321)
613.968 267.560

Mortgages and guarantees

23, Assets of the Company are mortgaged to guarantee loans, which amount to ISK 53,101 million at the end of the year 2009.

24, The Company has guaranteed loans for Farice hf. that are nominated in foreign currencies and amounted to ISK 1.691 million at the end of the year. The
Company's commitments on the lease of a submarine telecommunications cable amount to ISK 289 million annually until 2012. The Company's
commitments on account of housing leases amount to ISK 724 million annually. The leases expire in the years 2010-2018

25. Related party transactions

Transactions between the Company and its subsidiaries, which are related parties of the Company, have been eliminated on consolidation and are not
disclosed in this note.

The Company had no material transactions with related parties in 2009.

Events after the balance sheet date:

26. There have been no material post balance sheet events that have not already been disclosed and would require adjustments to the statements.

27. The consolidated financial statements wete approved by the boatrd of directors and authorised for issue on the 22 March 2010.
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