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Key figures

Management's presentation of the operation of Landsvirkjun

Amounts are in USD thousand

2009 2008 2007 2006
Operation *
OPErating rEVENUES ......ccceeuuereeeieeeeesiiieeaeaanteeeeseneeeessnnneens 299,788 452,027 368,824 343,511
Realised aluminium hedges, income (EXPENSES) ................. 42,526 ( 54,759) ( 59,447) 50,963)
Total Operating reVENUES ......cccvvveeiiiieee e eeee e eee e, 342,314 397,268 309,377 292,548
Operating EXPENSES ....ceevruerreeiireeaeaaireeeeaaeereessneeeeeenaeeeeas 70,655) ( 100,512) ( 105,800) 102,805)
EBITDA L. e e 271,659 296,756 203,577 189,743
Depreciation and impairment 10SS ........ccccoecvveeeviieeeesiieennn 114,321) ( 105,532) ( 81,960) 76,932)
BB T e e 157,338 191,224 121,617 112,811
Financial ite€MS ......eeiiiiieee e 52,602 ( 605,804) 505,085 212,470)
INCOME TAX ettt e e e e e ee s 16,944) 70,048 ( 167,444) 277,230
Profit/(loss) of the year .....cccccovviee i 192,996 ( 344,532) 459,258 177,571
Balance Sheet
TOAl ASSELS .. e 4,803,522 4,619,220 5,142,303 4,279,794
EQUILY ©eeeeiiiiee et 1,564,487 1,376,792 1,600,145 1,143,272
LIGDIltIES ...veeeeiieeie e 3,239,035 3,242,428 3,542,158 3,136,522
Cash Flow
Funds from operation (FFO) ........cccceiiiineiiiiee e 186,869 223,007 135,886 151,377
Cash flow from operation .........cccccccveeviereiniiee e 197,023 184,350 138,522 146,789
INvesStMeNt aCtiVItIeS .........ooveeeeeriiie e 120,533) ( 374,797) ( 532,526) 731,967)
Financing activities ...........occoeeeiiiiiie e 4,572) 168,586 506,937 601,544
Liquidity
Cash and cash equivalents at year end ............ccccceeeviveeennne 194,248 124,993 179,578 74,963
Undrawn revolving credit facility ..........ccocoeeveiviieneiiiieeens 281,600 350,000 350,000 350,000
Total IQUIAITY ...ooeeeeeieeeeceee e 475,848 474,993 529,578 424,963
Key ratios
RELUIN ON @QUILY ...eveiiiiiiee it 14.0% -21.5% 40.2% 18.3%
EQUILY TALIO .eveeieeiee e 32.6% 29.8% 31.1% 26.7%
EBITDA/INtEreSt EXPENSES .....vvveveeiiiireeeiieeeesanieeeeanneeeeenanes 2.94x 1.67x 2.21x 2.07x
FFO / net liabilities ** ......cc.ooieiee e 6.6% 7.8% 4.7% 5.6%
FFO /iNterest EXPENSES .......coeevivireeiiiiereeaiiieeeeeeeeeennneeeens 2.02x 1.25x 1.47x 1.65x
Net liabilities / EBITDA .....ooiiiieee e 10.39x 9.60x 14.26x 14.18x
Credit rating at year end
Standard & POOI'S ......coociiiiiiiee e BB BBB- A+ A+
1Y Fo o T | Baa3 Baal Aaa Aaa
Other criterion for Landsvirkjun (parent company)
Installed power at year end (MW) ........ooeviiiiieiiiiiiee e 1,860 1,860 1,860 1,170
SalES IN GWH ..o 12,546 12,746 8,903 7,892
No. of employees based on full time employment ............... 179 180 212 208
Sales per eMplOYEE .........ovveviiiiieeiee e 70 71 42 38
Research and development ..........c.cccceeeiiiieeeeiccin e 23,601 48,363 32,877 18,448
Accident frequency: H200%** ............ccoiieiiiiee e 11 0.4 0.7 n.a.

* Hedges, income (expenses) related to electric power sale agreements have been transferred from financial items to operating income

** Net liabilities are long term loans including current maturities less cash

*** H200 is the number of absence accidents per each 200,000 working hours



Endorsement by the Board of Directors and Managing
Director

Landsvirkjun's objective is to operate in the energy sector and to engage in other business and financial operations
according to the decision of the Board of Directors at each time. The Company's consolidated financial statements
include, in addition to the parent company, five subsidiaries, Landsnet hf., Fjarski ehf., Hraunaveita ehf., Icelandic
Power Insurance Ltd. and Landsvirkjun Power ehf., in addition to three subsidiaries of Landsvirkjun Power ehf.

The financial statements of Landsvirkjun for the year 2009 are prepared in accordance with International Financial
Reporting Standards (IFRS) as adopted by the EU. The functional currency of the Company is USD and amounts in
the financial statements are rounded to the nearest thousand USD.

The Group's operating income amounted to USD 299.8 million in the year 2009 compared to USD 452 million in the
previous year. Income thus decreased by USD 152.2 million which is mainly explained by lower energy price to
aluminium companies due to decrease in the world market aluminium price and the decreased income on energy
sale in the domestic market between years in USD due to the depreciation of the ISK. Realised aluminium hedges
amounted to USD 42.5 million in the year 2009 but in the previous year the amount of USD 54.8 million was
expensed related to such hedges. Taking realised hedges into account, the decrease in income from the previous
year amounted to USD 54.9 million. Operating expenses amounted to USD 185 million in 2009 compared to USD
206 million in 2008. The Company's operating profit thus amounted to USD 114.8 million in 2009 compared to USD
246 million the previous year. When taking into account the aforementioned hedges, operating profit decreases
modestly and amounts to USD 157.3 million compared to USD 191.2 million the previous year.

Financial income in excess of financial expenses amounted to USD 95.1 million in the year 2009, but in the year
2008 financial expenses in excess of financial income amounted to USD 660.6 million. The change between years
amounts to USD 755.7 million. The main reason for this significant difference between years is that the value of
embedded derivatives increased by USD 253.3 million in the year 2009 but decreased by USD 497.2 million in the
year 2008. Foreign exchange difference is negative in the year, which is mainly explained by changes in EUR
against the USD. Profit on fair value changes in derivative agreements is mostly unrealised which must be taken into
account in the analysis of the Company's results. Realised aluminium hedges amounted to USD 42.5 million in the
year 2009 compared to expensed hedges to the amount of USD 54.8 million the prior year as previously mentioned.
Interest expenses decreased by USD 85.2 million between years due to a decrease in floating interest rates during
the year, but Landsvirkjun some time ago made the decision to maintain for some time floating rates on the main part
of its loan portfolio. According to the income statement, profit amounted to USD 193 million compared to a USD
344.5 million loss in the previous year.

Landsvirkjun has entered into derivative agreements in order to manage risk. Agreements have been made due to
interest rate risk and foreign currency risk. In addition, derivative agreements have been made in order to hedge risk
due to fluctuations of aluminium prices in the global market as part of income is based thereon. Positive fair value of
aluminium hegdes amounted to USD 5 million at year end 2009. Fair value of other derivative agreements at year
end 2009 was negative by USD 67.7 million. Fair value of embedded derivatives in Landsvirkjun's electric power
sales agreements with aluminium companies after deducting the fair value of embedded derivatives in electric power
purchase agreements is positive and their fair value is measured at USD 423 million at year end 2009.

Landsvirkjun has granted Landsnet hf. loans on market terms to the amount of USD 377.7 million and those
transactions have been eliminated in the consolidated financial statements. The majority of the loans were granted in
connection with the establishment of Landsnet and the spinning off of the company from Landsvirkjun.

Equity at year end 2009 amounted to USD 1,564 million compared to USD 1,377 million at year end 2008 according
to the Balance Sheet and the Company's Board of Directors proposes that the profit of the year be recognised as
increase in equity. The Company's Board of Directors proposes that no dividends be paid but otherwise refers to the
notes to the financial statements and statement of equity for further changes in equity.
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Endorsement by the Board of Directors and Managing Director, contd.:

The financial position of the Company is adequate as is its liquidity position due to cash balance and an undrawn
Revolving Credit Facility signed in the year 2005. Landsvirkjun is no longer exposed to construction risk after the
Kéarahnjukar power plant was taken into use and the Company has not made any committments on new power
projects. It is the opinion of the management of Landsvirkjun that the Company is able to meet its obligations into the
year 2012 though no access to new capital will become available during that time. The Company is working on
refinancing and its management is confident that it will be concluded within that time. The Company will not
undertake any further major investments unless financing is secured.

The city of Reykjavik and the town of Akureyri provide a quarantee of collection together with the State for all
obligations of Landsvirkjun, entered into before the end of year 2006. From the beginning of year 2007, the State
and Eignarhlutir ehf. provide a quarantee of collection for all of Landsvirkjun's obligations entered into after that date.
The Company's payments due to guarantees for long-term loans amounted to USD 7.2 million in the year 2009.

Statement of the Board of Directors and the Managing Director

According to the best knowledge of the Board of Directors' and the Managing Director, the financial statements are in
accordance with International Financial Reporting Standards as adopted by the EU and it is the opinion of the Board
of Directors and the Managing Director that the financial statements give a fair view of the Company's assets,
liabilities and financial position as at December 31, 2009 and the Company's results and changes in cash in the year
2009.

Furthermore, it is the opinion of the Board of Directors and the Managing Director that the financial statements and
the Endorsement by the Board of Directors for the year 2009 give a fair view of the Company's results, financial
position and development and describe the main risk factors faced by the Company.

The Board of Directors and the Managing Director hereby confirm these consolidated financial statements with their
signature.

Reykjavik, 19 March 2010.

The Board of Directors:
Bryndis Hl6dversdottir
Sigurbjorg Gisladottir
Ingimundur Sigurpalsson
Pall Magnusson

Stefan Arnérsson

Managing Director:

Hordur Arnarson
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Independent Auditor's Report

To the Board of Directors and owners of Landsvirkjun

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

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these 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 misstatements, 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 financial statements based on our audit. We conducted our audit
in accordance with International Standards on Auditing. Those standards require that we comply with relevant ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free of material misstatement.

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

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

Opinion
In our opinion, the financial statements give a true and fair view of the financial position of Landsvirkjun as at

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.

Reykjavik, 19 March 2010.

KPMG hf.
Reynir S. Gylfason
Arni Claessen
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Income Statement for 2009

Notes 2009 2008
Operating revenues
POWEE SAIES ...ttt e e e e e e e e e e e st e e eeaaas 251,492 388,368
TEANSMISSION ...vtiiiiiiie ittt ettt ettt e e sbe e bb e e e et e e sbnee s nenee s 44,329 53,268
(@)1 aT=T g T [oT0] o 1 1= TR 25 3,967 10,391
299,788 452,027
Operating expenses
ENnergy ProduCtiON COSES ......oiiiiiuiiiiieaiiiiiee et e et e e e e e e e erneee e e enes 112,103 120,710
TrANSMISSION COSES ...iiiuiiieiiiie ettt et et e et e b e e nnnees 31,474 36,435
Cost of general reSEarch ... 11,868 8,073
Other Operating EXPENSES .......uueiiiiiiiiiiie ittt e naes 28 29,531 40,826
184,976 206,044
OpPErating Profit ... s 114,812 245,983
Financial income and (financial expenses)
INEEIESE INCOIME ...ttt et st e e 5,907 15,390
Interest expenses ( 92,493) ( 177,742)
Net income (expenses) on financial assets and liabilities ...............cccceeeeenns ( 102,923) 57,815
Fair value changes of embedded derivatives .............ccoccevvieiriicnieee e 52 253,304 ( 497,167)
Realised aluminium hedges ... 52 42,526 ( 54,759)
ASSOCIAted COMPANIES ....oeevieiirie et s 35 ( 11,193) ( 4,100)
29 95,128 ( 660,563)
Profit (10SS) BefOre taXeS .. ..uuiii i 209,940 ( 414,580)
INCOMEB TAX ...ttt e e e e e s et ee e 30 ( 16,944) 70,048
Net profit (10SS) fOr the YEAr .....cccvviiiiiii e 192,996 ( 344,532)
Attributable to:
Owners of the parent CoOmMPaNY ... 188,801 ( 293,384)
Subsidiaries MIiNOrty INTErEST ..........coviiiiiie e 4,195 ( 51,148)

192,996 ( 344,532)

Notes 1 to 60 are an integral part of these financial statements.
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Statement of Comprehensive Income for the year 2009

2009 2008
Profit (10SS) fOr the Year ...ccoo e 192,996 ( 344,532)
Operating items moved to equity
Translation difference due to functional CUrrency .........ccccceveeeviciieeee e, ( 1,827) ( 52,037)
Revaluation of NON-CUITeNt aSSELS .......ccccciiiiiiiiiiiiieeeee e 0 212,998
Income tax on revaluation of NON-CUIreNt asSets .........occcvveveeeviiiieree e, 0 ( 31,950)
Change iN taX FALIO ......eiiiiiiiiiee e e e e e e eas ( 3,474) 0
Total operating items moved to equity ( 5,301) 129,011
Total Comprehensive Income (loss) for the year 187,695 ( 215,521)
Profit (loss) attributable to:
Owners of the parent COMPANY ........cccuuiiieeiiiiiir e 185,492 ( 208,360)
Subsidiaries Minority INTErest ..o 2,203 ( 7,161)

187,695 ( 215,521)

Notes 1 to 60 are an integral part of these financial statements.
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Balance Sheet as at 31 December 2009

Assets Notes 2009 2008

Non-current assets

Property, plant and eqUIPMENt .........cooiiiiiiiiie e 31 3,737,504 3,789,129
Projects under CONSLIUCHION .........uuiiiiiiiiiii et 12,441 12,243
INtANGIDIE ASSELS .. .viiiiiiii e 32 141,523 138,077
Derivative financial INStIUMENTS ..........oovvieiiiiiiiiiieeeeeiee e 34 431,822 287,513
ASSOCIated COMPANIES ......vvvieieeiiiiiiie et e st e e e e e e e e e e e tbaeaae s 35 2,367 13,342
Shares in Other COMPANIES .......ooiuiiiiie e 36 248 127
Long-term notes reCeIVabIE ...........evviiiiiiiii e 334 246
DLy (=14 =10 I v D = (1] PR 38 112,472 133,409

Total non-current assets 4,438,711 4,374,086

Current assets
[ aNVZ=T o] (o] =Y UPRR 39 4,159 4,269

Accounts receivables and other receivables 40 108,858 98,374
Derivative financial instruments 34 57,546 17,498
Cash and cash equivalents ..................... 41 194,248 124,993
Total current assets 364,811 245,134
Total assets 4,803,522 4,619,220
Equity and liabilities
Equity
OWNETIS' CONLIDULIONS .veeiiiei e e e e e e e e e e 42 586,512 586,512
Revaluation aCCOUNL .........uviiieiiiiiiiie et e e e e e e e e s srbaaeeeeeaaes 43 110,556 116,268
Translation differEnNCe ........oooi i 43 ( 34,702) ( 33,670)
(@1 =T =T U1V SR PSPP PP 878,621 686,384
Equity of the owners of the parent company 1,540,987 1,355,494
MINOTIEY INEEIEST .oeiieiiiieii e e e e e e e e e e s aareeeas 23,500 21,298
Total equity 1,564,487 1,376,792
Long-term liabilities
LONG-terM deDL ...oeii e 44 2,750,923 2,789,261
Accrued pension labilities ..o 46 21,978 22,118
Obligation due to demOolition ..........coccuiiiiiiiiiii e 47 4,663 3,936
Derivative financial INStIUMENTS ..........oovviiiiiiieiiieeeecee e 34 96,113 123,971
2,873,677 2,939,286
Current liabilities
Accounts payable and other payables ...........cccoocoiiiiii 48 65,115 95,537
Current maturities of long-term debt ...........cccoooiiiiieiiiii e 45 267,197 186,008
Derivative financial INStIUMENTS ..........ovvvveiiiiiie e 34 33,046 21,597
365,358 303,142
Total liabilities 3,239,035 3,242,428
Total equity and liabilities 4,803,522 4,619,220

Notes 1 to 60 are an integral part of these financial statements.
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Statement of Equity from January 1, 2008
to December 31, 2009

Equity
attributable to
Owners' Revaluation Translation Other the owners of Minority Total
contribution account difference equity the company interest equity
Changes in equity year 2008
Equity at January 1 2008................ 586,512 0 (687) 985,861 1,571,686 28,459 1,600,145
Translation difference .................... (32,982) (32,982) (19,055) (52,037)
Revalution of non-current
ASSELS. i 138,831 138,831 74,167 212,998
Income tax effect of
revaluation.............cccccoeeeeeieiieinn, (20,825) (20,825) (11,125) (31,950)
Loss of the year.........c..cceveveeeennns (293,384) (293,384) (51,148) (344,532)
Total loss of the year....................... 118,006 (32,982) (293,384) (208,360) (7,161) (215,521)
Depreciation transferred.................. (1,738) 1,738 0 0
Dividends paid...........ccccceeviiiiienennn. (7,831) (7,831) (7,831)
Equity at 31 December 2008........... 586,512 116,268 (33,670) 686,384 1,355,494 21,298 1,376,792
Changes in equity year 2009
Equity at January 1 2009 ............... 586,512 116,268 (33,670) 686,384 1,355,494 21,298 1,376,792
Translation difference ..................... (1,033) (1,033) (794) (1,827)
Change in tax ratio .......c..ccccvveeeennn. (2,276) (2,276) (1,198) (3,474)
Profit of the year ........cccccceeeevinnne. 188,801 188,801 4,195 192,996
Total profit of the year ................... (2,276) (1,033) 188,801 185,492 2,203 187,695
Depreciation transferred.................. (3,436) 3,436 0 0
Equity at 31 December 2009 .......... 586,512 110,556 (34,702) 878,621 1,540,987 23,500 1,564,487

Notes 1 to 60 are an integral part of these financial statements.
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Statement of Cash Flows for 2009

Operating activities
Cash received from CUSIOMENS ........coiiiiiiiiieiiie e
Cash EXPENSES ...
From operation excluding interest ...........cccvvveeeeiiiiiieee e
INterest iNCOME rECERIVED ........coiiuiiiiieiiieie e
Interest expenses and foreign exchange difference paid ....................
Hedge diShursements ............oeiiiiiiiiie e
Cash flow from operating activities

Investing activities

Kéarahnjukar project - hydropower station ..........c.cccceevieeeniieesiineeneeen.
TPANSIMISSION ...ttt bbbt e e e e
Development costs
Purchased shares .........

Sold shares ......cccccoeeeviiiiieeiiieee,
Other capital expenditure
ASSELS SOI <.
Unpaid construction cost, Change .........cccccveeeiiiiiiii e

Other receivables, change .........cccccoccvieiie e

Financing activities

Cash dIVIENAS ....oooveiiiiiiieie e
NEW OGNS ...ttt a e e e e e e e neaeeeas
CUITEINCY SWAPS oiieeeiieeiiiiinirirttrer e e reteeeaaeaeaeaeaaaaasssasasssnsnsnesenenseneeee
Amortization of long-term debt ...,
Short term [0ans, ChaNQe ........cooiviiiiiiei e

Increase (decrease) in Cash ..o

Effect of exch. diff. on cash and cash equivalents ..........................

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

Cash and cash equivalents at end of year ........cccoccoeeiiiiiiineeniinne

Financing and investing activities not affecting cash flow:

Assets available for sale ..............ooo oo,
Finance lease agreements .......ccccoocvvieeeeiiiiieiee e e eiveee e

Notes 1 to 60 are an integral part of these financial statements.

Notes

2009 2008
311,182 455,977

( 68,249) ( 112,499)
242,933 343,478

4,632 17,049

( 95,884) ( 115,800)
45342 60,377)

197,023 184,350

( 30,236) ( 189,457)
( 21,303) ( 12,084)
( 14,997) ( 55,134)
( 1,791) ( 11,334)
68 0

( 13,377) ( 15,220)
94 8,119

( 14,075) ( 70,646)
( 95,617) ( 345,756)
( 24,916) ( 29,041)
( 120,533) ( 374,797)
0 ( 7,831)

195,698 449,882

4,818 54,425

( 205,088) ( 288,535)
0 ( 39,355)

( 4,572) 168,586
71,918 ( 21,861)

( 2,663) ( 32,724)
124,993 179,578

194,248 124,993

0 ( 12,560)

0 12,560
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Notes

Reporting entity

1. Landsvirkjun
Landsvirkjun is a partnership having its place of business in Iceland and its headquarters at Haaleitisbraut 68,
Reykjavik. Landsvirkjun operates on the basis of the Act on Landsvirkjun no. 42/1983. The Company's main
objective is to engage in operations in the energy sector. The financial statements include the consolidated
financial statements of the Company and its subsidiaries.

2. Basis of preparation
Significant accounting policies used in the preparation of these financial statements are identified below.

a. Statement of compliance
The consolidated financial statements have been prepared in accordance with the International Financial
Reporting Standards (IFRS) as adopted by the EU.

The Company's Board of Directors approved the presentation of the financial statements on 19 March 2010.

b. Basis of measurement
The financial statements have been prepared on the historical cost basis except for the following assets and
liabilities, which have been measured at fair value: derivative financial instruments, long term receivables,
transmission, telecommunications system, trading financial assets and liabilities and shares in other companies.

Fixed operating assets of the subsidiaries, Landsnet hf. and Fjarski ehf., were revalued in the year 2008.

Fixed assets and asset groups available for sale are recognised at the lower of the book value and the net fair
value.

c. Presentation and functional currency
The financial statements are presented in USD, which is the parent Company's functional currency. All financial
information presented in USD has been rounded to the nearest thousand, unless otherwise stated.

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

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised and the effect of the changes are entered in the periods that the changes are made and in
subsequent periods if the change also affects those periods.

Information on management's estimates and decisions made in relation to the application of accounting methods
that significantly affect the financial statements are presented in the following notes:

- note 31 property, plant and equipment
- note 32 intangible assets

- note 34 derivative financial instruments
- note 46 pension fund obligation

- note 52 aluminium price risk

Significant accounting methods
Accounting policies set out below have been consistently applied to all periods presented in these financial
statements, and to all companies within the group.
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Notes, contd.:

3. Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power to govern
the financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that currently are exercisable are taken into account. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences until the
date that control ceases. Financial statements of subsidiaries have been taken into account. When the
Company’s share of losses exceeds its interest in a subsidiary, the carrying amount of that interest is reduced to
nil and the recognition of further losses is discontinued except to the extent that the Company has an obligation or
has made payments on behalf of the subsidiary. In case of a profit on the operation of a subsidiary in a
subsequent period, a share in their profit is not recognised until a share in a loss has been fully set off.

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

c. Subsidiaries with other functional currency
Assets and liabilities of a subsidiary with other functional currency than the parent company are translated to USD
at the exchange rate ruling at the accounting date. Income and expenses of that operation are translated to USD
at the average exchange rate of the period. The exchange rate difference arising from the translation is entered
as a specific item under equity. Amounts in the statement of cash flows are translated to USD at the average
exchange rate of the period. The exchange rate difference arising from the translation to USD is entered as a
specific item in the statement of cash flows.

4. Associated companies
Associated companies are those companies in which the Company has significant influence, but not control, over
the financial and operating policies. Significant influence is presumed to exist when the Company holds between
20 and 50 percent of the voting power of another entity, including any other possible voting power.

The financial statements include the Group's share in the income and expenses of associated companies
according to the method of association, from the date that significant influence commences until the date that
significant influence ceases. When the Group's share of losses exceeds the book value of an associated company
the book value is reduced to nil and the recognition of further losses is discontinued except to the extent that the
Group has an obligation or has made payments on behalf of the associated company. If in subsequent periods
there is a profit on the operation of associated companies, the share in the profit is not recognisd until previous
share in losses has been balanced.

5. Operating revenues
Revenues from sales and transmission of electricity consists of sales supplied to power intensive industries and
public utilities based on delivery during the period. Other service income is also recognised when earned or upon
delivery.

6. Interestincome and expenses
Interest income and expenses are recognised in the income statement as they accrue using the effective interest
method. Interest income and expenses include bank rates, premium, realised interest rate swaps and other
difference arising on initial book value of financial instruments and amounts on the date of maturity using the
effective interest method.

Effective interest is the imputed rate of interest used in determining the current value of estimated cash flow over
the estimated useful life of a financial instrument or a shorter period if applicable, so that it equals the book value
of the financial asset or liability in the balance sheet. When calculating effective interest rate the Company
estimates cash flow taking into account all contractual aspects of the financial instrument.
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Notes, contd.:

7. Netincome (expenses) on financial assets and liabilities
Net income (expenses) on financial assets and liabilities include profit and loss on current assets and liabilities
and all redeemed and unredeemed fair value changes, dividends and changes in foreign exchange difference.
Dividend income is recognised in the income statement when distrubution of dividends has been approved.

8. Foreign currency transactions
Transactions in foreign currencies are recognised at the exchange rate ruling at the dates of the transactions.
Monetary assets and liabilities denominated in foreign currencies are recognised at the exchange rate ruling at the
end of the period. The foreign currency gain or loss thereon is recognised in the income statement. Non-monetary
assets and liabilities measured at cost value in a foreign currency are translated to USD at the exchange rate
ruling at the date of the transactions. Tangible assets and liabilities recognised in foreign currencies at fair value
are translated to USD at the exchange rate ruling at the date of determination of fair value.

9. Impairment

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

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

Impairment loss on financial assets is recognised in the income statement. Accumulated loss on available for sale
financial assets, previously recognised among equity, is recognised in the income statement when the
impairment loss has been incurred.

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

b. Non-financial assets
The carrying amounts of the Company’s non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, then the asset’'s recoverable amount is estimated. Impairment tests are carried out at least once a year on
intangible assets with undetermined useful life.

Impairment loss is recognised when the book value of the asset or its cash generating unit exceeds its
recoverable amount. A cash generating unit is the smallest distinguishable asset group that generates cash,
which is mostly independent from other units or unit groups. Impairment loss is expensed in the income
statement and later proportionally as reduction in the book value of other assets pertaining to the unit.

The recoverable amount of non-financial assets or its cash generating unit is the greater of its sales value or its
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.

An impairment loss in respect of non-financial assets is reversed if there has been a change in the estimates used
to determine the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying
amount does not exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.
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10. Income tax
Income tax on the results for the year consists of current tax and defferred tax. Income tax is recognised in the
income statement except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or
substantively enacted at the reporting date.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
against the asset.

A deferred tax asset is recognised in the financial statements. Its calculation is based on the difference in balance
sheet items, according to the tax return, on the one hand, and the consolidated financial statements on the other.
The difference thus arising is due to the fact that the tax assessment is based on other premises than the Group's
financial statements and is in main respect a temporary difference as expenses are in general entered in the
financial statement in an another period than in the tax return.

11. Intangible assets
Intangible assets are recognised at cost value, less impairment loss and amortization.

Expenditure for general research cost is expensed in the period it incurs. Development cost for future power
projects is capitalised among fixed assets. The development cost is only capitalised if there is probability of future
economic benefit and the Company intends and is able to conclude, use or sell it. The cost is not depreciated at
this stage but account is taken for possible impairment loss if a project changes.

Water and geothermal rights are capitalised in the balance sheet at cost value as intangible assets with unlimited
useful life.

Other intangible assets are stated at cost less accumulated amortization and impairment loss.

Subsequent cost is only capitalised if it increases the estimated future economic benefit of the asset it relates to.
All other cost is expensed in the income statement when incurred.

Depreciation is calculated on a straight line basis, based on the estimated useful lives of intangible assets from
the date that they become applicable. Estimated useful life is specified as follows:

5101017 (=PRI 25% 4 years

12. Fixed assets
Fixed assets are initially measured at cost.

The Group's transmission and telecommunication systems are recognised at a revalued cost in the balance sheet,
which is their fair value less depreciation from the date of revaluation in 2008. The revaluation of those assets will
be carried out on a regular basis. All value increase due to the revaluation is recognised in the revaluation
account among equity after income tax effect. Depreciation of the revalued cost is recognised in the income
statement. Upon sale or disposal of an asset, the part of the revaluation account pertaining to the asset is
transferred to retained earnings.

Other operating assets are capitalised at cost less accumulated depreciation and impairment.
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12. Fixed assets, contd.:
Initial value of fixed assets includes the estimated cost of demolition following their use. Estimated demoliton cost
of power lines has been measured at discounted value based on the useful life and an obligation in relation
thereto has been recognised among long-term liabilities. An increase in the obligation due to the discounted value
is expensed through the income statement in addition to depreciation of demolition cost.

Cost value consists of all cost incurred due to the acquisition of the asset. Cost value of fixed assets constructed
in own account is the aggregate cost of construction, such as cost of material and salaries in addition to all other
cost the Company incurs in making the asset operative.

If single items of fixed assets have different estimated useful lives they are divided in accordance with their
different useful lives.

Interest expense on loans used to finance the cost value of projects are capitalised at the time of construction.
Interest is not calculated on development cost. After the assets have been taken into use, interest expense is
recognised in the income statement.

Depreciation

Depreciation is calculated as a fixed annual percentage based on the estimated useful lives of the operating
assets.

Depreciation method, estimated useful life and residual value are reassessed at each accounting date.

Depreciation ratios and useful life are specified as follows:

Useful
Depreciation life

Power stations:
Powerhouses and Other StIUCIUIES ...........ccoocuiiiiiiiiiiiie e 1,67% 60 years
= Ted a1 1= Y PSP TSPUPRRTN 2,5-6,67%  15-40 years
DamS AN WALEIWAYS ....uveiieeiiiiiiieeeeeitiiiee e e e sitrer e e e e s e e e e e s satae e e e e s ssatbaeeaesanntaeeaeessnens 1,67-3,33%  30-60 years
TREIMIAI STALIONS .. .eeeeiieiei et e et e e et e e e s et e e s e s et eeseba e e e seaaasessenneeerenans 1,67-6,67%  15-60 years
Y011 =1 1 (o] o 1= R PP PRPN 2,5%-5%  20-40 years
oo MY =Y G [T [T 2,00% 50 years
(O3 ToT=3 o TU 1o 113V [PPSR 2,00% 50 years
[0 [UT] o] 4= o S RSO ROUUPRRTIN 10-25% 4-10 years
RV =] T [od L= PSSO UPRP 10-20% 5-10 years
(@] (o= 1 {1 o] = TR 5,00% 20 years
IVIGISTES ettt e e e e e e e e e bbbttt ittt e e et e aaaaaaeaaaaanes 7,00% 15 years
Telecommunication BUIAINGS ......o.eeeeiiieie e 6,00% 17 years
Other telecommunication EQUIPMENT ........viiiieiiiiieiee et e e e e e ebaeeeeeeanes 14-15% 7 years

13. Financial instruments

a. Non-derivative financial instruments
Non-derivative financial instruments consist of investments in shares and bonds, accounts receivable, other
receivables, cash and cash equivalents, borrowings, accounts payable and other short-term liabilities.

Non-derivative financial instruments are recognised at fair value at initial recognition. In case of financial
instruments, not measured at fair value through income statement, all direct transaction cost is entered as
increase in the fair value at their initial recognition, with the exceptions described here below. Following an initial
registration non-derivative financial instruments are recognised as follows.
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13. Financial instruments, contd.:

Non-derivative financial instruments, contd.:

Financial instruments are entered in the consolidated financial statements when the Company becomes a part of
contractual provisions of the relevant financial instrument. Financial assets are derecognized if the Company's
contractual right to cash flow due to the asset expires or the Company transfers the assets to another party
without holding back control or almost all the risk and gain involved in the ownership. Conventional purchase and
sale of financial assets are recognised at the transaction date, i.e. the date the Company enters into obligation to
purchase or sell the asset. Financial obligations are derecognized from the consolidated financial statements if the
obligations of the Company defined in an agreement are paid, expire, disallowed or are invalidated.

Cash and cash equivalents consist of cash, short term market securities and demand deposits.
Note no. 6 includes information on accounting methods used for financial income and expenses.

Financial assets and liabilities at fair value through income statement

A financial instrument is recognised at fair value and fair value changes through income statement in case of
current financial assets or if it is, at initial registration, determined as financial instrument at fair value through
income statement. A financial instrument is denominated at fair value through income statement if the Company
manages such investments and decisions of purchase and sale are based on their fair value. Financial assets and
liabilities at fair value through income statement are recognised at fair value in the balance sheet and fair value
changes are recognised in the income statement. Direct transaction cost is entered in the income statement as it
incurs.

Other financial instruments
Other non-derivative financial instruments are recognised at amortised cost value using the effective interest
method, less impairment loss, if any.

Off-setting of financial assets and liabilities
Financial assets and liabilities are set off and the net amount is recognised in the balance sheet when the legal
right exists on off-setting and the Company intends to account for financial assets and liabilities by off-setting.

b. Derivative financial instruments
The Company enters into derivative financial instruments to hedge its foreign currency, interest rate and aluminum
price risk exposures. Embedded derivatives are separated from the host contract and accounted for separately if
the economic characteristics and risks of the host contract and the embedded derivative are not closely related
and another instruments with the same provisions as the embedded derivative would be defined as derivative and
the hybrid contract is not stated at fair value in the income statement.

Derivative financial instruments are recognised initially at fair value. Attributable transaction costs are recognised
in the income statement when incurred. Subsequent to initial recognition, derivatives are measured at fair value,
and changes therein are accounted for as described below.

Economic hedges

Hedge accounting is not applied to derivative instruments that economically hedge monetary assets and liabilities
denominated in foreign currencies. Changes in the fair value of such derivatives are recognised in the income
statement as part of net income (expenses) on financial assets and liabilities.

Separable embedded derivatives
Fair value changes of embedded derivatives separable from the host contract are recognised when the fair value
change takes place, see notes on risk management.
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14.

15.

16.

17.

18.

19.

Fair value measurement

Some of the Company's accounting standards and notes require that the fair value be measured, both for financial
assets and liabilities and other assets and liabilities. The fair value has been determined due to assessments
and/or notes according to the following methods. Where applicable, further information is made available on
methods used to find the fair value of assets and liabilities in the note relevant to the asset or the liability in
question.

The fair value of financial assets and liabilities listed in an active market is the same as their listed value.
Evaluation methods are applied to all other financial instruments in calculating their fair value. A financial asset or
liability is considered to be listed on an active market if the official price can be obtained from a stock exchange or
another independent party and the price reflects real and regular market transactions between unrelated parties.

Evaluation methods can involve the use of recent transaction prices between unrelated parties. The methods take
note of the value of other financial instruments similar to the instrument in question, and methods are used to
determine the discounted cash flow or other evaluation methods that can by applied in order to measure in a
reliable way the real market value. When applying evaluation methods all factors that market parties would use in
price assessment are used and the methods are in accordance with generally accepted methods for rating
financing instruments. The Company verifies its evaluation methods on an ongoing basis and tests them by using
prices obtained from transactions in an active market with the same instrument, without adjustments or changes,
or based on information from an active market.

The most reliable verification of the initial fair value of derivative financial instruments is the purchase value,
unless the fair value of the instrument can be verified by comparison with other recent listed market transactions
with the same instrument, or based on an evaluation method where variables are exclusively based on market
data. When such market data can be obtained the Company recognises profit and loss at the initial recognition
date of the instruments.

Fixed assets

Fair value of revalued property, plant and equipment has been determined on the basis of the discounted cash
flow of the asset in question.

Inventories

Inventories are stated at the lower of the cost value or the net sales value. Cost value of inventories is based on
"the First In First Out method" and includes cost incurred upon the purchase of the inventories and in bringing
them to the sales location and in a saleable state.

Cash and cash equivalents
Cash and cash equivalents consist of cash, short term market securities and demand deposits.

Equity
The Group's equity is divided into owners' contribution, revaluation account, translation difference, other equity
and minority interest. The parent company's inital capital amounts to USD 587 million.

Employees' benefits

Defined contribution plan
Cost due to contribution to defined benefit plans is expensed in the income statement when incurred.

Defined benefit plan

The Company's obligation due to defined benefit plans is calculated by estimating the future value of defined
pension benefits accrued by current and former employees in current or previous periods. The benefits are
discounted in order to determine their present value. An actuary has calculated the obligation on the basis of a
method, which is based on accrued benefits. Changes in the obligation are recognised in the income statement
when incurred.
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20. Obligations
Obligations are recognised when the Company has entered into obligations due to past events, it is likely that they
will be settled and they can be reliably measured. The obligation can be assessed on the basis of estimated cash
flow, discounted on the basis of interests reflecting market interests and the risk inherent with the obligation.

21. Segment reporting
A segment is a distinguishable component of the Group that is engaged either in providing related products or
services (operating segment), or in providing products or services within a particular economic environment
(geographical segment), which is subject to risks and returns that are different from those of other segments. The
Group's main segment is based on operating segments. Geographical segments are not disclosed as almost the
entire operation of the group is carried out in Iceland.

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

Segment operating results, assets and liabilities consist of items that can be directly linked to each segment, in
addition to the items that can be reasonably divided into segments. Items not classified with single segments are
mainly investments and related income, borrowings and related cost, collective assets and related cost, in addition
to deferred income tax.

22. Reporting standards
The Group applies revised IAS 1 Presentation of Financial Statements (2007), which became effective as of 1
January 2009. As a result, the Group presents in the consolidated statement an income statement and a
statement of comprehensive income. Comparative figures have been changed accordingly. The change only
affects the presentation of the financial statements.

The Group applies IFRS 8 Operating segments, which became effective as of 1 January 2009. The Group's
operating segments are presented in accordance with information used by management in its evaluation thereof
and they have changed from the previous year.

The Group has adopted International Financial Reporting Standards, amendments thereto and interpretations
confirmed by the EU at year end 2009 and that apply to its operation. The Group has not adopted standards,
amendments to standards or interpretations entering into effect after year end 2009, which may be adopted
earlier. The effect thereof on the Group's financial statements have not been fully determined but are considered
to be insubstantial.

23. Management's evaluation and assumption in relation to the application of accounting methods
The Group's management makes judgements, estimates and assumptions that may affect items in the Group's
balance sheet for the next period. The management revaluates on an ongoing basis its judgements and estimates
based on previous experience and other relevant factors, such as estimated future events when decisions on
judgements and estimates are made.

Fair value of derivative agreements

The fair value of derivative agreements not listed in effective markets is determined by using evaluation methods,
which are reviewed on an ongoing basis by qualified independent employees. All evaluation models used must be
approved and tested in order to ensure that the results reflect the documents used. Management's evaluation
pertains mainly to embedded derivatives. Further information on the evaluation of derivative agreements is
included in note 52.
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24. Statement of segments
Segment information is presented by sectors. The primary segment statement is presented according to the
nature of the operation and is based on the Group's organisation and internal disclosure.

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

Segment operating income includes the segments pertaining directly to specific segments and the items that can
be logically divided between the segments. Assets and liabilities of the Group are in the same manner divided
between segments based on the beforementioned premises.

Landsvirkjun Group's operating segments are specified as follows:

Electricity production

The operation of the parent company falls under the segment electricity production but Landsvirkjun's objectives
according to law is to operate in the energy sector and operate other business and financial operations according
to the decision of the Board of Directors at each time. Landsvirkjun's electricity production is based on
hydroelectric power and geothermal heat. Landsvirkjun sells all its electricity production to retail consumers and
in great quantity to industrial users. Furthermore, the operation of Icelandic Power Insurance Ltd. falls under this
segments but the purpose of the company is to take care of insurances of Landsvirkjun's power stations.

Electricity transmission

The operation of Landsnet hf. falls under the segment electricity transmission, but the company was established in
August 2004 on the basis of the Energy Act approved by the Parliament in spring 2003. The purpose of Landsnet
hf. is to operate electricity transmission and system management in Iceland according to provisions of Chapter Il
of the Energy Act no. 65/2003 and may thus not carry on other operation than that is necessary in order to carry
out its obligations according to the Energy Act.

Other segments

Other segments include the operation of the companies Fjarski ehf. and Landsvirkjun Power ehf. together with
Landsvirkjun Power ehf.'s subsidiaries. The purpose of Fjarski ehf. is to own and operate a telecommunications
system throughout the country and to rent access thereto in addition to other related operation. Landsvirkjun
Power ehf. takes care of sale of technical and operational advisory services to third parties and manages general
research work, harnessing researches and projects for Landsvirkjun and related companies.

Almost all the operation of the Group is based in Iceland.

Electricity Electricity Other
Operating segments year 2009 production transmission segments  Adjustments Total
Income from third party ...........ccccoeeee 252,831 44,382 2,575 299,788
Income within the Group ............cc...... 15,767 63,183 6,752 ( 85,702) 0
Segment iNCOME .......ccceeeeeeeriiiieeeenis 268,598 107,565 9,327 ( 85,702) 299,788
Segment operating expenses .............. ( 116,342) ( 32,067) ( 7,948) 85,702 ( 70,655)
EBITDA .. 152,256 75,498 1,379 229,133
Depreciation and impairment loss ....... ( 94,617) ( 19,258) ( 799) 353 (  114,321)
Segment earnings, EBIT ...................... 57,639 56,240 580 353 114,812
Segment assets 2009 .........ccccceeevunneenn. 4,664,694 585,451 13,815 (  462,805) 4,801,155
Shares in associated companies ......... 1,553 401 413 2,367
Total assets 2009 ........cccceeeeeveeeeeeriennnns 4,666,247 585,852 14,228 (  462,805) 4,803,522
Segment liabilities 2009 ..............c....... 3,102,368 519,223 4,888 (  387,444) 3,239,035
Total liabilities 2009 .........cccccocveeirneenn. 3,102,368 519,223 4,888 (  387,444) 3,239,035
INVESIMENTS ...ooevviiieeeeeeeeeeeeeee e 66,970 27,447 657 ( 1,085) 93,989
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24. Statement of segments, contd.:

Electricity Electricity Other
Operating segments year 2008 production transmission segments  Adjustments Total
Income from third party ...........ccccooeee 395,993 53,483 2,551 452,027
Income within the Group ............cc...... 17,153 69,745 8,668 ( 95,566) 0
Segment iNCOME .......cceeeeeeeriiiieeeee s 413,146 123,228 11,219 ( 95,566) 452,027
Segment operating expenses .............. ( 144,041) ( 42,002) ( 10,035) 95,566 (  100,512)
EBITDA . 269,105 81,226 1,184 351,515
Depreciation and impairment loss ....... ( 82,576) ( 22,563) ( 704) 311 (  105,532)
Segment earnings, EBIT ...................... 186,529 58,663 480 311 245,983
Segment assets 2008 ...........cccceeeuenee. 4,509,047 571,818 13,495 (  488,482) 4,605,878
Shares in associated companies ......... 12,270 400 672 13,342
Total assets 2008 .........ccceeeeeveeeeeiriennnns 4,521,317 572,218 14,167 (  488,482) 4,619,220
Segment liabilities 2008 ..............c........ 3,144,622 512,032 5,416 (  419,642) 3,242,428
Total liabilities 2008 .........cccccccoveererennne 3,144,622 512,032 5416 ( 419,642) 3,242,428
INVESTMENTS ...oovviviieieeeeeeeeeeeee e 311,948 30,129 1,994 ( 1,530) 342,541
25. Other income
Other income is specified as follows: 2009 2008
Service sale, rent and Other INCOME ........oooviiiiiiiiie e eaaens 3,967 10,391
26. Salaries and salary related expenses
Total number of employees is specified as follows: 2009 2008
Average number of employees during the year full-time equivalents ......................... 376 357
Full-time equivalent units at Year-end ...........cccccocviiriieeeieee e 318 317

27. Total salaries of employees are specified as follows:

LY=L U1 USSP URRR 23,206 32,775
Pension premium payments 2,756 3,736
Defined pension benefit PAYMENTS .........ccvoiiiiiiriie e 1,192 1,662
Increase in pension OBlIGAtION ...........coiuiiiiiii i 603 3,876
Other salary related EXPENSES ........coiieiiiiiie e 3,103 2,623
30,860 44,672
Salaries are divided as follows in the income statement:
Energy production costs 11,386 14,490
TraNSMISSION COSES ..iiiiiiiiiiiii i i e e e e e e e e e e e e e e e e e e e e e s e s e s ananneraeaesrnreeeeeees 8,210 11,276
Cost of general reSEArCh .........cccuiiii i 0 201
Other operating expenses 11,264 18,705
30,860 44,672

Friorik Sophusson resigned as the Managing Director (CEO) of the Company in October 2009 and Hérour
Arnarson was appointed as Managing Director (CEO).
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27. Total salaries of employees are specified as follows, contd.:

Salary of the Board of Directors, Managing Director, Deputy and Executive Directors are specified as follows:

2009 2008
Salaries of the Board of Directors of the parent company ..........cccocooeiiiiiiiiineeninnns 76 115
Salaries of Boards of Directors of three subsidiaries ............c.cccoveriiiniininicneen, 92 131
Salaries and benefits of the CEO of the parent company, Fridrik Sophusson ............ 215 244
Salaries and benefits of the CEO of the parent company, Horéur Arnarson .............. 32 0
Salaries of the Deputy CEO and Directors of the parent company ............ccccceeeeennee. 676 950
Salaries and benefits of the CEO and Directors of subsidiaries ...............cccccceeeeeennne 907 1,070
28. Other operating expenses
Other operating expenses are specified as follows:
(OF0] g o Lo =1 (=10 11 (o= OSSP PEPR 2,902 3,627
T = 1o = OOt 2,953 4,051
HUMAN FESOUICTES ...ttt ettt 921 1,171
INformation tECNOIOGY ......oueeiiieii e 2,167 2,903
Engineering and CONSIIUCTION ........cuiiiiiiiiiiiie it 296 516
=Y 1S T o PR 1,625 5,255
Other SNArEA COSL .....cceeiiieie ittt e e e e e e e e e s e e bbb rrrrrereeeaeeaeeas 2,060 2,284
12,924 19,807
Other cost - relating to SUDSIAIAINES ......ccieeiiiiiiiie e 11,020 13,978
Assets available for sale, impairment 2,595 4,148
(D=7 o] £=Tolr- L1 o] o OSSR OUPPPPRIN 2,992 2,893
29,531 40,826
Auditors' fees are specified as follows:
Auditing of financial statements ...........ccccooiiieiiiiiii e, 220 266
Reviewing of interim financial statements 53 100
Other SEIVICES ....coiiiiiiee e 70 58
343 424
29. Financial income and (expenses)
Financial income and (expenses) are specified as follows: 2009 2008
1Y (=T (ST AT aTeT o] o 1< 5,907 15,390
INTEIESE EXPENSES . ..veieiiiie ettt e e sr e s e nnre e ( 85,260) (  178,060)
Guarantee fee paid to owners v ( 7,233) ( 6,970)
Capitalised interest COStS .........ccccceeerenneee. 0 7,288
TOtAl INTErEST EXPENSES ....eiiiiiiiiiiee ittt e st naees ( 92,493) ( 177,742)
Exchange rate differenCe ..o ( 48,834) (  128,612)
Fair value changes of derivatives ( 53,655) 186,284
Fair value changes of Shares ...........cccoccviieiiie e ( 438) ( 13)
Sales profit 0N Shares ..o 4 156
Net income (expenses) on financial assets and liabilities (  102,923) 57,815
Fair value changes of embedded derivatives ...........c.ccoveiiiiiiiiiec e 253,304 (  497,167)
Aluminium hedges, INCOME(EXPENSES) .....uueiieaiiieiiiiae e iee e e e aiiee e e e e s sneeeeeeeaaneeeeeaeaan 42,526 ( 54,759)
Effects through associated COMPANIES ........c.ueeiiiiiiiiiie e ( 11,193) ( 4,100)
Financial income and (expenses) 95,128 (  660,563)

Consolidated Financial Statements of Landsvirkjun 2009 21 Amounts are in USD thousand



Notes, contd.:

30. Income tax
Income tax is specified as follows:

Change iN iINCOME tAX ASSEL ........eiiiiiiiiiiie et e e e e et e e e e e e eneaeeas
CUITENE TAX ©eiiiiiiieiiiie e e
Liability due to revaluation recognised iN @QUILY ..........cccueerieiiiiiiieeen e
Foreign exchange differeNCEe .........uvviii i
(O 1 1= 1= 0 0 SRR

Recognised as income (expense) in the income statement

Change in income tax asset is specified as follows:

Change in temporary diffEerenCe ............eooiiiiiii e

Effect of changed income tax ratio
Carry forward loss utilised ............cccoenee
Foreign exchange difference ...................

Change in deferred taX SSeL ...

Effective tax rate

Profit (loss) for the year ...
Income tax for the year ..........ccccceveiiiiiiee e
Profit (loss) before income tax .........cccoceeeeeiiiienennn.

Income tax acc. to the parent company's curr.

122 - YR
Effect of different tax rates within the Group .............
Effect of change intax rate .........ccccooviiiieeiiniinnenne

Non-deductible cost

(@)1 g T=T 1 (=] 4 SR

Effective income tax

31. Property, plant and equipment

Property, plant and equipment, their initial value and depreciation is specified as follows:

2009 2008

(20,937 26,860

( 101) ( 361)

3,518 30,751

575 12,694

0 105

....................................... ( 16,944) 70,048
(  58,378) 14,483

32,148 (  10,345)

5,868 35,416

( 575) ( 12,694)

(20,937 26,860

2009 2008

192,996 (344,532)

16,944 (70,048)

209,940 (414,580)

23.5% 49,336 235% (  97,426)
-0.5% 1,008) -3.5% 14,435
-17.0% 35,659) -2.5% 10,345
0.1% 154 -0.7% 3,074
2.0% 4,121 0.1% ( 476)
8.1% 16,944 16.9% (  70,048)

Power Trans- Communicat. Other
Cost value stations mission equipment assets Total
Total value at 1.1.2008 ..........cccceeeneeen. 4,413,840 686,724 12,734 77,057 5,190,355
Effect of exchange rate changes ........ 406,714) 6,546) ( 19,411) (  432,671)
Additions during the year ..................... 143,159 10,484 1,210 5771 160,624
Revaluation of fixed assets .................. 230,338 2,715 0 233,053
Assets from construction ..................... 264,421 0 0 0 264,421
Sold and disposed of .........c.ccceevvirennee 0 0 ( 607) ( 607)
Total value at 31.12.2008 .................... 4,821,420 520,832 10,112 62,810 5,415,174
Effect of exchange rate changes ........ 17,024) 332) ( 765) ( 18,121)
Additions during the year .................... 39,237 3,413 530 11,338 54,518
Assets from construction 17,644 0 0 17,644
Moved to assets available for sale ....... 0 0 ( 3,424) ( 3,424)
Sold and disposed of ..........ccceeviieennee ( 32,822) 0 0 ( 1,031) ( 33,853)
Total value at 31.12.2009 .................... 4,827,835 524,865 10,310 68,928 5,431,938
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31.

32.

Property, plant and equipment, contd.:

Power Trans- Communicat. Other

Depreciation stations mission equipment assets Total
Total value at 1.1.2008 ...........ccceeeneeen. 1,477,090 34,474 5,579 21,550 1,538,693
Depreciation of the year ............cc......... 77,697 19,422 700 2,780 100,599
Revaluation of depreciation ................. 0 20,054 0 0 20,054
Effect of exchange rate changes ......... 0 ( 27,921) ( 2,923) ( 1,935) 32,778)
Sold and disposed of ...........ccccevvrvrennes 0 0 0 ( 524) 524)
Total value at 31.12.2008 .................... 1,554,787 46,030 3,357 21,871 1,626,044
Depreciation of the year ....................... 83,796 16,886 779 2,587 104,048
Effect of exchange rate changes ......... 0 ( 1,664) ( 116) ( 97) 1,877)
Sold and disposed of ...........cccceevrerennns ( 32,822) 0 0 ( 957) 33,779)
Total value at 31.12.2009 ...........c.eee. 1,605,761 61,252 4,020 23,404 1,694,436
Book value

1.2.2008 ..ot 2,936,750 652,250 7,155 55,507 3,651,660
31.12.2008 0g 1.1.2009 .......cceveervreene 3,266,633 474,802 6,756 40,939 3,789,129
31.12.20009 ...ooiiiiiieeeee e 3,222,074 463,614 6,291 45,524 3,737,504

Official assessment of fixed assets and insurance value

The official assessment of the Company's real estates amounted to USD 268 million at year end 2009. Insurance

value of the Company's assets amounts to USD 3,607 million.

Intangible assets are specified as follows:
Capitalised Water and
development geothermal

cost rights Software Total
Cost value
Total value at 1.1.2008 ........ccccoeeeeeeeeriiiiiiiiiinnnn. 93,760 40,568 5,691 140,019
Effect of foreign exchange rate changes ( 6,599) 0 ( 1,650) 8,249)
Additions during the year 55,134 0 1,685 56,819
Total value at 31.12.2008 142,295 40,568 5,726 188,589
Effect of foreign exchange rate changes ( 379) 0 ( 95) 474)
Additions during the year ..........cccceeieiieiiiiiiiee e 22,277 0 829 23,105
Sold and disposed Of .........coccviiiiiieiiiie i 0 0 ( 432) 432)
Moved to assets in construction/ in operation ............. ( 8,939) 0 0 8,939)
Total value at 31.12.2009 .........ccocevvvinieenirienieiieeneens 155,254 40,568 6,028 201,850
Amortization and impairment loss
Total value at 1.1.2008 ........ccooeeeeeeieeeeeviceeee e, 43,515 0 2,389 45,904
Amortization during the year ..........cccccovvieveeeiiciiienenn. 0 0 824 824
Impairment loss during the year ..........c.ccoocoieeeinneen. 4,108 0 0 4,108
Effect of foreign exchange rate changes e ( 10) 0 ( 315) 325)
Total value at 31.12.2008 ................... 47,613 0 2,898 50,511
Amortization during the year ..........cccccoevvievieciicivienenn. 0 0 897 897
Impairment loss during the year 9,375 0 0 9,375
Sold and disposed Of .........cccccvevviiiiiiieeiii 0 0 ( 432) 432)
Effect of foreign exchange rate changes ..................... ( 4) 0 ( 22) 26)
Total value at 31.12.2009 ......cccoeeeviviiieiiiiieeee e 56,984 0 3,341 60,325
Book value
L1.1.2008 ...ttt 50,245 40,568 3,302 94,113
31.12.2008 09 1.1.2009 ......ocoviirierriririenie e 94,682 40,568 2,828 138,077
3L.12.2009 ..ottt 98,270 40,568 2,687 141,523
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33. The Group's depreciation and impairment is specified as follows: 2009 2008
POWET STALIONS ...ttt e e e e e e et e e e e e e e e e e e es e e e eeeaanaees 83,796 77,697
=105 £ 1ES1ST (o] o N 16,886 19,422
Telecommunication @QUIPMENT .......cciiiiiiiiiee et e e e et e e e e s strreraeeeaaes 779 700
(@] 1 T=T g T =Y ST 2,587 2,780
Depreciation of aSSets iN OPEratiON .........cccuviiiieiiiiiiie et e e e e sarreee e 104,048 100,600
Impairment 0SS 0N deVelopMENt COSL ........ooi it 9,375 4,108
AMOrtization Of SOftWAIE ......ciiiiiiiiiiie e a e 897 824

114,321 105,532

The Group's depreciation and impairment is divided as follows by sectors:

ENergy ProducCtion COSES ........ciiuriiiiiiiiiiii e 84,386 78,258
TrANSMUSSION COSES ...uiiiieiiiiiiie e e e ettt e e e e e e e e e et e e e e e e e e e eetaaa e eeeeeeeseeeseenaans 17,569 20,273
Cost Of general reSEArCH ... 9,375 4,108
Other OPErating EXPENSES ....ccuuviiiieieiiiie ettt ettt et e et et e e sbeeessbbeeeas 2,991 2,893

114,321 105,532

34. Derivative financial instruments in the balance sheet are specified as follows:

2009 2008
Assets:
Embedded derivatives in electricity sales agreements 446,569 195,944
Aluminium hedges 36,050 98,032
Currency swaps .................. 3,335 11,035
Interest rate swaps 1,911 0
OLher AEIMVALIVES .....evveeeieeei ettt e e e e e e e e e e ee et e e e e e aeeeeresesranaaeaeeeaaeeees 1,503 0
489,368 305,011
Derivative financial instruments are divided as follows:
Long-term component of derivative agreements ..........cccceeeeveiiiieeeeeiiiiiee e 431,822 287,513
Short-term component of derivative agreements ...........cceeveeeiiiiiiee e 57,546 17,498
489,368 305,011
Liabilities:
Embedded derivatives in electricity sales agreements ..........ccccooceeeeeeiniiiienee e 23,562 26,242
Aluminium hedges 31,157 0
CUITEINCY SWEAPS -..ieeeeieeiiitietiee bt e ettt et e eeeaeaaaaaaaaaaasaaaa s nnenbnbbbeb s b e s e e et e eeaaeaeaaaeeaeaaesnns 53,118 63,396
Interest rate swaps 12,379 10,754
(@) (=T 0 [T 1)Y= VLT 8,943 45,176
129,159 145,568
Derivative financial intruments are divided as follows:
Long-term component of deriVatiVeS .............ooiiiiiiiiiie e 96,113 123,971
Short-term component of deriVatiVES ..........ccuuiiiiiiiiiiiie e 33,046 21,597
129,159 145,568
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35. Shares in associated companies recognised according to the equity method within the Group are specified as

follows:
2009

Share in Book
Share return value
Eignarhaldsfélagio Farice ehf. ........ccccooiviiiiii e 29.5% (6,175) 0
beistareykir ehf. ........ccccoviieiiiiiinneen 32.0% (382) 1,524
NEOrKa Nf. oo ———————— 40.8% 74 430
HECIA SAS ... 29.4% 198 413
SIPENCO GMBH ... 29.6% (25) 0
(6,310) 2,367

In addition, the Company's holding in Eignarhaldsfélagid Farice ehf. has been written down by USD 4.9 million
due to impairment losses in relation to the financial restructuring of Eignarhaldsfélagid Farice ehf. Landsvirkjun
entered into an agreement on the acquisition of Nordurorka ehf.'s 32% in Peistareykir ehf. at year end 2009
subject to certain conditions and the agreement has therefore not been recognised in the financial statements,

see note 59.
2008
Share in Book
Share return value
Eignarhaldsfélagio Farice ehf. ........ 29.5% (1,668) 10,986
beistareykir ehf. ........ccccovevieiiiinnnn. 32.0% (2,074) 1,251
Netorka hf. .......ccccoeneie 40.8% 83 436
HECIA SAS .o 30.0% 81 209
SIPENCO GMDBN .. 25.0% (38) 0
ISTUNK oo 30.0% (44) 0
HydroKraft INnVest hf. ... 50.0% (440) 460
(4,100) 13,342
36. Shares in other companies are specified as follows:
2009 2008

Book Book
Share value Share value
Neyadarlinan hf. ... 7.9% 400 7.9% 414
Orkuvoraur ehf. ... 11.1% 240 9.0% 165
DMM Lausnir €hf. ... 17.8% 286 17.8% 295
ViStorka hf. ... 12.0% 283 13.2% 292
Other companies (6/4) .....ccovvveeeeeiiiieeee e 645 162
Total shares in other companies ..........cccccooiiiieeeenniines 1,854 1,328
Fair value changes of shares .............cccoeviiiiciiiicnnes ( 1,606) ( 1,201)
248 127

Shareholding has been decreased by the impairment loss, or by USD 1.6 million, due to an uncertainty on the
future standing of individual companies, but some of the companies are established around high-risk innovative
projects.
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37. Landsvirkjun's subsidiaries are specified as follows:

Share
2009 2008
FJArsKi @Nf. ..o e e e 100.0% 100.0%
Hraunaveita Ehf. ... 100.0% 100.0%
Icelandic Power INSUranCe LEd. ........ccoiiiiiiiieiiiiiiice et e e 100.0% 100.0%
LandSNEt Nf. ..o —————————————————— 64.7% 64.7%
LandsVirkjun POWET €hf. .........uuiiiiiie e 100.0% 100.0%

38. Tax asset
In December 2009, the Icelandic Parliament, Althingi, decided to increase the income tax ratio from 23.5% to
32.7% for partnerships and from 15% to 18% for limited liability companies as of 1 January 2010. The change
comes into effect in the tax assessment in the year 2011. The effect thereof has been recognised in the financial
statements and the increase in deferred tax asset amounts to USD 32.1 million.

2009 2008
Changes in the tax asset during the year is specified as follows:
Calculated tax asset at the beginning of the year ... 133,409 106,797
Calculated INCOME TAX ...oiviiiiiiiieiiei ettt e e e e bree e e ( 16,944) 70,048
CUIMTENT INCOME TAX 1etiiiiiiieite ettt e e ettt e e e ettt e e e s ettt e e e e e neaeeeaaeeanneseeaeeaannbneeaeeaannnneas 101 258
Liability due to revaluation of fixed assets transferred to equity ...........ccoecveerieeeininenn. ( 3,482) (131,950)
Foreign exchange loss and translation difference due to tax asset ...........c.cccecvvverunee. ( 612) (11,744)
Deferred tax asset at YEAr-€NG ..........coocuiiiieeiiiiiiie ettt e e e e e e et e e e e s enens 112,472 133,409
The Company's deferred tax asset is specified as follows:
Carry forward taxable 0SS .......o.eueiiiii e 57,021 50,550
Non-current assets and iNtangible aSSetS ..........ccccoivviiiiee i 176,262 140,516
Derivative financial iINSTIUMENTS .........cooiiiiiiii e ( 137,447) (52,423)
(@] (Y=Y 1 (=] 1 1N 17,547 7,460
Translation difference due t0 taX ASSEL ........ooiiviiiiieieiiee e ( 910) (12,694)
Deferred tax asset at YEAr-€NG ..........coiiiuiiiieeiiiiiiie ettt e e e e e e eare e e e e enees 112,472 133,409
The Group's carry forward losses may be utilised for 10 years from when it is incurred.
Carry forward loss of the year 2006, usable until the year 2016 44,952 46,490
Carry forward loss of the year 2007, usable until the year 2017 0 7,528
Carry forward loss of the year 2008, usable until the year 2018 136,059 156,962
Carry forward loss of the year 2009, usable until the year 2019 40,191 0
Carry forward [0SS at Year €N ..........veviiiiiiiiiiee e 221,202 210,980

Deferred tax asset is calculated on all carry forward loss where it is considered likely that it will be utilised against
future taxable profit. Carry forward loss is recognised in Icelandic krona and therefore the exchange rate of the
USD affects carry forward loss at each year end.

39. Inventories

Inventories are specified as follows: 2009 2008
Ol et 290 294
Spareparts and CONSUMADIES ........ccuuiiiiiiiiiiie et 3,869 3,975

4,159 4,269
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40.

41.

42.

43.

44,

Accounts receivables and other receivables

Accounts receivables and other receivables are specified as follows: 2009 2008

Accounts receivables .............coeeevvevnnnnen. 44,542 52,949

Other short term receivables 54,742 37,013

ASSsets available fOr SAIE ..........uueiiiieieeieeeeeeeee et 9,574 8,412
108,858 98,374

At year-end 2009, 97% of accounts receivables were under 30 days old.

Cash and cash equivalents

Cash and cash equivalents are specified as follows:

2 T Qe (=T o0 1S ¢ PRPUROPPRR 194,248 113,940

MATKEE SECUITIES ... .ceeeeeeeitiee ettt e e e e e e e e e e e e st e e e e e e e e e e eeenaraaanaans 0 11,053
194,248 124,993

Equity

The parent company is a partnership owned by the State and Eignarhlutir ehf. The State owns a 99.9% share in
the Company and Eignarhlutir ehf. holds 0.1%. The Company is an independent taxable entity. The Group's
equity ratio at year end 2009 was 32.6% but was 29.8% at year end 2008.

The revaluation account consists of revaluation of fixed assets of subsidiaries after income tax effect. Translation
difference is the foreign exchange difference arising due to Landsvirkjun's subsidiaries with other functional
currencies.

Liabilities
Long-term debt is specified as follows by currencies:
2009 2008

Maturity Average Remaining Average Remaining
date interests balance interests balance
Liabilities in ISK, indexed ..................... 2009-2034 4.0% 438,023 3.9% 333,592
Liabilities in ISK, unindexed ................. 2009 0 6.8% 3,902
Liabilities in CHF ........c.ccoovviiiiiiiiee 2012-2022 1.5% 96,233 2.5% 93,487
Liabilities in EUR .........cccceviiiiienennnen, 2009-2028 1.8% 1,465,843 2.7% 1,431,944
Liabilities in GBP .........cccccovveiiieneennen, 2014-2016 11.4% 15,270 11.4% 13,433
Liabilities in IPY ...c.oovvvvciiiiiiiieeee, 2009-2013 1.0% 85,052 1.1% 175,483
Liabilities in USD .......cccccoeevieiiieneennen, 2009-2026 1.7% 917,699 2.2% 923,428
3,018,120 2,975,269

Current maturities of long-term debt (267,197) (186,008)
Total long-term debt .........cooiiiiiie e 2,750,923 2,789,261

Interest terms on the parent company's loans are from 0.7-14.5%. Nominal interests for the period were on
average approximately 2.46% compared to approximately 4.51% the previous year.

The city of Reykjavik and the town of Akureyri provide together with the State a guarantee of collection for all
obligations of Landsvirkjun, entered into before the end of year 2006. From the beginning of year 2007 the State
and Eignarhlutir ehf. provide such a guarantee for all of Landsvirkjun's obligations entered into after that date.
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45. According to loan agreements, current maturities of long-term debt are as follows:

2009 2008
2009 L s - 186,008
2000 e e e e e e e e e e 267,197 197,618
2000 o e 293,232 285,758
2002 e e 235,317 197,725
2003 e 156,492 146,759
20 e e 167,137 -
LAY oo 1,898,745 1,961,401
3,018,120 2,975,269

46. Pension fund obligation

The Company's obligation to refund the indexation charges on retirement payments to current and former
employees, which hold pension rights with state and communal pension funds amounted to USD 22 million at year
end 2009 according to an actuary's evaluation, which is based on estimated future changes in salaries and prices.
Interest in excess of price increase are assessed at 3.5% and salary increase in excess of price increase is
assessed at 1.5% per year on average. Premises on life expectancy and death rate are in accordance with
provisions of Regulation no 391/1998 on obligatory pension benefits and operation of pension funds. The
retirement age is 68 years for current employees and 65 years for non-employees with vested benefits and this is

consistent with the relevant pension funds' regulation.

Change in the obligation is specified as follows: 2009 2008
BalAnNCe @t 1.1, ...ccoiiiiiiiii i e e e rraaaaaaaaaaaeas 22,118 38,153
Expensed during the Perioq ............ueiiiaiiiieiie et 1,624 5,255
Payments during the PEriod .........cccooviiiiiiiiiice e ( 1,022) ( 1,379)
Effect of foreign exchange rate differences .............cccoooiiiiiiiiiiiic e ( 742) ( 19,911)
BalanCe @t 31.02. ..o rrtaaaaaaaaaaeas 21,978 22,118
Pension fund obligation, 5 year statement:

2009 2008 2007 2006 2005
Present value of the obligation ............ 21,978 22,118 38,153 35,168 31,419

47. Obligation due to demolition

Change in the obligation due to demolition is specified as follows: 2009 2008
BalanCe @t 1.1, ..o —rrrtaaaaaaaaaaaas 3,936 7,212
Expensed during the PEriOM .........cooiiiiiiiie et 497 324
INCrease iN ODlIGAtION ..........ueiiii et e et e e e e e eea e 366 0
Effect of foreign exchange rate differences ..........ccccooveciiiiii i ( 136) ( 3,601)
2 F= 1 E=T g [o IR | A 1 O T 4,663 3,936

In accordance with IFRS, the initial value of fixed operating assets shall include estimated cost of their demolition
after their use. Estimated demolition cost of power lines has been assessed and discounted on the basis of the
useful life. In return, an obligation has been written up among long-term liabilities. An increase in the obligation is
expensed in the income statement amounting to the discounted value in addition to depreciation of the demolition
cost.
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48. Accounts payable and other payables

Accounts payable and other payables are specified as follows: 2009 2008
ACCOUNLES PAYADIE ...t e e e e e e e 28,033 41,095
ACCTUEH INEETESE ...ttt ettt e e 21,041 35,874
Other Short termM lADIIILIES ........iiieeee e e e et e e e e e s e e eeaa e e 16,042 18,567

65,115 95,537

49. Related parties
Definition of related parties
Associated companies and key management are among the Company's related parties.

Transactions with related parties
Sale of goods and services

ASSOCIAtEA COMPANIES ... .eeieiieeeiiiiiie e ettt e e e et e e e e s ettt e e e e s tbeeeeaeeansbeeeaesaannneeaaaaanns 40 596
Cost
ASSOCIAtEA COMPANIES .. ..eieiiieeiiiiiieee ettt e e e et e e e e s et e e e e e e e tareeeaeeaansbeeeaesaanneneaaeaanns 27 41

Interest income
ASSOCIAtEd COMPANIES .. ..eeiiiieeiiiiiii e ettt e e e ettt et e e e s e et e e e e e e s taeeeeaeeansbeeeeesanneeeeaaaanns 1,358 676

Accounts receivables and other receivables
ASSOCIAtEA COMPANIES .. ..eeiieieiiiiiiiiee ettt e e e et e e e e s et e e e e e e e ataeeeeaeeansbeeeeesaanneeeaaaaanns 23,580 21,928

Accounts payable and other payables
ASSOCIAtEA COMPANIES .. ..eeiiieeiiiiiiiiee ettt e e e ettt e e e s ettt e e e e e tareeaeeaansbeeeaesaannneeaaaaanns 2 9

Receivables from an associated company is mainly due to a loan to Eignarhaldsfélagio Farice ehf.

50. Risk management
The Company's Board of Directors has approved a risk management policy, which is based on the following
factors:

- Thatrisk is defined and its origin is known

- That generally accepted methods are used in evaluating the risk

- That effective management is applied in accordance with authorisations

- That effective monitoring on risk factors is ensured

- That information provided to the risk committe and the Board of Directors is accurate and provided on a
regular basis

Landsvirkjun's risk management strategy defines a benchmark in each risk category with respect to hedging limits.
The Company's Board of Directors receives on an ongoing basis an overview of the Company's risk position and
results of risk management.

Decisions and the supervision of how hedging is implemented are entrusted to a risk management committee.
The risk management committee consists of the Managing Director, his deputy and the Financial Director. The
Managing Director is the chairman of the risk management committee. The Head of Risk Management is
responsible for risk management on a daily basis.

The objectives of risk management are to analyse, manage and monitor Landsvirkjun's risks in order to stabilise
operating return by reducing operating fluctuations due to exchange rate, interest rate and aluminium price
changes. Financial risk is divided into market risk, liquidity risk and counterparty risk.

The Company's market risk consists mainly of three risk categories:

- Risk due to fluctuations in world market price of aluminium

- Interest rate risk due to the Company's liabilities

- Foreign exchange risk due to liabilities and income in foreign currencies
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51. Market condition in 2009
Landsvirkjun's access to new hedges this year was limited due to the international financial crisis and the situation
in Iceland. The Company's risk exposure due to changes in aluminium price, interest and foreign currency rates is
though within reasonable limits as the Company has hedges from previous years. Cash position is strong and
capital expenditure is at minimum level.

Risk management has had to adapt to changed environment and hedging activities have changed accordingly.
Emphasis is placed on reducing liquidity risk in relation to derivative agreements, contractual terms have changed
and use of options increased.

Derivative agreements with Rating Triggers were closed in the years 2008 and 2009. ISDA agreements have been
renewed without such provisions and equality has been maintained towards Landsvirkjun's counterparties.

52. Aluminium price risk

The Company is exposed to substantial risk due to possible future aluminium price fluctuations. The Company has
thus entered into derivative agreements in order to secure its income base and reduce fluctuations. Such
agreements consist in most cases of fixing aluminium price at a certain level. The Company therefore loses
income if aluminium price increases considerably, but at the same time guarantees better cash flow should the
price of aluminium decrease in the markets. Risk management may hedge up to 100% of aluminium price risk for
next year and proportionally less over the next 10 years but is not limited by minimum hedges. Part of the
aforesaid derivative agreements was realised with profit in the year 2009. The Company aims at increasing
hedges next year in order to reduce risk due to possible aluminium price changes as the Company's hedges from
the year 2011 and onwards are limited. At the end of December, fair value of the hedges in question was positive
by USD 5 million but the agreements are effective over the next five years.

The accompanying tables show the changes in the fair value of aluminium hedges due to changes in aluminium
price and/or interest rates, but the effect of volatility is insubstantial. The amounts are in USD thousand before

taxes.
2009 2008
Aluminium Price Aluminium Price
-10% 0% 10% -10% 0% 10%
7 g -1% 21.766 575 ( 21.071) 7 g -1% 27.558 3.058 ( 22.057)
g § 0% 20.903 0 ( 21.344) g § 0% 23.884 0 ( 24.483)
= 1% 20.065 ( 558) ( 21.608) = 1% 20.355 ( 2.936) ( 26.811)

Embedded derivatives

Landsvirkjun has defined the part of electric power sales and purchase agreements related to aluminium price as
embedded derivatives, which are recognised in the Company's financial statements. Embedded derivatives in
electric power sales agreements are capitalised in the balance sheet at fair value on the reporting date and in a
comparable way electric power purchase agreements are charged. Fair value changes of the agreements during
the year are recognised in the Company's income statement among financial income and expenses.

In evaluating the value of embedded derivatives generally accepted evaluation methods are used where market
values are not available. Fair value of the agreements is calculated on the basis of the forward price of aluminium,
discounted at USD zero-coupon rates allowing for volatility.

2009 2008
The fair value of embedded derivatives is specified as follows:
Fair value of embedded derivatives at the beginning of the year ...........c..c.occoceieeis 169,702 665,158
Foreign exchange rate effeCt ..o 0 1,712
Fair value changes during the YEar ..........ccccocveeiiiiiiniiic e 253,305 (  497,167)
Fair value of embedded derivatives at year end .. 423,007 169,702
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52. Aluminium price risk, contd.:
Embedded derivatives, contd.: 2009 2008

Division of embedded derivatives is specified as follows:

Long term components of embedded derivatives ............ccccvcveiiiiiiec e 374,946 183,667
Short term component of embedded derivatives 48,061 ( 13,965)
Total embedded dEriVALIVES ........cciiiiiiiieeeeeeeeee e e et e e e e e e e e e eeeeaaaas 423,007 169,702

The following tables show the change in the fair value of embedded derivatives in the case of changes in
aluminium price and/or interest rates, but the effect due to volatility is insubstantial. The amounts are in USD
thousand before taxes.

2009 2008
Aluminium Price Aluminium Price
-10% 0% 10% -10% 0% 10%
g 9 -1% |( 145.312) 20.728 184.529 g 9 -1% |( 218.097) 21.031 261.766
§ 8 0% |( 158659 0 156.415 gg 0% |( 217.534) 0 219.117
£ 1% |( 171.157) ( 19.424) 130.061 = 1% |( 217.161) ( 17.944) 182.833

Landsvirkjun has made changes in the assumptions for evaluation of embedded derivatives in the financial
statements as of 2009. It is the opinion of Landsvirkjun's management that the assumptions are in accordance
with IFRSs and that they reflect Landsvirkjun's precautionary view. The changes are as follows:

The assumptions for take or pay obligations of electric power buyers are implemented and calculations are
now based on the minimum purchase of 77% - 85%. Previously the calculations were based on a 100%
energy use of buyers over the term of the agreements.

As before, an active market is defined up to 123 months and is based on prices of the LME. However, the
management opinion is that aluminium price expectations in ten years will reflect the evaluation of
Landsvirkjun's management as when the agreements were made and therefore fair value changes will not
arise after active market. Previously, the calculations were based on a flat curve based on the last forward
aluminium price throughout the term of the agreements.

The calculations are now limited to the revision time of electric power sales agreements in terms of time.
Previously, revision time was limited in all other cases than for Fjardadal, which was limited to the life term of
the agreement.

The main reasons for the above mentioned changes are:

Where Landsvirkjun's electric power sale to aluminium factories has not been insured in excess of take or pay
it is the Company's view that this shall be taken into account in the evaluation of embedded derivatives.

It is the opinion of Landsvirkjun's management that there is no reason to believe that the aluminium price for a
longer time than 123 months is different from the basic assumptions in electric power sale agreements. It is
therefore not an actual fair value change after the period of an active market.
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52. Aluminium price risk, contd.:
Embedded derivatives, contd.:
The effect of changed assumptions in the fair value of embedded derivatives is specified as follows:

2009 2008
Fair value of embedded derivatives based on previous assumptions ..............cccc....... 660,962 169,702
Fair value change due to changed period 1ength ...........ccociiiiiiii e ( 151,482) ( 55,471)
Fair value changes due to assumptions on purchase obligation ............cc.ccceevcverenne ( 86,473) ( 18,577)
Fair value of embedded derivatives based on new assumptions ...........c..ccoccvveveeennnns 423,007 95,654
Fair value changes based on previous assumptions ('09: before - '08: before) .......... 491,260
Fair value changes based on new assumptions ('09: Nnow - '08: NOW) .......ccceeveeeiiunnne 327,353
Fair value changes in the financial statements ('09: now - '08: before) ...........cccoc.... 253,304

Fair value is recognised in the Company's financial statements according to an evaluation based on new
assumptions in the year 2009 but according to previous assumptions in the year 2008.

53. Foreign exchange risk
Foreign currency risk is the risk of loss due to unfavourable changes in foreign exchange rates. Landsvirkjun's
foreign exchange risk is due to the payment flow, financial assets and liabilities in addition to all general
transactions in other currencies than the functional currency.

The Company's functional currency is the USD and therefore a foreign exchange risk arises from the net cash flow
and opening balance in the balance sheet in other currencies than the USD. The Company's income flow is mainly
in USD. Other income is in ISK and NOK but foreign exchange risk due to those currencies is limited due to
netting in the cash flow in ISK and income in NOK is relatively low. Currency risk due to amortization and interest
payments in EUR over the next years has been limited with derivative agreements. Risk management has the
authority to hedge foreign currency cash flows against the functional currency for up to three years in advance
with forward agreements and options.

The Company's reporting risk related to exchange rate changes arises mainly due to its debts in EUR, which are
mainly long term loans. There is also limited risk related to the JPY, CHF and GBP due to outstanding loans. The
open balance in the loan portfolio against the USD is around 21% of assets which is in excess of the Company's
desirable long term balance. The reason for imbalance in the currency composition in the balance sheet is among
others due to the closing of swaps in order to ensure liquidity and the Company's limited access to new hedges.
The following table shows Landsvirkjun's open balance in other currencies than the functional currency.

The Group's foreign exchange risk is specified as follows in hominal value (USD thousand):

Other

2009 EUR ISK JPY currencies
30,219 24,135 0 7,228

7,862 70,369 324 5,377

682,625 159,628 ( 26,922) 0

( 1,465842) ( 437,689) (  85052) ( 111,503)

( 10401) (  42,408) ( 1,627) ( 1,951)

( 755537) ( 225965) ( 113,277) (  100,849)
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53. Foreign exchange risk, contd.:

Other

2008 EUR ISK JPY currencies

Accounts receivables and other receivables................ 30,717 20,023 0 2,295

CASN e 4,912 36,544 3 409

DENVALIVES. .......eieiiiiiiiesic et 1,010,550 107,190 ( 22,931) ( 3,864)

BONAS....ciiiiiiiiiee e v (0 1,431,944) ( 337,494) ( 175,483) (  106,920)

Accounts payable and other payables o ( 30,802) ( 45,269) ( 2,859) ( 3,993)

Risk in balance sheet..............cccccoiiiiiiiiiii (  416,567) ( 219,006) ( 201,270) ( 112,073)

Exchange rate of the main currencies against the USD, (usd/currency) for the years 2009 and 2008 is specified

as follows:

Average rate Rate at year end

2009 2008 2009 2008

0.72 0.69 0.69 0.71

0.64 0.55 0.62 0.69

1.08 1.09 1.03 1.06

93.31 102.03 92.41 90.22

6.24 5.71 5.76 6.99

123.59 88.07 124.90 120.87

Sensitivity analysis

The strengthening of the USD by 10% against the following currencies at December 31, would have increased the
Group's profit by the following amounts after 23.5% income tax. The analysis is based on that all variables,
especially interest rates, remain unchanged. The analysis was made in the same way for the year 2008.

Profit after tax Equity
2009 2008 2009 2008
EUR o 61,361 95,600 61,361 95,600
LS e 3,711 23,168 3,711 23,004
JPY 8,116 18,000 8,116 18,000

The weakening of the USD by 10% against the aforementioned currencies would have the same effect in the
opposite direction, provided that all other variables would remain unchanged.

The fair value of currency swaps was negative by USD 50 million at the end of December 2009. The underlying
principal amount is USD 398 million. The fair value of forward currency agreements was positive by USD 1.4
million and the underlying principal amount was USD 90 million. The fair value of forward currency agreements
was negative by USD 9 million and the underlying principal amount was approx. USD 371 million.
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54. Interest rate risk
Landsvirkjun faces interest rate risk as the Company has interest bearing assets and liabilities. The Company's
liabilities carry both fixed and floating interest rates and interest rate derivatives are used in order to hedge against
risk. Interest bearing financial liabilities are higher than interest bearing financial assets and the Company's risk
consists therefore of possible increase in interests and increased interest expenses.

At the end of December, the proportion of loans with floating interest rates was 84% compared to 80% at year end
2008. Changes in interest rate by one percent would have led to a change in interest expenses by USD 29 million
in the year 2009 (USD 26 million in the year 2008). The Company's financial instruments with fixed interests are
not sensitive to interest rate changes. At year end 2009, the estimated market value of the Company's long term
liabilities was USD 118 million lower than their book value (USD 149 million lower in the year 2008).

Landsvirkjun has entered into interest rate swaps, which are aimed at fixing interest rates and reducing the
Company's risk exposure. The agreements are not denominated as hedges and fair value changes are thus
recognised in the income statement. At the end of December 2009 the fair value of interest rate swaps was
negative by USD 10 million and the underlying principle amounted to USD 140 million. The following table shows
the effect of the interest rate increase and fluctuation in the fair value of the derivatives. The analysis decreases
the interest rates only by 0.2% in which case rates will be 0%. The amounts are in USD thousand.

Interest Rates
-0,20%  0,00%  1,00%  2,00%
-1,00% 224 1.406 6.182 9.434
0,00%|( 1.190) 0 4.966 8.477
1,00%|( 2.549) ( 1.364)  3.701 7.440

Volatility

Interest rate changes in the US have considerable effect on the value of embedded derivatives with Landsvirkjun
and the effect is greater as aluminium price increases. Sensitivity analysis of embedded derivatives at year end is
included in note 52, which states the effect changes in interest rates and aluminium prices have on embedded
derivatives in the Company's electric power agreements.

55. Liquidity risk

Liquidity risk consists of the risk of losses should the Company not be able to keep its obligations at maturity date.
In order to limit such risk, the Company's liquidity balance is monitored by analysing the flow of revenues and
expenses and the maturity dates of financial assets and liabilities. Effective liquidity management ensures
sufficient access to cash at each time. At the end of December 2009, the Company's cash and cash equivalents
amounted to USD 194 million and undrawn Revolving Credit Facility was USD 282 million, or in total USD 476
million. Taken into consideration cash flow from operation the Company believes that access to liquid assets is
ensured into the year 2012.

In order to further reinforce Landsvirkjun's liquidity balance the Company has signed a Contingent Credit Facility
with the Ministry of Finance and the Central Bank of Iceland. The Central Bank has according to the agreement
the obligation to provide the Company with foreign currency and Landsvirkjun has to hand over to the bank
Icelandic krona or bonds in exchange but though only to the extent that the Company has previously fully tried
other financing resources. The amount of the agreement is a maximum of USD 300 million and expires on 1 July
2011.

In order to ensure access to capital and maintain flexible funding possibilities Landsvirkjun has used different loan
types. In the past years, financing has mostly taken place through a Euro Medium Term Note Program (EMTN).
At year end the balance of loans under the EMTN was USD 1.93 bhillion but the total amount that the Company
can borrow under the program is USD 2.5 billion.

The Company's risk related to refinancing is reduced with an even maturity profile of outstanding loans. Weighted
average life of the loan portfolio was 7.5 years at year end and the proportion of loans with maturity within 12
months was 8.9%.
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55. Liquidity risk, contd.:
Contractual payments due to financial instruments, including interest rates, are specified as follows:

Contractual Within one More than 5
2009 Book value cash flow year 1-2vyears 2 -5years years
Non-derivative financial instruments
Long-term loans ........... ( 3,018,120) ( 3,615,600) ( 305,252) ( 332,348) ( 682,438) ( 2,295,562)
Trade receivables ........ 108,858 108,858 108,858
Trade payables ............ ( 65,115) ( 65,115) ( 65,115)

( 2,974,377) ( 3,571,857) ( 261,509) ( 332,348) ( 682,438) ( 2,295562)

Derivative financial instruments

Currency swaps ........... ( 58,653) ( 82,437) 667 ( 1,637) ( 81,467)

Interest rate swaps ...... ( 10,468) ( 21,468) ( 4,289) ( 3,874) ( 8,229) ( 5,076)

Forward agreements .... 1,431 1,660 0 1,660

Aluminium derivatives .. 4,893 1,758 ( 11,590) 2,356 10,993

Embedded derivatives . 423,007 497,417 48,230 49,645 161,721 237,821
360,210 396,930 33,018 48,150 83,018 232,745

2008

Non-derivative financial instruments

Long-term loans ........... ( 2,975,269) ( 3,766,341) ( 267,387) ( 275,446) ( 831,726) ( 2,391,782)
Trade receivables ........ 98,374 98,374 98,374
Trade payables ............ ( 95,537) ( 95,537) ( 95,537)

( 2,972,432) ( 3,763,504) ( 264,550) ( 275446) ( 831,726) ( 2,391,782)

Derivative financial instruments

Currency swaps ........... ( 97,105) ( 64,537) 1,049 ( 10,635) ( 67,596) 12,645

Interest rate swaps ...... ( 10,754) ( 12,598) ( 1,309) ( 1,246) ( 3,738) ( 6,305)

Forward agreements .... ( 432) ( 447) ( 447)

Aluminium derivatives .. 98,032 125,638 18,669 23,712 60,478 22,779

Embedded derivatives 169,702 438,669 ( 14,061) ( 2,233) 75,642 379,321
159,443 486,725 3,901 9,598 64,786 408,440

56. Counterparty risk

Counterparty risk is the risk that a counterparty to an agreement does not comply with provisions of the
agreement. Landsvirkjun's counterparty risk arises first and foremost due to the Company's energy contracts and
derivatives entered into for hedging purposes, but such contracts are only entered into with financial companies.
Though the amounts involved are considerably high, the risk is limited with the Company’s requirements for
counterparty quality. Landsvirkjun has set a benchmark for derivatives which involves that no derivative
agreements are made with financial companies that have a lower rating than A- from Standard and Poor’s or a
comparable rating from other recognised credit rating agencies. If credit rating is not available a special insurance
agreement is made between parties limiting Landsvirkjun's risk. Before energy contracts are made the financial
standing of the relevant companies and their parent companies are thoroughly reviewed, if applicable.
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56. Counterparty risk

The Company's counterparty risk is specified as follows at year end: 31/12/2009 31.12.2008
Derivative financial INStIUMENTS ........oooviiiiiiiie et e e 489,368 305,011
Other 1oNg-term reCeiVabIES .........ccoiiiii e 334 246
Accounts receivables and other reCeiVabIES ...........ooooviiiiiiiiiiieieeeeeeee e 108,858 98,374
(O T o E T TSP PUP PR 194,248 124,993
792,808 528,624

57. Fair value

The fair value and book value of financial assets and liabilities in the balance sheet is specified as follows:

2009 2008

Book Book

value Fair value value Fair value
Shares in other companies .........cccoccceevieeiiiee e, 248 248 127 127
Derivative agreements ..........ccoeoeiuieieeeeniiiieee e aiieeeeenn 360,210 360,210 159,443 159,443
BONAS ..ot 334 334 246 246
Trade and other receivables .......ccccoooeeeviiieiiiiiiieeeeeeen, 108,858 108,858 98,374 98,374
Cash and cash equivalents ..........cccccccvveeeniieeniicenne, 194,248 194,248 124,993 124,993
Interest bearing long-term liabilities ...............cccceeieene ( 3,018,120) ( 2,899,707) ( 2,975,269) ( 2,826,473)
Trade and other payables ..........ccocccevneiiviieiniieenn ( 65,115) ( 65,115) ( 95,537) ( 95,537)

( 2,419,337) ( 2,300,924) ( 2,687,623) ( 2,538,827)

Note 14 includes further information on measurement of fair value.

Inter bank rates and swap rates were used without premium for the relevant currencies as at the reporting date
when discounting the estimated cash flow.

Interest rates are specified as follows: 2009 2008
Embedded derivatives in electric power sales agreements (USD) ........cccccoecvvvveeeennnns 0,24 -4,62% 1,31-2,70%
Interest bearing long term labilities ..o 0,24 - 4,23% 0,75 - 4,30%

Fair value classification:

The table here below shows financial instruments recognised at fair value according to price evaluation method.
The methods are defined as follows:

Level 1: available price in an active market for the same type of assets and liabilities

Level 2: assumptions based on other variables than available price in an active market (level 1) that can be
obtained for assets and liabilities, directly (for example price) or indirectly (derived from prices)

Level 3: assumptions for fair value of assets and liabilities are not based on market data

Level 2 Level 3 Total

2009
Embedded deriVAtiVES ..........cuiiiiiiiieeie et 423,007 423,007
Other deriVAtiVES ........uiiiiiiiiiiiie et e e ( 62,797) ( 62,797)
Shares in other COMPANIES ..........veiiiiiiie e 248 248
(62,797) 423,255 360,458

2008
Embedded deriVatiVES ..........cocuiiiiiiieiiiie e 169,702 169,702
Other derVALIVES .......eeiiiiiiiiie et a e ( 10,259) ( 10,259)
Shares in other COMPANIES ........c.uvvvieiiiiiiiie e 127 127
(10,259) 169,829 159,570
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58. Classification of financial instruments

According to the International Financial Reporting Standard IAS 39 Financial instruments: recognition and
measurement, financial assets and liabilities are divided into defined groups. The classification affects how the
evaluation of the relevant financial instrument is measured. Those groups to which the Company's financial
assets and liabilities pertain and their basis for evaluation are specified as follows:

* Trading assets and liabilities - are recognised at fair value through profit and loss.
« Financial assets and liabilities - are denominated at fair value and recognised at fair value through profit

and loss

¢ Loans and receivables - are recognised at amortised cost
« Other financial liabilities - are recognised at amortised cost

Financial assets and liabilities are divided into the following groups of financial instruments:

Financial assets
and liabilities

Financial liabilities

Trading  at fair value recognised
assets and through Loans and at amortised
liabilities profit and loss receivables cost Book value
2009
Shares in other companies .................. 248 248
BONAS ..oooiiiieii 334 334
DErivatiVeS ........cooieivveeieiiie e 489,368 489,368
Accounts receivables and other
receivables ..o 108,858 108,858
Cash ..o 194,248 194,248
Total aSSetS .....ooeeeevvveeeeviiieee e, 489,368 248 303,440 0 793,056
Interest bearing liabilities .................... 3,018,120 3,018,120
DErivatiVes .........cccveeeeeiieieeiiieieee e 129,158 129,158
Accounts payable and other
payables .......ccccociiiiiiii 65,115 65,115
Total liabilities 129,158 0 65,115 3,018,120 3,212,393
Financial assets
and liabilities Financial liabilities
Trading  at fair value recognised
assets and through Loans and at amortised
liabilities profit and loss receivables cost Book value
2008
Shares in other companies .................. 127 127
BONAS ..oooviiiieiii 246 246
DErivatiVES ........covieivvieieiiie e 305,011 305,011
Accounts receivables and other
receivables ........ooeeeiiiiiieiie 98,374 98,374
Cash ..o 124,993 124,993
Total aSSetS ....cooeeeevvveeevviiiieeee e, 305,011 127 223,613 0 528,751
Interest bearing liabilities .................... 2,975,269 2,975,269
DErivatiVes .........ccveeeeieieeeeiieeeee e 145,568 145,568
Accounts payable and other
payables .......cccoviiieiii e 95,537 95,537
Total liabilities .......ccccvveveeeiiiieieieeeeeeen, 145,568 0 95,5637 2,975,269 3,216,374
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59. Other issues
On August 22, 2007, a special evaluation committee issued a ruling on a settlement amount for water rights due
to Karahnjukar power station and the division between owners. The total amount amounted to in excess of USD
13.2 million. Most owners of water rights in Jokuldalur and three in Fljétsdalur announced that they would not
accept the ruling of the committee and filed a case in court on February 22, 2008. Forty cases were confirmed in
the District Court of Austurland on January 15, 2008. The parties involved are owners of one third of the water
rights.

In the year 2007, Landsvirkjun and Landsnet hf. entered into two currency swaps with domestic financial
institutions, which consist in a change from ISK to USD. Due to the weakening of the ISK in the year 2008,
unrealised foreign exchange loss was created, which has been recognised as negative fair value to the amount of
USD 39 million in the group's financial statements. A claim was made to the bankruptcy estate of one financial
institution due to default in payments but the other agreement has been terminated. The agreements' fair value is
recognised in the Group's financial statements as the final result on the settlement of the agreements is not
concluded but the Company does not agree to the aforementioned fair value evaluation given the current
situation.

The Company has capitalised water rights amounting to USD 40.6 million, whereof water rights related to
Kéarahnjukar weigh the most. With law no. 58/2008 on the change of law on the resource and energy sector, which
entered into effect on 1 July 2009, restrictions are set for the State, municipalities and companies owned by them
on the endorsement of ownership of water rights for waters containing harnessable power in excess of 10 MW.
The State and municipalities are though allowed to give to companies owned by them the right of use of the
resources for up to 65 years at a time. Upon the adoption of this law, the Prime Minister shall nominate a
committee to discuss the arrangement of leasing of water and geothermal heat rights owned by the State. The
committee shall in its work discuss on lease amount, lease term, renewal of lease agreements and other issues
related to parties' rights and obligations. The committee shall submit proposals in the first half of year 2010.

The ownership of Landsvirkjun in Peistareykir ehf. is 32% and the owners have provided a guarantee on the
company's loans. The owners carry responsibility in proportion to their ownership and Landsvirkjun total
guarantee amount due to those loans at year end 2009 amounts to USD 1.6 million. Landsvirkjun acquired in
addition Nordurorka hf.'s 32% share in beistareykir ehf. at the end of December 2009 with certain conditions to be
fulfilled in the first half of year 2010. Following the acquisition, Landsvirkjun will own 64% in the company. The
price for the share is USD 4.5 million following a due diligence and additional USD 11 million when energy
production begins in the area of pbeistareykir ehf., though not until after ten years. Landsvirkjun's share at year
end, 32%, is recognised according to the equity method in the financial statements. Peistareykir ehf. will become
a subsidiary of Landsvirkjun and a part of the Group when the conditions have been fulfilled.

On 8 July 2009, the EFTA Surveillance Authority (ESA) issued a ruling in relation to the institution's research on
the arrangement of Landsvirkjun's owners' guarantee. ESA's opinion is that the unlimited guarantee that
Landsvirkjun enjoys with its owners is not fully in accordance with provisions of the EEA agreement on state aid.
However, ESA believes that a guarantee can be provided for loans, provided that a reasonable fee is paid for the
guarantee. ESA's ruling is in the form of appropriate measures to the Icelandic Government and the Government
has announced that ESA's decision will be reacted to by presenting bills of law that will meet with ESA's
comments on the present arrangement. The bills of law concern an amendment to the law on Landsvirkjun.

60. Subsequent events

Nothing has come forth after the balance sheet date which would require adjustments or changes to the financial
statement for the year 2009.
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