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FROM THE BOARD OF DIRECTORS

According to Act No. 139/2001, Reykjavik Energy’s Board of Directors is required to submit a report

to the company’s annual general meeting on the company’s operations in the preceding year of

operation. Reykjavik Energy also maintains detailed environmental accounts which are explained

in the environmental report, published concurrently with the Annual Report. This introduction

provides an account of the work of the Board of Directors in 2012.

The Board of Directors of Reykjavik Energy has six members,
five elected by the Reykjavik City Council and one by the
Municipal Government of Akranes. The municipal government of
Borgarbyggd also elects an observer to attend board meetings.
According to its schedule, the Board of Directors meets once a
month, and 13 formal Board meetings were held in 2012. Three
owners' meetings were held, in addition to the Annual General
Meeting, which was held on the 14th of June, 2012. The Board
has also gathered for informal working sessions for work on
strategic planning. The guideline for the work on strategy was
established with the approval of an Owners' Policy for Reykjavik
Energy in 2012, and in the course of the year a consensus was

reached on a new environmental policy for the company.

The principal challenge faced by the Board of Directors over

the year were the company's finances. On the one hand this
work involved the normal tasks of making plans and supervising
their progress in conjunction with interim reporting. Early in the
year, however, the Board agreed on a set of actions designed to
reinforce its work on the company's finances for the long term.
An integrated risk strategy was approved and an audit committee

was appointed.

All business operations involve risk, and a risk strategy enables
the company to assess risk factors in all of its operations and
take action if the risk is perceived as unacceptable. The strat-
egy includes benchmarking for use in assessing risk and lays
down the principal methods, objectives and limits that need to
be observed in the company's day-to-day risk management.

The Board's principal aim with the risk strategy is to ensure that
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Reykjavik Energy is at all times able to carry out its principal func-
tions and meet its obligations, with minimum disruptions, result-

ing from unfavourable external factors.

The role of the Board's audit committee includes monitoring

the company's accounting procedures and auditing its financial
reports, supervising the company's internal auditing and risk
management, and assessing the qualifications of the company’s
external auditors. The following were elected to the Audit Com-
mittee: Sigridur Armannsdattir, Chartered Accountant, Chairman,
Gylfi Magnusson, Associate Professor, and Ingvar Gardarsson,

Chartered Accountant.

When the report of the Owners’ Review Committee on the opera-
tion of Reykjavik Energy from its foundation in 2002 through
2010 was published, the Audit Committee was asked to conduct
an assessment of whether the reforms undertaken had ad-

dressed all the factors criticised in the report.

THE BOARD OF DIRECTORS

Haraldur Flosi Tryggvason, Chairman
Brynhildur Davidsdattir, Deputy Chairman
Gylfi Magnusson

Hronn Rikhardsdottir

Kjartan Magnusson

Soéley Témasdottir

Ragnar Frank Kristjansson, observing memeber
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ON THE WORK OF THE AUDIT COMMITTEE

Reykjavik Energy's Audit Committee was appointed by the

company's Board of Directors on the 20th of January, 2012. The
Board of Directors had approved rules of procedure for the Com-
mittee on the 16th of December, 2011. The Committee held 35
meetings in 2012, and six additional meetings were held with the

City of Reykjavik's Audit Board.

The Committee returned four reports to the Board of Directors
over the course of the the year providing an account of its work.
Efforts aver the year were focused on shaping the Committee's
working procedures and examining the nature and operations of
the company. In connection with the disclosure of the company's
financial reports, the Committee met with the management and
external auditors to review the company’s accounts, the methods
of processing financial information, and the procedures used by

the company's external auditors.

One of the functions of the Audit Committee is to verify that the
company's risk management is consistent with its policy and to
ensure that the chief risk factors are identified, described and
managed in an acceptable manner. The internal auditor has
begun a review of Reykjavik Energy’s risk management, with

completion of the work scheduled for early 2013.

The Audit Committee assessed the independence of internal and
external auditors in the course of the year. The Committee also
reviewed the internal audits, including planning and prioritisation
in the unit for the coming years, in addition to reviewing the man-
agement's plans for the improvement of the company's internal
audit, in accordance with the advice from internal and external

auditors.

Acting on a decision passed by the owners’ meeting, the Audit
Committee undertook preparations for the choice of external
auditors, in collaboration with the City of Reykjavik's Audit Board.
The Board of Directors asked the Committee to direct the work
of assessing whether the reforms undertaken had covered all the
factors that were criticised in the "Report of the Review Commit-

tee on Reykjavik Energy.” Preparation for this work has begun.
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CEO’S ADDRESS

In the spring of 2011 the staff and management of Reykjavik Energy and the company’s owners

joined forces and worked out an elaborate action plan, which came to be known as “The Plan”. The

action plan was designed to resolve the company’s financial difficulties. It was evident at that time

that 2013 would be a particularly difficult year, as payments would need to be made in the amount

of ISK 30 billion on the company’s debt. Assuming an unchanged course, it would be impossible for

the company to cope with its obligations.

This danger has now been averted by means of a co-ordinated
effort with the participation of everyone involved in the comp-
any's operations. The staff has shown outstanding resourceful-

ness in cutting costs and changing working methods, while at

the same time seeing off colleagues through unavoidable layoffs.

Management has shown decisive leadership in bringing about

the necessary changes in operations and identifying new targets.

The Board of Directors has acted with cohesion in tackling the
challenges and the company’s owners - Reykjavik, Akranes

and Borgarbyggd - have valuably contributed with subordinated
loans. Not to mention Reykjavik Energy’s customers, many of
whom were severely affected by the financial crisis and had

at the same time to cope with higher tariffs. In 2012, the full
impact of The Plan became apparent. The restructuring of the
operations was concluded in February, the full impact of cost
cutting measures and increased income was realized and was
soon followed by increased confidence among the company's
creditors. Agreements were reached on reducing the payment
burden of 2013, and the confidence in that the confidence in the
difficult hurdle of servicing all 2013 will be cleared is reasonable.
Everyone who contributed to this effort will in time benefit from

the new situation.

The milestone decision was made in 2012 to transfer the Hvera-
hlid power project to an independent company. The Board of
Directors and the company's owners also approved to sell 49%
of the data utility Gagnaveita Reykjavikur, now fully owned by
Reykjavik Energy. The sale is scheduled for 2013, thus enabling
the staff of Reykjavik Energy to concentrate on the company’s
core operations; efficient utility services to households and

businesses.

In 2012 the owners of Reykjavik Energy came together and
approved an Owners' Palicy for the company. This is an important
step in structuring a new and stronger corporate governance for
Reykjavik Energy. In 2011 the owners appointed a review commit-
tee to review the operations of Reykjavik Energy during the period
2002 through 2010 to cast light on the difficult financial situation
the company ran into. When the report was published in the
autumn of 2012 it received close public attention. It is important
to learn lessons from the mistakes of the past to avoid similar
situation developing again. A new course has now been set, and

the company has set sail into a more stable future.

Bjarni Bjarnason, CEO

//15






chapter

3

FINANCIAL
HIGHLIGHTS



FINANCIAL HIGHLIGHTS

Good results in Reykjavik Energy’s operations have significantly strengthened the company’s
ability to pay off its heavy debt burden. According to the Group’s annual financial report for 2012,
the operation returned ISK 25 billions in gross profit, and earnings (EBIT) amounted to ISK 15
billions for the year. The ratio of gross profit to debt is now similar to the levels before the financial
collapse. The actions taken by Reykjavik Energy and its owners, referred to simply as “The Plan”
and approved in March 2011, have been very successful, with the exception that sales of assets

have taken longer than anticipated.
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Reykjavik Energy's operating income has increased considerably Reykjavik Energy’s operations have been undergoing a thorough
in recent months. An adjustment was made to the income in review, where every single detail has been scrutinised. Continu-
connection with the Plan in the spring of 2017; real income from ous cost containment and monitoring have returned good results,
most service factors had fallen at that time, as tariffs had not with every single employee contributing to the effort. Operating
followed price levels for several years. In 2012 tariffs for the first expenses have been reduced in real terms and are now close to
time reached the same real value as in 2005. The revision of 2005 levels. The number of employees has been reduced by 181
tariffs was one of the actions that were necessary to strengthen since 2008, when construction work in the company was at peak
the company’s conditions of operation. The chart shows the trend  levels; construction work is now at a minimum level.

of the tariff in comparison with the consumer price index.

THE FINANCIAL YEAR 2012 AT A GLANCE
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REYKJAVIK ENERGY POWER PLANTS AND THEIR OUTPUT STAFF FIGURES AT YEAR-END 2012
ELECTRICITY HOT WATER WOMEN MEN ALL
GEOTHERMAL PLANTS NUMBER OF PERMANENT
Nesjavellir 120 MW 300 MW EMPLOYEES 127 229 426
Hellisheidi 303 MW 133 MW
Total geothermal plants 423 MW 433 MW AVERAGE AGE 45,8 48,6 4777
HYDROPOWER PLANTS AVERAGE LENGTH OF SERVICE 10,7 14,3 13,2
Ellidaa 3,2 MW -
Andakilsa 8,2 MW . MAN-YEARS 135,7 340,5 476,2
Total hydropower plants 11,4 MW
REAL STAFF TURNOVER 2,70%
Low temperature areas - 600 MW
Total 434,4 MW 1.033 MW
I EBITDA NET DEBT/EBITDA

SK
BILLION
25

Years

20

15

10

2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2008 2009 2010 2011 2012
Trends in EBITDA are clear evidence of the turnaround in opera- if EBITDA is divided by net debt; the resulting figure shows the
tion and show the company'’s significantly improved ability to number of years it would take to pay up all of Reykjavik Energy’'s

service its loans. The positive impact of this trend is also revealed  debt if EBITDA were used only to that purpose.

ISK PAYMENTS
BILLION

30

25
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15
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w

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037
Amortisations of Reykjavik Energy’s loans will be heavy in 2013, but  worse in external factors, such as exchange rates and aluminium
systematic steps have been taken to enable the company to meet prices, it is projected that EBITDA will return sufficient cash to cover

all its obligations. In the absence of any significant turns for the payments on debts and necessary investments in the future.
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The objective of the thorough reforms of Reykjavik Energy's
operation was twofold. First, it was urgent to respond to the
pressing financial difficulty facing Reykjavik Energy as a result
of the increased debt burden and second, attention had to be
focused on the company's core business, i.e. the operation of
the utilities to make it more efficient. Every single employee at
Reykjavik Energy has been involved in this work in one way or

another, which bears witness to the unity of the company’s staff.

The results have been immediate. Operating expenses have
fallen sharply, and changed attitudes in the decision-making

process have resulted in streamlining without any slackening of

requirements, relating to the delivery services of the systems.
The priorities in maintenance projects have been altered, with
increasing emphasis on risk analysis in the systems instead of
focusing on their age. The result is that maintenance is increas-

ingly focused on areas where there are signs of weakness.

The following table shows the largest financial items in Reykjavik
Energy’'s operation and their trends. Earnings before depreciation
and taxes have increased by ISK 13 billion since 2008, which
illustrates the turnaround in operations and the improved capacity

of the company to deal with its debt load.

KEY FIGURES
CHANGE
OPERATION (ISK million) 2008 2009 2010 2011 2012 11/12
Electricity 11.529 12.540 13.622 16.732 18.414 10,1%
Hot water 5.717 6.003 6.491 8.434 9.650 14,4%
Cold water 1.971 2.510 2.577 2.748 3.040 10,6%
Sewerage 2.010 2.276 2.526 3.251 4.008 23,3%
Fibre-optic 669 797 1.000 1170 1.386 18,4%
Other income 2.272 1.887 1.700 1.291 1.407 9,0%
Total operating income 24.168 26.013 27.916 33.626 37.905 12,7%
Operating expenses (12.517) (13.042) (13.964) (12.391) (12.861) 3,8%
Earnings before interest, taxes and depreciation (EBITDA) 11.652 12.970 13.951 21.235 25.044 17,9%
Depreciation and amortisation (6.953) (7.814) (7.962) (8.881) (10.371) 16,8%
Earnings (loss) (EBIT) 4.699 5.157 5.989 12.354 14.673 18,8%
Realised financial income and financial expenses (3.364) (4.258) (3.424) (3.635) (5.169) 42,2%
Erarnings before unrealised financial items 1.334 898 2.565 8.719 9.504 9,0%
Unrealised financial items (89.435) (4.812) 14.201 (16.027) (13.334) -16,8%
Income tax 15.064 1.398 (3.037) 6.751 1.535 -77,3%
P/L of the year according to the Financial Statements (73.037) (2.516) 13.729 (556) (2.295) 312,6%
Balance sheet at year-end (ISK million)
Power plants and utility systems 217.728 230.825 238.274 249.478 244.472
Other fixed assets 34.890 42.102 39.996 39.669 34.441
Current assets 6.755 8.598 8.270 7.238 18.289 =
Total assets 259.373 281.525 286.540 296.385 297.202 -
Total equity 48.359 40.657 52.847 61.643 60.648 =
Long-term liabilities 196.589 221.780 212.162 214.302 202.129
Current liabilities 14.425 19.088 21.531 20.440 34.425
Liabilities and Equity
Net liabilities* 204.537 233.625 222.847 228.571 224.617
Cash flow (ISK million)
Working capital from operations (FFO) 7.983 9.036 10.595 17.231 19.880 15,4%
Net cash provided by operating activities 7.699 8.429 11.588 16.930 18.935 11,8%
Investing activities (32.373) (20.470) (14.542) (9.539) (2.747) -
Financing activities 21.485 13.133 2.220 (8.068) (11.360) =
Cash
Cash and cash equivalents at year-end 1.244 2.943 2.344 1.652 6.886
Undrawn credit facilities 14.799 13.800 8.298 5.900 6.800 =
Total liquidity at year-end 16.042 16.743 10.641 7.552 13.686 ©
*Net liabilities are interest-bearing debts net of cash
Financial Indicators
Profit margin ratio 18,3% 19,8% 21,5% 36,7% 38,6%
Return on investments 9,3% 9,2% 9,7% 11,3% 12,8%
Outstanding sales ratio 13,6% 12,8% 13,1% 12,6% 12,5%
Equity ratio 18,6% 14,4% 18,4% 20,8% 20,4% =
Current ratio 0,47 0,45 0,38 0,35 0,53 -
Cash from operations as a ratio of operating income 33,0% 34,7% 38,0% 51,2% 52,4% -
Investment as a proportion of income 133.,9% 78,7% 52,1% 28,4% 7.2% =
Debt servicecover (EBITDA /paid liab. + net paid interest) 1,81 1,23 1,76 1,50 1,24 -
Interest cover 2,10 2,27 3,31 3,52 3,86
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FINANCING

Last year Reykjavik Energy was granted a loan by Municipality
Credit Iceland in the amount of EUR 6.2 million. The loan was

taken to re-finance the ongoing sewerage system construction
work in Akranes, Borggarbyggd and Kjalarnes, which had been

financed on less favourable terms.

An agreement was reached with the French Dexia Bank on a
postponement (to the end of 2015) of a large payment which was
due in 2013. The payments covered by the agreement amount

to ISK 5.4 billion. Heavy payments are due on the company's
borrowings in 2013, but this agreement has significantly lightened
the burden.

Reykjavik Energy also entered into an agreement with Depfa Bank
on modifications of its payments on an EUR 30 million loan, a
bullet loan due in 2016. This corresponds to approximately ISK

4.9 billion.

At year-end 2012 Reykjavik Energy held liquid capital in the
amount of ISK 13.7 billion, including ISK 6.9 billion in cash.

REYKJAVIK ENERGY RISK MANAGEMENT
AND CREDIT RATING

Reykjavik Energy's risk strategy was approved by the Board of
Directors on the 20th of January, 2012. The Board's palicy is that
risk should be taken into account in all of the company's business
activities, thereby promoting responsible and efficient decision
making and governance. A great deal of work has been spent
over the year on implementing the risk strategy, and a number

of steps have been taken to reduce the risks in the company's

operations.

A currency swap contract was concluded with Arion Bank to
hedge the company's financial situation against price fluctua-
tions of the Icelandic krona. The agreement ensures access for
Reykjavik Energy to foreign currency over the next six years; its

value is assessed at approximately ISK 15 billion.

Continued risk-hedging co-operation with the Dutch ING bank
has enabled Reykjavik Energy to mitigate risks relating to any
unfavourable trends in world aluminium prices, interest and for-
eign exchange rates. Moody's credit rating for Reykjavik Energy
was reviewed in February 2013 and remained unchanged from
the preceding year: B1 with negative prospects. The credit rating
without the owners' guarantee also remained unchanged at B3.
The rating agency Reitun enhanced the company's basic credit
rating to B- from C+, but the overall rating including the owners'

guarantee remained at B+.

INTEREST COVER
(EBITDA/NET INTEREST EXPENSES)
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THE PLAN

Reykjavik Energy and its owners' Action Plan — which we refer The total outcome of the Plan for 2011-2012 is approximately
to simply as “the Plan” — was approved in the spring of 2011; it ISK 1.8 billion in excess of the targets for the year.

includes a number of actions designed to improve the company's

cash position by ISK 50 billion through 2016. The actions include The impact of external variables was positive - interest rates,
sales of assets, cost containment measures, postponement of aluminium price and currency exchange - have proved more fa-

investments, adjustment of the company’s tariffs and reductions vorable than set forth in the Plan. All aspects of the Plan are on

in operating costs. schedule, though sale of assets has taken somewhat longer than
expected.

THE PLAN 2011 2012 2013 2014 2015 2016 TOTAL
Action Plan in ISK million 11.877 10.170 15.005 6.813 2.940 4.458 51.263
Principal actions:

Reduction of investment in utility systems 1.205 3.518 2.690 2.518 2.410 2.659 15.000
Subordinated loan from owners 8.000 - 4.000 - - - 12.000
Sale of assets 1.000 2.000 5.100 1.900 = = 10.000
Increased income from adjusted tariffs 1.122 1.552 1.215 1.295 1.330 1.499 8.013
Reduction in operating expenses 300 900 900 900 1.000 1.000 5.000
Reduction in other investments 250 200 200 200 200 200 1.250
Postponement of investments in sewage system - 2.000 900 - -2.000 -900 0

nl REAL REAL REAL REAL REAL REAL
PROGRESS OF THE PLAN 2011 2012 2013 2014 2015 2016 TOTAL
Reduction of investment in utility systems 1.825 4.808 - - - - 6.633
Subordinated loan from owners 7.925 75 = = = = 8.000
Sale of assets 1.115 212 - - - - 1.327
Increased income from adjusted tariffs 1.128 2.200 - - - - 3.328
Reduction in operating expenses 747 887 - - - - 1.634
Reduction in other investments 378 415 - - - - 793
Postponement of investments in sewage system - 2.150 - = = = 2.150
REAL REAL REAL REAL REAL REAL

ACHIEVEMENTS OF THE PLAN 2011 2012 2013 2014 2015 2016 TOTAL
Reduction of investment in supply systems 620 1.290 - - - - 1.910
Subordinated loan from owners -75 75 - - - - 0
Sale of assets 115 -1.788 = = = = -1.673
Increased income from adjusted tariffs 6 648 - - - - 654
Reduction in operating expenses 447 -13 = = - - 434
Reduction in other investments 128 215 - - - - 343
Postponement of investments in utility systems 0 150 = = = = 150

ACHIEVEMENTS OF THE PLAN 2011-2012

ISK million
30.000

25.000

20.000

15.000

10.000

5.000

THE PLAN 2011-2012 REAL 2011-2012
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SALE OF ASSETSIN 2011-2012
ISK. million
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PROJECTED SALES IN 2012

REAL SALES IN 2012

From the beginning of the Plan assets have been sold for ISK
1.327 million. Sold assets that are not a part of the core business
of the company amount to ISK 804,5 million. Associated
companies have been sold for ISK 398,1 million as well as various
other assets and supplies have been sold for ISK 124,4 million.
Various properties are undergoing sales procedures and it is
expected that targets in the Plan regarding the sale of assets

will be reached though the sale process has been more time

consuming than expected.
1 ——

REDUCTION IN OPERATING EXPENSES 2011-2012

ISK.Million
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REQUIRED RESULT 2012

REAL RESULT

The cost containment target for 2011 - 2016 was ISK 5.000
million but actions to streamline the company's operations have
returned results sooner than anticipated. A reduction in operating
cost of ISK 1.200 million was projected in 2011-2012. However,
the operating cost was lower than that figure by ISK 1.634 million,
and the result therefore exceeded the target in the Plan by ISK
434 million for the years 2011-2012.

INCREASED INCOME
Sk vilion FROM ADJUSTED TARIFF 2011-2012
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PROJECTED INCREASE IN ICOME REAL INCREASE IN INCOME

Adjustment of the company'’s tariff was intended to result in an
increase in income of ISK 2.674 million for the period 2011-2012.
This target was exceeded by ISK 654,3 million. All proposed tariff

adjustments have been approved and implemented.

]
INVESTMENT 2011-2012

ISK.Million
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PROJECTED REDUCTION IN INVESTMENT

REAL REDUCTION IN INVESTMENT

The Management of Utilities prioritises all projects based on
importance, with specific attention to risk assessment, and sends
its proposals to the Procurement Board for approval. For the year
2012 it was proposed that contributions to investments in utilities
should be reduced by ISK 4.723 million, and investments to other
projects should be reduced by ISK 450 million. On the one hand,
investments are being reduced by means of changed procedures,
and on the other hand certain defined sewerage projects are
being postponed for two years. The postponement has the effect
that ISK 2.9 billion investments are transferred from 2012-2013
to 2015 and 2016. The total investment in sewerage over a five-
year period will therefore remain unchanged, but financing costs
in the first half of the period will be reduced. This is extremely
important in light of the heavy payment burden within the Plan’s

time frame.
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THE YEAR IN BRIEF
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¢
14.12°12

Board approves
sale of Perlan to
the City of Reykjavik
for ISK 950 million.

L 4
22.1r12

First invoices showing
Suarantees of origin of electricity
sent out to customers

L 4
12.06’12

RE holds open AGM,
where an account is given
of agreements with foreign
banks on changed loan payments

L 4
10.11°12

Repeated storms
cause power disruptions
in Reykjavik area

L 4
19.10°12

Board approves sale of 49% share
in Gagnaveita Reykjavikur
subject to RE owner
approval

L 4
27.07°12

Call for tenders for
a new water utility in
Reykholtsdalur, where draughts
caused water shortages ‘

10.10’12

Report of Revieww Committee
on RE's finances presented
- processing of conclusions begins

*
01.10°12

Report of independent
scientists' group on earthquakes
caused by fluid injection
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MANAGEMENT AND GOVERNANCE

Reykjavik Energy is a partnership company governed by Act No. 139/2001 on the establishment of

the partnership on Reykjavik Energy and Regulation No. 297/2006. Its activities are also subject to

various special laws that apply to its respective fields of operation. The owners of Reykjavik Energy

are the City of Reykjavik (93.539%), the town of Akranes (5.528%) and the municipality of Borgar-

bygsd (0.933%). The current partnership agreement between the owners, which provides, among

other things for governance, dates from 2004.

OWNERS’ STRATEGY

An important step was taken in 2012 to improve governance at
Reykjavik Energy with the adoption of an Owners' Strategy. Since
the adoption of the Strategy work has been in progress on re-
viewing other pillars supporting the framewaork for the company’s
operation. The owners are now reviewing their partnership agree-
ment and the legislation governing the company in co-operation

with the Ministry of Industries and Innovation.

The Owners' Strategy represents an attempt to clarify the role
and responsibilities of the owners and ensure their participation in
policy decisions on consequential matters; at the same time, the
owners are seeking to create an engaging working environment
for the company'’s directors and management to carry out their
duties in the company's interests and in line with the strategy

approved by the owners.

The Owners' Strategy focuses on respect for the environment,
the responsible use of natural resources and a responsible use
of funds. Reykjavik Energy shall act with integrity and social res-
ponsibility in its operations. The company seeks recognition as a

reliable partner and it recognises its important community role.
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REYKJAVIK ENERGY’S CORE VALUES

A part of the policy changes that have been in preparation among
Reykjavik Energy’s owners, Board of Directors, management and
employees has involved a revision of the company’s core values.
The course of work in 2012 resulted in the selection of three core

values: Foresight, Integrity and Efficiency.

FORESIGHT refers in particular to Reykjavik Energy’s role in
the community, since utilities by nature require planning for the
extreme long term, as the customers’ needs for the services is
ageless.

INTEGRITY refers to the way in which employees interface
customers and each other, how they work and ensure trans-
parency in the company's operations.

EFFICIENCY refers to the requirement of prudent day-to-day
operations so customers receive defined services at a

reasonable price.

In 2012, RE's employees infused a deeper meaning to these
core values as they reflected on the values and incorporated
them into the strategy and the day-to-day operation of the

company.
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ORGANISATION CHART

BOARD OF DIRECTORS

}— AUDIT COMMITTEE
|

CEO INTERNAL AUDITING
Bjarni Bjarnason Gudmundur . Berghérsson

UTILITIES
Inga Déra Hrélfsdéttir

QUALITY SYSTEMS
Kristjana Kjartansdéttir

RESEARCH AND DEVELOPMENT
Hildigunnur H. Thorsteinsson

LEGAL AFFAIRS
Elin Smaradéttir

NATURAL RESOURCES
Einar Gunnlaugsson

TECHNOLOGY
Témas Hansson
COMMUNICATIONS

Eirikur Hjalmarsson SYSTEMSAND DESIGN

Porgeir Einarsson

OPERATIONS

Helgi Helgason
RECORD MANAGEMENT

Anna Margrét Bjornsdattir PROJECT MANAGEMENT

Asdis Kristinsdottir

MAINTENANCE

HUMAN RESOURCES Hildur Ingvarsdéttir

Sélran Kristjansdottir
CONTROL ROOM

ENVIROMENTAL AFFAIRS e
Benedikt Einarsson

HéImfridur Sigurdardottir

HSE
Reynir Gudjénsson

QUALITY SYSTEM

Reykjavik Energy operates under an integrated quality system
that extends to the entire company and is aimed at ensuring
reliable delivery and efficient services to customers. The quality
system consists of the following documented and certified

management systems:

IS0 9001: Quality management

IS0 14001: Environmental management

OHSAS 18001: Occupational health and safety management
IS0 27001: Information security management

HACCP: Food safety management

Electrical safety management system: A mandatory
safety system that meets the requirements of the Iceland

Construction Authority.

Reykjavik Energy's compliance with these standards is audited
annually by independent certification authorities. The audits last
year confirmed that the company's operation was as required by

the standards.

MANAGEMENT AND ORGANISATION CHART

Bjarni Bjarnason is CEO of Reykjavik Energy. He is a geologist
and engineer and was formerly head of Landsvirkjun Power, Kisil-
idjan (a diatomite plant) at Lake Myvatn and Icelandic Alloys at

Grundartangi. Bjarni joined Reykjavik Energy in March 2011.

Ingvar Stefansson is Chief Financial Officer. Ingvar holds a

degree in business administration, specialising in auditing, and a

CUSTOMERSERVICE FINANCES POWER PLANTSAND SALES
Skuli Skulason Ingvar Stefansson Pall Erland
SERVICE CENTER TREASURY AND RISK STRATEGY

Sigran Viktorsdéttir Ingvar Stefansson Gisli Sveinsson
METERING AND INSTALLATIONS ACCOUNTING POWER PLANTS
Porvaldur Finnbogason ~ Rannveig T. Kristinsdottir Gudmundur Hagalin

Gudmundsson
BILLING MANAGEMENT INFORMATION
Porbjorg Bjarnadottir Bjarni Freyr Bjarnason MARKETING AND SALES
Brynjar Stefansson

PROCUREMENT
Halfdan Gunnarsson

CREDIT MANAGEMENT
Regina Sigurgeirsdottir

INFORMATION TECHNOLOGY
Seemundur Fridjénsson

master's degree in financial management. Ingvar joined Reykjavik
in 2011, having previously served as a managing director at is-

landsbanki Asset Based Financing. Ingvar is deputy CEOQ.

Pall Erland is Director of Power Plants and Sales. He studied
industrial operations engineering before completing a degree
in business administration and an MBA. Pall has been with
Reykjavik Energy since 2001. He previously worked as a sales

and marketing director and did consultancy work.

Inga Déra Hrélfsdéttir is Director of Utilities. She holds a
master's degree in civil engineering. She has been with Reykjavik
Energy since its foundation, and was previously with the Reykjavik
District Heating from 1996 and serving as the head of various

units at the company.

Skali Skulason is Director of Customer Services. He holds

a degree in business administration and a master's degree in
strategic management. Skuli has been with Reykjavik Energy
since 2009. He previously served as the Chief Financial Officer
of the Sports and Leisure Council of Reykjavik and engaged in

consultancy work.

Hildigunnur Thorsteinsson is Head of Research and Deve-
lopment. She holds a degree in industrial engineering from the
University of Iceland and a master's degree from MIT, in the field
of geothermal energy. Hildigunnur joined Reykjavik Energy at the
end of 2012. She was formerly employed in geothermal projects
abroad for an Icelandic company and at the United States

Department of Energy, from 2009.
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PUTTING THE CUSTOMER FIRST

Reykjavik Energy is committed to providing its customers with reliable and secure services

and resolving any issues swiftly and proactively. Our employees are dedicated to keeping

customers informed about our products and services.

Reykjavik Energy’'s core values — foresight, efficiency and integrity
- are at the forefront all of the company's activities.
High importance is placed on respect for customers and provid-

ing efficient and friendly service.

Reliable water, heating, electricity and sewage utilities are a
fundamental part of the quality of life in Iceland; this is what
Reykjavik Energy's service is largely about. At the end of 2012,
the service area extended from Grundarfjordur in the north of
the Snaefellsnes peninsula in west Iceland to Rangarvellir in south
Iceland and included two-thirds of the country’s population.

To meet customers’ needs, Reykjavik Energy operates diverse
utility systems and generates electricity at four power plants in

Iceland’s south-west region.

Providing water and sewage utility service are legal responsibili-
ties of municipalities. Electricity distribution and most heating
utilities operate under a concession arrangement, whereas elec-
tricity generation, the sale/supply of electricity from power plants
and the operation of fibre-optic cable networks are competitive
market activities. Reykjavik Energy serves a total of 20 municipal-
ities in south and west Iceland. Services differ in scope between

municipalities.

UTILITY SERVICES 2012

Access to clean drinking water is one of the most valuable re-
sources for the inhabitants and businesses of Reykjavik Energy's
service area. Most people take clean potable water for granted
in their daily lives, seldom considering whether the water's purity
could be compromised. But communities where water purity
issues have arisen have a clear understanding of the importance
of clean potable water and of measures to prevent and remedy

such problems.

Various factors pose a risk of pollution of groundwater and water
sources in and around the capital region’s water protection area,
which serves more than half of Iceland's population. Among these
risk factors are traffic on the Blafjallavegur road and the Blafjal-
laleid route, operations at the BI&fjoll ski resort, vehicle traffic and
rest stops in the Heidmork Reserve, outdoor recreation, forestry,

birds and vermin. Summer houses and year-round residences in
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the area are also a source of potential risk. The Greater Reykjavik
area’s water resources and water protection areas are thus

clearly coming under increased pressure.

In 2012, Reykjavik Energy took active steps to promote water
protection, which sometimes was met with some resistance.

It will nonetheless continue to inform regulators, municipal
councillors, non-governmental organisations, the media and the
general public about the necessity of protecting water sources to

ensure safe drinking water in the future.

Water distribution network performance was good during the
year, with only a few system disturbances. Water sources in

the vicinity of populated areas are of vital importance and must
be protected by every available means, including monitoring of
groundwater levels to prevent contamination. Reykjavik Energy
utilises water resources in the Heidmork conservation area and
operates water utilities in many parts of south-west Iceland. The
quality of drinking water is monitored, mostly by bacteriological
analysis and chemical measurements, whose frequency is stipu-

lated by a government regulation on drinking water.

QOverall, performance of the district heating system was good
during the year. No difficulties arose as regards water transmis-
sion capacity in times of cold weather and peak loads. Reykjavik
Energy operates 13 district heating systems in south-west Ice-
land, of which the largest (in Reykjavik) is the largest geothermal
district heating system in the world. Close monitoring is required
of extraction methods and changes in water levels, temperature
and chemical composition in each of the geothermal areas uti-
lised. It is important to maintain a balance between utilisation and
water levels in the reservoir. Any drop in temperature or change in
chemical composition indicates an inflow of cold water. Reykjavik
Energy keeps all the areas under close observation to enable
their long-term sustainable utilisation. If an imbalance is identi-
fied, extraction needs to be decreased. Computer simulations

of geothermal energy reservoirs have been used to predict how
these areas will react to extraction. Models and simulations are
under constant review, in light of the latest data so as to better
manage extraction and production, and thereby ensure sustain-

able utilisation.
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Wastewater operations were successful during the year, with

no major system disturbances or failures in either the collection
system or the pumping stations and sewage treatment plants.
The largest sewage infrastructure project awaiting completion is
a major project in west Iceland, which has been ongoing for the
past few years. As part of this project, four biological sewage
treatment plants have been brought into service in inland rural
areas, but financial difficulties in recent years have delayed com-
pletion of the sewage treatment and pumping stations in Akranes

town, Borgarnes town and in the Kjalarnes district of Reykjavik.

A significant effort was made to ensure the operational security
of the electricity distribution system, but icing and salt accumula-

tion caused some disturbances in substations.

MAIN SYSTEM DISTURBANCES IN 2012

In January, a failure occurred in the Brennimelur substation in
Hvalfjoréur Fjord owned by Landsnet, the transmission system
operator. The failure was caused by salt accumulation and icing.
This led to extensive power failures around Iceland, including an
approximately half-hour outage in the town of Akranes. During the
voltage fluctuations, due to the disturbance, many hot water and
sewage pumps tripped, causing widespread hot water outages in

South Iceland.

In early November, a severe storm broke over the capital area,
causing a number of poles on the Kjalarnes power line to break,
among other things. This led to a power outage in part of the
Kjalarnes district. Because of the weather conditions, power could
not be restored until approximately 24 hours later in some areas.
A few days later, an extensive power outage occurred in the
Grafarholt, Grafarvogur and Kjalarnes districts of Reykjavik and in
the nearby town of Mosfellsbaer. Salt accumulation on electric-
ity infrastructure from the previous storm triggered a failure in
Landsnet's substation at Korpa. Consumers in Mosfellsbaer town
were the worst affected and went without power for almost four-

and-a-half hours.
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HOT WATER DISTRIBUTION BY MONTHS 2012

Thousands m3
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Damage to a large cold water distribution pipe in central Rey-
kjavik caused some service interruptions in August in the form
of a water shortage, including the city centre's public swimming
pool. One of the most extensive breakdowns occurred on a main
line extending from a valve station on the Saebraut road, by the

Ellidavogur bridges in Reykjavik.

A number of failures occurred in the hot water supply pipeline for
the towns of Akranes and Borgarnes in 2012, leading to disrup-
tions for consumers in this service area. The number of failures
was similar to that of previous years. Failures also occurred in the
water supply pipeline for the Grafarvogur district of Reykjavik in
September and October, causing a water outage for a part of the

district during the repair time.

KEY MEASURES TO IMPROVE UTILITY SYSTEMS

o Renewal of hot water pipelines in the towns of Borgarfjordur,
Hafnarfjordur and Porlakshofn and the Breidholt district of
Reykjavik

o Increasing supply for the water utility in Reykholtsdalur and
improvements to the control systems in Akranes town

o Renewal of fastenings on concrete weights on submarine
sewage pipes.

e Comprehensive renewal of pipes under the Klapparstigur street

in Reykjavik's city centre

RESEARCH ON UTILITY SYSTEMS AND THEIR
DEVELOPMENT

The operation of utility systems requires a long-term approach,
sometimes spanning decades, even centuries. Research in

2012 focused in particular on design criteria and consumption
forecasts for heating utilities. Reykjavik Energy's forecasting time
horizons range from looking at intra-day fluctuations, which can
be useful when the distribution system's capacity is limited by
failures or maintenance and when the weather outlook is unfa-

vourable, to several years.
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Since the pre-2008 period of rapid and extensive development
of residential and commercial areas, the growth of Reykjavik
Energy’s utility systems has been focused mostly on single, large-
scale projects. This includes the new National University Hospital,
which will require a substantial load increase in our distribution
systems. Reykjavik Energy has also been making preparations
for utility connections to a new prison, due to be constructed at

Holmsheidi, on the outskirts of Reykjavik.

CUSTOMER SERVICES - KEEPING
THE CUSTOMER INFORMED

At the heart of Reykjavik Energy’s customer service ethos is the
provision of clear and high-quality information, customer-friendly
staff and reliability in resolving any issues that arise. During 20712,
the company took steps to deepen employees’ knowledge of
Reykjavik Energy’s service and product offering. It is very impor-
tant for customers to have clear information on what to expect
when system disturbances affect utility services, how long the
situation will last during repairs and where to turn. A reliable and
efficient service delivers real value to customers and success for
the company.

Recently, Reykjavik Energy has placed emphasis on developing
e-services to broaden the use of the company’s portal website

(www.orkanmin.is), where customers can deliver their own

THE SERVICE DEPARTMENT'S NUMBER
OF SERVICE REQUESTS —2011 AND 2012
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meter readings, view bills and water-and-sewage charges and
keep track of their own consumption. The customer portal also
provides various guidance and tips on Reykjavik Energy's prod-

ucts and services.

Customer satisfaction surveys in recent years had shown that
customers found our bills complex and difficult to understand.

In response to this feedback, Reykjavik Energy has improved the
layout of invoices and simplified them considerably. Customers
will receive invoices in the new and improved layout in the first

half of 2013.

Rising numbers of customers have been struggling to pay their
bills, as evidenced by a drop in the collection rate from the
preceding year. Long-term arrears (over three months) have risen,
with customers increasingly requesting payment rescheduling.
Reykjavik Energy therefore reviewed its collection processes and
gave service representatives wider scope to renegotiate with
customers, in order to help them and to avoid having to cut off
their power or water. This has delivered a significant drop in the
number of disconnections as the number of payment reschedul-

ing agreements has risen.
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ELECTRICITY PRICES IN THE NORDIC COUNTRIES FROM THE 315" OF DECEMBER, 2012, BASED ON ANNUAL CONSUMTION OF 4.800 KWH.
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PRICING OF ENERGY AND UTILITY SERVICES

Customer satisfaction is largely determined by expectations of
the service, its quality and price. The bar chart above shows
substantial differences in prices for electricity by utility compa-
nies in the Nordic capitals. The comparison dates from October
2012 and is based on the tariffs of the largest energy and utility

companies in each capital city.

REYKJAVIK ENERGY AND THE COMPETITION

Reykjavik Energy's image has suffered some blows in recent
years. This is evident from regular customer satisfaction surveys
as well as from public discussion. The company's main focus

in rebuilding its brand is to continue to improve services and to
make cost and efficiency savings that strengthen the company's
financial position. Reykjavik Energy also takes targeted actions to

address specific areas of concern, identified in surveys.

The image problem is a hindrance to the company's progress
in the face of stiff competition. The most important competitive
component of activities is the sale/supply of electricity, which
will likely be transferred to a separate company, together with

electricity generation.

The electricity market has been developing at a rapid pace since
being opened up for competition. This has been particularly
evident in the past few years, with corporate clients increasingly
calling for more services and advice on electricity purchasing.
Reykjavik Energy's staff has placed a high priority on service flex-
ibility, precision and professional advice. Competition has grown
considerably in recent years and continues to stiffen, as the sup-

ply of electricity outweighs the market's demand.
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The generation and supply of electricity are competitive activities.
Reykjavik Energy is a player in this market and owns and operates
four power plants. The jewel in the crown is the Ellidaar Power
Plant, a hydropower plant in which the same generating units
have been powered by the Ellidad River since 1921. The second-
oldest is the Andakilsa Power Plant, dating from 1947, which was
acquired in 2001, when the town of Akranes and the municipality
of Borgarfjérdur (now Borgarbyggd) became partners in Reykjavik
Energy and transferred their energy and utility infrastructure to

the company.

The two geothermal power plants in the Hengill area ; at Nes-
javellir and Hellisheidi — have long been considered emblems of
Iceland’s expertise and know-how in geothermal energy. Both
plants produce hot water for the Greater Reykjavik area’s district
heating as well as electricity for power-intensive users and gen-

eral consumers.

Power plant Electrical Thermal capacity | Broughtinto
capacity service
Nesjavellir 120 MW 300 MW 1990-2005
Hellisheidi 303 MW 133 MW (can 2006-2011
be increased to
400 MW)

The speed of development of the Hellisheidi plant made it more
controversial than the Nesjavellir plant and revealed new chal-
lenges in the operation of geothermal plants in Iceland: significant
environmental impact over a short period of time, increased
hydrogen sulphide emissions and earthquakes induced by the
re-injection of geothermal wastewater into the bedrock. Whilst
this is a reminder that the natural resource used by the plants is a
dynamic and active system, Reykjavik Energy has since attained

a satisfactory balance in the plants' operation in this respect.
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PRODUCTION OF HOT WATER BY
REYKJAVIKENERGY’S GEOTHERMAL PLANTS
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ENVIRONMENTAL IMPACT

Energy production in the Hengill geothermal area has had some
negative impact on the natural environment. The main effects
have been in connection with the disruptive nature of construc-
tion work, the disposal of run-off water and pollution caused by
the emissions of hydrogen sulphide. Reykjavik Energy has been
monitoring the impact and will continue to find ways to resolve
these issues. The high-temperature area is closely monitored to
assess the effects of utilisation and the effects compared with

reservoir models and forecasts for the area.

The Nesjavellir Power Plant began operations in 1990 as a dis-
trict heating utility for the capital. In 1998, the production of elec-
tricity began at the plant and the discharge of water increased
significantly. The effluent water from the plant is separated water,
condensed water and heated groundwater that is not utilised for
heating. Much of the effluent water is disposed of at the surface
by the Nesjavellir Power Plant. The highest level of effluent water
tends to be disposed of during the summer months and is mostly
heated fresh groundwater, as then is less need for hot water and
central heating in the winter. More than a dozen boreholes have
been drilled on site to investigate the effects on groundwater.
The results show that the water from the springs in the lake has

become warmer and action is being taken to resolve the matter.

The Hellisheidi Power Plant was opened in 2006. The history
of the endeavour is therefore brief and the project was completed
within a short timeframe. The effluent water from the plant has
been pumped back into the geothermal system to ensure the
sustainable status of the project and to protect the groundwater.
The groundwater is monitored in over 40 boreholes, to measure
the effects of the power plant on the environment. No signifi-
cant increase in chemicals in the boreholes has been recorded.
Procedures for pumping water back into the system have been
reviewed and revised following seismicity that occurred when

pumping began in a new area by Husmuli in late 2011.

PRODUCTION OF ELECTRITY IN
TWh REYKJAVIK ENERGY’S POWER PLANTS

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

The regularity of the tremors has gradually been reduced. Con-
struction of the power plant has mostly been completed and the
focus has shifted to the restoration of the surroundings and of the

local vegetation.

The increased development of geothermal energy production in
the Hengill area has resulted in an increase in gas emissions in
the immediate vicinity of urban areas. Reykjavik Energy has in
recent years worked hard to find a solution to deal with geother-
mal gases such as carbon dioxide (CO,), which traps heat and
hydrogen sulphide (H,S), which causes pollution. Work is in pro-
gress to reduce emissions of hydrogen sulphide (SulFix project)
and carbon dioxide (CarbFix project) by delivering the geothermal
gases back deep into the rock layers. This project is an attempt
to mimic the natural process that is already taking place in
geothermal areas and should therefore prove to be a satisfactory

mitigation measure.

In the spring of 2012, Reykjavik Energy, Landsvirkjun and HS Orka
formally convened to find environmentally friendly and cost-effec-
tive solutions to reduce the concentration of hydrogen sulphide

in the air. The companies also support research at the University
of Iceland in order to shed light on the possible health-related ef-

fects of hydrogen sulphide.
Reykjavik Energy wants to reduce the emission of hydrogen

sulphide as much as possible and contributes to research and de-

velopment in the field, in close cooperation with its stakeholders.

//39






HIGHLIGHTS FROM THE
ENVIRONMENTAL REPORT




HIGHLIGHTS FROM THE
ENVIRONMENTAL REPORT

On the 23rd of November, 2012, the Board of Directors approved a new Environmental and

Resource Policy that gives environmental issues more weight than was previously the case. Given

the high proportion of new management personnel at the company, changes in RE’s business

environment and evolving public views on environmental issues, Reykjavik Energy’s environmental

performance and policies were ripe for review. The Environmental Report’s key findings are out-

lined below, while the full report (in Icelandic) can be viewed on our website: wWwWw.or.is.

NEW ENVIRONMENTAL AND RESOURCES POLICY

The Environmental and Resources Policy outlines the environ-
mental principles and values as well as defining important

environmental factors to enable a structured approach in RE's
environmental management, with clear objectives and lines of

responsibility between our employees.

WATER PROTECTION AND THE QUALITY OF
DRINKING WATER

Access to clean water for human consumption is among the
most valuable resources of the inhabitants and businesses of
any area. RE's employees shoulder the responsibility of meeting
the water needs of homes and businesses in the service area.
Water is obviously a basic necessity for households, in addition to
which many businesses, not least in food production, are highly
dependent on reliable access to clean water. While most people
take clean drinking water for granted in their daily lives, comm-
unities where issues have arisen in this respect understand the

importance of preventing the pollution of drinking water. Various

land use other than water extraction has in recent years been
intensifying around the capital region’s water resources, leading
to a pressing need to improve the scientific preparation of
decisions on future land use in water protection areas and their
vicinity. Raising general awareness about the importance of clean
drinking water is also essential in safeguarding water resources.
The protection of drinking water sources and their responsible
management in water protection areas is one of Reykjavik
Energy’s top priorities in ensuring the company's ability to meet
its obligations and securing the long-term protection of potable

water.

Each year, samples are taken from all of our water utilities for
microbial analysis, the results of which over the past 27 years for
Reykjavik are shown in the graph below. Samples are also taken
for comprehensive chemical analysis. In 2012, a total of 106
water samples were taken in Reykjavik, of which two samples
did not meet quality criteria. These were not taken during thaw
conditions or infrastructure projects. The sampling was repeated
and this time the samples did meet the quality requirements,

meaning that this was not a significant deviation.

PROPORTION [%] OF WATERSAMPLES MEETING QUALITY CRITERIA, 1986-2012.
THE HACCP MONITORING SYSTEM WAS INTRODUCED IN 1997 TO ENSURE WATER QUALITY.

100%

90%

80%

70%

60%

50%

40%

30%

20%

10%

N

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

42// REYKJAVIK ENERGY ANNUAL REPORT 2012

// HIGHLIGHTS FROM THE ENVIRONMENTAL REPORT



UTILISATION OF RESOURCES

Reykjavik Energy is committed to utilising resources in a sustain-
able manner. The impact of utilisation on extraction sites, both
for cold and hot water, must be closely monitored. Groundwater
levels have never fallen below benchmarks in its water protection
areas in Heidmaork. Balance is maintained between utilisation and
water levels in low-temperature areas in the capital region. In the
high-temperature areas at Hellisheidi and Nesjavellir, the draw-
down (pressure drop) due to extraction is compared with the cal-
culated drawdown according to a mathematical model, simulating
the effects of the extraction on geothermal heat in the Hengill
area. The drawdown at Nesjavellir does not disturb the extraction
and is in satisfactory keeping with estimates. Hellisheidi has a
short extraction history and development there has been rapid.
Its calculated drawdown, according to the mathematical model, is
in line with measurements and within the reference limits under

the power development licence.

GAS EMISSIONS AND MONITORING OF GEO-
THERMAL GAS EMISSIONS

Carbon dioxide (CO,) and hydrogen sulphide (H,S) are retracted
as a result of power generation at Nesjavellir and Hellisheidi; see
graph below. These geothermal gases have an environmental im-
pact — CO, because of its greenhouse effects and H,S because

of its smell and toxicity, in high concentrations.

HYDROGEN SULPHIDE

Hydrogen sulphide (H,S) emissions from RE's power plants in the
Hengill geothermal area are currently our largest environmental
challenge. H,S emissions from the Nesjavellir and Hellisheidi
plants in 2012 totalled 28,230 tonnes.

Regulatory limit for H,S emissions is @ maximum 24-hour running
average of 50 pg/m?3. The limit for the maximum annual average

is 5 pg/m3.

Whenever the concentration exceeds 150pg/m? for three con-
secutive hours, the environmental authorities must be notified.
As of the 1st of July, 2014 the notification level will be reduced
to 50 pg/ms.

In 2012 an air quality chart recorder was set up in the industrial
area at the Nesjavellir plant. This adds to three existing record-
ers: one in a nearby town, another at, a Reykjavik district, and the
third in the industrial area at the Hellisheidi plant. The results of
the measurements can be accessed on the website of the South
Iceland Board of Public Health (SIBPH): www.heilbrigdiseftirlitid.is.
Improvements to the recorders were carried out in co-operation
with SIBPH. At mid-year, a new service provider took over the re-
corders’ operation and maintenance. A review of the SIBPH web-

site’'s user interface for the general public was also completed.

For 2012, the annual average H,S concentration in the atmos-
phere could only be estimated, as the measurements during the
year were not continuous. Measurements are missing for June
and July at Nordlingaholt, when the recorder was out of order,
and from June to August for Hveragerdi. However, the missing
measurements are from a period of the year when H,S con-
centrations are expected to be at their lowest due to weather
conditions. The estimated H,S concentration exceeded the an-
nual average at Hveragerdi (6.1 pg/m?3) but was below the annual
average at Nordlingaholt (4.9 pg/m?). At Nordlingaholt the H.S
concentration once exceeded the reference limit for the 24-hour
running average;

see the graphs on the next page. H,S concentrations were below

the notification limit during the year.

CARBFIX AND SULFIX INNOVATION PROJECTS

Innovative projects with the goal of reducing H,S emissions,
without producing sulphur or sulphuric acid (the SulFix project)
or emitting carbon dioxide (the CarbFix project), from the power

plants in the Hengill geothermal area have been in progress for

CO,AND H,S EMISSIONS PER UNIT OF ENERGY FROM THE NESJAVELLIR PLANT IN 1999-2012 AND THE HELLISHEIBI PLANT IN 2007-2012.
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some years at the Hellisheidi plant. H,S and CO, are injected
through boreholes deep into the bedrock, where the compounds
are expected to be permanently mineralised. Results indicate
that pumping a mixture of H,S and CO, into bedrock is technically
feasible. Furthermore, a review of the SulFix method indicates
that not only is it less cost-intensive than conventional industrial
methods, but also much more eco-friendly, as the gas is returned
to the geothermal reservoir and no sulphur or sulphuric acid is

produced that needs to be disposed of on the surface.

PARTNERING WITH ENERGY COMPANIES
TO CUT ATMOSPHERIC H,S

In the spring of 2012, RE joined forces with Landsvirkjun and the
geothermal power company HS Orka to develop an eco-friendly
and efficient solution to reduce H,S atmospheric emissions. The
companies also support research by the University of Iceland
into possible health effects of H,S. The objectives are to cut H,S
emissions to the greatest extent possible and to foster research

and development to this end in cooperation with stakeholders.

REINJECTION OF DISPOSAL WATER AND
MONITORING OF GROUNDWATER

The Nesjavellir Geothermal Plant started operations in 1990 as

a heating utility for the Greater Reykjavik area. In 1998, the plant
started generating electricity, which increased its geothermal dis-
posal water discharge substantially. This disposal water consists
of separated water, condensed water and heated groundwater,
not used for heating utility purposes. An average of approximately
400 kg/s of heated (65°C) groundwater from the Gramelur pump-
ing station at Lake Thingvallavatn has been pumped into shallow
boreholes and into the Nesjavellir stream. This disposal takes
place mostly in summer, while there is little demand for hot water
for heating purposes. Measurement results show that, largely as
a result of this, the water temperature in springs at Lake Thingval-

lavatn has risen; see graph on next page. RE is looking at ways in
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which to stem the rise in temperature in the springs at Lake Thing-
vallavatn, the idea being to deliver more hot water from Nesjavellir
to districts in the capital region. We are also considering installing

an additional cooling tower at the plant.

Separated water is rich in dissolved minerals that have been
separated from the bedrock, as a result of the high temperature

in the geothermal reservoir. Nearly half of the separated water
and two-thirds of the condensed water at the Nesjavellir plant is di-
verted into re-injection wells extending into the lower groundwater
strata (400-800m). However, approximately half of the separated
water is disposed of into a shallow borehole at the plant. Efforts

are underway to improve this situation.

At the Hellisheidi plant, separated water has been pumped into
the geothermal reservoir through boreholes at Grauhnukar,
Hdasmuli and, for emergency disposal at the surface, near
Husmuli, as shown in the figure on next page. Reykjavik Energy
is permitted to dispose of separated water at the surface in
emergency cases, i.e. in the event of major breakdowns in the
plant. Groundwater levels and the plant’'s impact on groundwater
are monitored at more than 30 monitoring wells. No significant

chemical increases have been detected in the wells.

As of the autumn of 2011, overflow water (a mixture of

fresh groundwater from a water utility in Engidalur valley and
condensed water from the plant's condensers) from cooling
towers 5 and 6 at the Sleggja station building was discharged
into a stream that runs from a ravine at the top of the
Sleggjubeinsdalur valley and into a pond that was growing at

a rapid rate. In 2012, remedial action was taken by drilling two
200m boreholes to receive the overflow water. To reduce the
pond'’s size, cuts were made in the lava to open up a way for the

water to seep into the lava's crevices.

// HIGHLIGHTS FROM THE ENVIRONMENTAL REPORT
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SEISMICITY SEWAGE

Considerable seismic activity occured in the Hismuli area near
Hellisheidi Power Plant when reinjection of disposal water into
the geothermal reservoir began in September 2011. This induced
seismicity has since subsided to a low level. In September 2012,
a team of experts delivered a report setting out procedures for
the development and operation of re-injection areas, as well as
dealing with training, consultation and co-operation with residents

in the vicinity.

SITE RESTORATION AND REVEGETATION

Infrastructure development at the Hellisheidi plant is mostly
complete, so the current focus is on site restoration and
revegetation. The methods used are mostly based on the results
of experiments carried out in the power plant's surrounding area

in co-operation with the Agricultural University of Iceland.

The disposal of wastewater discharge from sewage treatment
stations and disposal through overflows are important environ-
mental considerations for our sewage systems. These factors
are closely monitored and remedial measures are taken where

needed.
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HUMAN RESOURCES

Reykjavik Energy’s development and progress depends on the efforts of employees

possessing appropriate education and knowledge and dedicated to working toward

the company’s objectives.

Reykjavik Energy’s permanent employees were 426 at year-end
2012, 299 men and 127 women. The average age of permanent
employees was 48 years and the average length of service was
13.2 years. Work was continued on the Action Plan, which is
designed to reduce operating costs and streamline operations
and the number of permanent employees was reduced by 27
throughout the course of 2012. Staff turnover was 13.7% and
was mostly due to the offer of early retirement for employees
over 63 years old. The voluntary turnover; or the percentage of
staff who resigned, was in fact 2.7%. The continuous redesign-
ing of the company also gave a number of staff the opportunity
to take on new challenges and to transfer between departments

within Reykjavik Energy.

During the year, systematic efforts were made to improve morale
and job satisfaction. Workplace surveys, assessing human
resources and management at the company were conducted in
December. The results showed positive developments and an
increase in grading since the previous year. About 80% of all

the topics measured had increased in grading since the previous
year; including important issues such as job satisfaction, morale

and effective management.

DIVISION OF STAFF BY GENDER

— WOMEN

MEN — 30%

70%
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At Reykjavik Energy we attach great importance to the gualifica-
tions of our staff and we therefore invest in education and train-
ing. In 2012, about 90 training events were held of various kinds.
On average, each employee attended about four events.One of
the key tasks of the year was to strengthen the management
team. Some significant changes were made in the company's or-
ganisation chart. It was important to create unity within the team
and to strengthen its development through training, dissemination
of information and assignments. All managers were subjected to
management evaluation and individual training schedules, and

in addition, the team underwent a programme of management
training in order to create a joint understanding and comprehen-

sive overview.

EQUALITY

Reykjavik Energy has a special committee for equal opportuni-
ties, whose role is to enforce equal rights, to monitor issues on
equality and to ensure that the company complies with the Act of
2008 / No. 10, on the Equal Status and Equal Rights of Women

and Men.

Decisive steps have been taken in recent years to ensure that
equality is at the forefront of all our employment decisions. Our

policy is to encourage an environment that is free from discrimi-

TREND IN THE NUMBER OF LOST TIME INJURIES
PER 1 MILLION WORKING HOURS*
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nation, where all men and women can reach their full potential
and are assessed upon individual merit. We also take great care
in assuring gender equality and in 2011 women comprised 32%
of our management, the highest ratio to date. This year their
number grew by 30% and they are now 42% of our management

team.

Last year, the Ministry of Welfare and the Icelandic Standards
Institute introduced the blueprint for a new equal wage standard.
Reykjavik Energy has been an active participant in the develop-
ment of the standard and has a representative on the technical
committee developing the standard. The standard was approved
in December, 2012 and Reykjavik Energy is in the procees of
assessing how or if the implementation of the standard would
support RE's efforts to reach its goal, with regard to equal op-

portunity issues.

HEALTH AND SAFETY

At Reykjavik Energy, matters of health and safety are a priority.
We expect all our employees to return home after work, safe

and sound, and the company's goal is for no one to get injured at
work or suffer health problems as a result of their work. Reykjavik
Energy is certified under Safety Standart OHSAS 18001 and

operates in compliance with the standard.

TOTAL STAFF TURNOVER 2012
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There were 11 lost time incidents at Reykjavik Energy in 2011. A
Lost Time Incident is an accident resulting in personnel not being
able to work the following day as a result of their injury. In none of
the incidents was the result a prolonged absence or an irrevers-

ible damage or impairment.

A great deal of effort was put into education and collaboration
with local response units. The Metropolitan Fire Department was
introduced to the operation of the utilities and the Arnesssysla
Fire Authority to the operation of the power plants, as itis to eve-
ryone's benefit that all response units are familiar with potential

venues for any response action.

An extensive exercise for the Reykjavik Energy Emergency Man-
agement was organised. Participants included various organisa-
tions and associations, such as the Neydarlinan the 112 National
Emergency dispatchers, the police, fire department, Road
Administration, as well as the Health Authority and the Reykjavik
Emergency Shift, in addition to our own staff. Participants agreed
that the exercise had been useful and that its many lessons could
be used for improvements. The deficiencies that were revealed
related to communication and work processes. A procedure has

been established to deal with proposals for improvement.

JOBTYPE DISTRIBUTION

MANAGEMENT ——

8%
—— SKILLED WORKERS,
MECHANICAL ENGINEERS AND
COMPUTER TECHNICIANS
EXPERTS — 35%
22%
OFFICE WORKERS —— — UNSPECIALISED
18% WORKERS

17%

EMPLOYEE EDUCATION

SECONDARY SCHOOL ———
EDUCATION

4%
— UNIVERSITY DEGREE

30%

PRIMARY —
SCHOOL
EDUCATION
31%

— VOCATIONAL EDUCATION
35%

/149






chapter

GAGNAVEITA
REYKJAVIKUR

¥ .".:!" .ﬁ &
i EE L ‘ .'l
m.’.ul

1!.’.:*42 e



GAGNAVEITA REYKJAVIKUR

Gagnaveita Reykjavikur ehf (GR) is a telecommunications company owned by Reykjavik Energy.

GR’s role is to develop and operate a high-speed data transmission network using fibre optic and

IP network technology.

In 2012 GR continued its development of the fibre optic network,
which is mostly concentrated in the metropolitan area of Reykja-

vik but also extends to western and southern Iceland.

GR's operation was successful last year. The number of

homes connected to the fibre optic network grew by 7,600, to
over 52,000 at year-end. GR has completed connecting Akranes,
Seltjarnarnes, Hella and Hvolsvollur, in addition to approximately
85% of Reykjavik. The next step for GR was to begin installing
fibre optic cables in selected areas in Hafnarfjjordur, Képavogur

and Gardabaer.

GR launched a public marketing campaign for the first time late
last year and promoted the fibre optic network under the heading
of “One of the fastest streets in the world”. The advertisements
appeared on television, in newspapers and online media. The
objective was to encourage people to check whether they were
living in streets connected to the fibre optic network; clicking

on GR's banner allowed users to check whether their home was

connected.

The number of customers using the fibre optic network grew by
4.600 during the year. 20,000 customers are currently using the
fibre-optic network for their telecommunications needs. 2012
was the first year in the history of GR when the majority of the

company'’s income was generated in the household market.

TREND IN NUMBER OF FIBRE OPTIC HOUSEHOLD CONNECTIONS
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Households connected to the fibre-optic network can now choose
from the service of five telecommunications companies offering
Internet, telephone and television services: Hringdu, Hringidan,

Tal, Vodafone and Simafélagid.

For some time GR has been installing network equipment in pri-
vate homes, capable of transmitting 1 GB/s. Preparations began
by offering a 400 Mb/s telecommunication service to house-
holds over the fibre optic network in selected areas of Reykjavik.
This service will be an addition to the current 100/Mb/s service
currently offered to all households connected to the fibre optic
network. The fibre optic cable is the only telecommunication con-
nection in Iceland that can offer this data transmission capability

to households.

Businesses and other corporate customers continued to be
large-scale users of the fibre-optic network. The demand for
high-speed connection has increased rapidly, and the number of
such connections grew significantly over the year. GR continued
its development of core and backhaul networks in co-operation
with telecommunications companies, which included Metrénet

Vodafone and Nova's 3G mobile phone network.

GR has 26 permanent employees, but in addition to those
employees a number of experts and contractors work on the

development and operation of the company.

TREND IN NUMBER OF FIBRE OPTIC CUSTOMERS
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HERE ARE SOME EXAMPLES
OF THE LOOK AND PRESENTATION OF
THE MARKETING MATERIAL

NEWSPAPER ADVERTISEMENTS:

HOFTEIGUR, REYKJAVIK HATEIGSVEGUR, REYKJAVIK

EIN HRADASTA EIN HRADASTA
GATA | HEIM/ GATA | HEIMI

LIOSLEIDARI HEFDBUNDIN SIMALINA (t.d. ADSL og Ljésnet)

~100 Mb) sek.{ badar tir - 4 sama timal - Miklu hazgari ten g gmh isien ad.
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"\ 'sima, net og sjénvarp gegnum ljésleidara a hamarkshrada 4 Sama Verdi p— sima, net og sjnvarp gegnum ljésleidara 4 hamarkshrada 4 sama verdi?

Byrd pu vid eina hrodust
Kynntu pér malid 4 www.ljosleidarinn.is
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Endorsement by the Board of Directors
and the Managing Director

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no.139/2001 on the founding of the
partnership Orkuveita Reykjavikur. The Company is an independent service company operating its own power plants,
producing and selling electricity and hot water. It provides local distribution of electricity, hot water and cold water,
operates the sewage systems in its service area as well as a telecom network based on IP and fiber optic technology.

The financial statements have been prepared in accordance with International Financial Reporting Standards (IFRS’s)
as adopted by the European Union. The financial statements comprise the consolidated financial statements of
Orkuveita Reykjavikur and subsidiaries.

Loss of operations of Orkuveita Reykjavikur for the year 2012 was ISK 2.295 million. According to the statement of
financial position the Company’s assets were ISK 297.202 million at year-end, book value of equity at the end of the
year was ISK 60.648 million, resulting in equity ratio of 20.4%

At the beginning of the year and at the end of the year the Company’s shareholders were the following three
municipalities:

Share
REYKJAVIKUIDONG ...ttt et e et e e et e e e et e e e e e e et e e e sne e e e ennneeennnneeas 93.539%
L =111 = LU o1 = Lo 10| PSP PP 5.528%
(27T (e T= 14 0} e o o LSOO PPP PP 0.933%

The Company’s Board of Directors do not propose dividend payments to the Company’s shareholders in the year 2013
due to the operating year 2012.

The Icelandic Parliament passed changes to several Acts affecting the energy sector in the year 2008. These changes
involve among others things that the Company must be split so that exclusive licence operations and competitive
operations will be operated by separate entities. This act will come into effect 1 January 2014. Preparations for these
changes are well underway.

Corporate governance

The Board of Directors of Orkuveita Reykjavikur has implemented a code of procedures, last confirmed 17 February
2012. In them the scope of the Board’s work is defined as well as work of the Managing Director. The Company takes
into account the owners policy that was approved in the summer of 2012. The Board maintains and seeks to improve
good corporate governance. At the beginning of the year the Board appointed an audit committee. In an appendix with
the Financial Statements further information regarding corporate governance can be found and further information on
corporate governance, owners’ policy and the Board’s procedures will be discussed in the Company’s Annual
Statements. The Annual Statement will be published in April 2013 and can then be found on the Company’s website,
WWW.OF.iS

Statement by the Board of Directors

According to the best knowledge of the Board of Directors of Orkuveita Reykjavikur, the company’s consolidated
financial statements are in accordance with IFRS’s as adopted by the EU. It is the opinion of the Board of Directors
that the consolidated financial statements give a fair view of the Company’s assets, liabilities and financial position 31
December 2012 and the company’s operating return and changes in cash and cash equivalents for the year then
ended.

It is the opinion of the Board of Directors that the consolidated financial statements give a fair view of the Company’s
operating development and results, its standing and describe the main risk factors and uncertainties faced by the
Company.

The Board of Directors and the Managing Director of Orkuveita Reykjavikur hereby confirm the Company’s
consolidated financial statements for the year 2012.

Reykjavik, 22 March 2013.

The Board of Directors:
Haraldur Flosi Tryggvason
Gylfi Magnusson

Hrénn Rikhardsdottir
Séley Témasdottir

Kjartan Magnusson
Managing Director:

Bjarni Bjarnason

Financial Statements of Orkuveita Revkiavikur 2012 &

//59



Aritun 6hads endurskodanda

Til stjérnar og eigenda Orkuveitu Reykjavikur.

Vid héfum endurskodad medfylgjandi arsreikning Orkuveitu Reykjavikur fyrir arid 2012. Arsreikningurinn hefur ad
geyma rekstrarreikning og yfirlit um afkomu auk tekna og gjalda sem eru feerdar beint a eigid fé, efnahagsreikning,
eiginfjaryfirlit, sjodstreymisyfirlit, upplysingar um helstu reikningsskilaadferdir og adrar skyringar.

Abyrgd stjérnenda 4 arsreikningnum

Stjérnendur eru abyrgir fyrir gerd og gléggri framsetningu arsreikningsins i samraemi vid alpjodlega
reikningsskilastadla, eins og peir hafa verid stadfestir af Evropusambandinu. Stjérnendur eru einnig abyrgir fyrir pvi
innra eftirliti sem peir telja naudsynlegt til ad gera peim kleift ad setja fram arsreikning sem er an verulegra annmarka,
hvort sem er vegna sviksemi eda mistaka.

Abyrgd endurskodanda

Abyrgd okkar felst i pvi aliti sem vid latum i ljés & arsreikningnum & grundvelli endurskodunarinnar. Endurskodad var i
samreemi vid alpjodlega endurskodunarstadla. Samkveemt peim ber okkur ad fara eftir settum sidareglum og
skipuleggja og haga endurskoduninni pannig ad naegjanleg vissa faist um hvort arsreikningurinn sé an verulegra
annmarka.

Endurskodun felur i sér adgerdir til stadfestingar a fjarheedum og O6drum upplysingum i arsreikningnum. Val
endurskodunaradgerda byggist a faglegu mati endurskodandans, par med talid a peirri heettu ad verulegir annmarkar
séu a arsreikningnum, hvort sem er vegna sviksemi eda mistaka. Vid ahaettumatid er tekid tillit til pess innra eftirlits
sem vardar gerd og glogga framsetningu arsreiknings, til pess ad skipuleggja videigandi endurskodunaradgerdir, en
ekki til pess ad gefa alit a virkni innra eftirlits félagsins. Endurskodun felur einnig i sér mat a pvi hvort
reikningsskilaadferdir og matsadferdir sem stjérnendur nota vid gerd arsreikningsins séu videigandi sem og mat a
framsetningu hans i heild.

Vid teljum ad vid endurskodunina héfum vid aflad naegilegra og videigandi gagna til ad byggja alit okkar a.

Alit

bPad er alit okkar ad arsreikningurinn gefi gldgga mynd af afkomu samsteedunnar a arinu 2012, fjarhagsstédu hennar
31. desember 2012 og breytingu a handbeeru fé a arinu 2012, i samraemi vid alpjédlega reikningsskilastadla eins og
peir hafa verid stadfestir af Evrépusambandinu.

Stadfesting vegna skyrslu stjornar

| samraemi vid akvaedi 5. tl. 1. mgr. 106 gr. laga nr. 3/2006 um arsreikninga stadfestum vid samkvaemt okkar bestu
vitund ad i skyrslu stjornar sem fylgir arsreikningi pessum eru veittar paer upplysingar sem par ber ad veita i samraemi
vid |[6g um arsreikninga og koma ekki fram i skyringum.

Reykjavik, 22. mars 2013.
KPMG ehf.

Audunn Gudjonsson
Gudny Helga Gudémundsdottir
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Income Statement 2012

Notes

OPErating FEVENUE ......cccuuiiiiiiiiieiiit ettt e e 5
ENErgy PUICNASE ........cooiiiiiiiiiii e

Salaries and salary related eXPEeNSES .......ccceeiiiiiieiiiiiiiee e 7

Other operating EXPENSES .......ccccuuiiiiiiiie it 8
Operating expenses, total
] D N

Depreciation and amortisation .............ooeveviiiiiiiiiiiiiiiiieeeeeeeeeeeee s 9
Results from operating activities, EBIT ..........cccccoovciiiiicinincceesccee s
INEErEeSt INCOME ..ot e e e
INTErESt EXPENSES ....eiii e nnnnnnnan
Other (expenses) income on financial assets and liabilities .......................

Total financial income and expenses 10

Share in loss of associated companies ............ccccoeeviiiiiieeiieciieee e 15
Loss before income tax

[ gTeT0] 1 4[N = PR 11

Attributable to:
Equity holders of the CoOmMpPaNny ..........cccouviiiiiiiiiiiiiiee e
Minority interest in subsidiaries ..o

Loss for the year

2012 2011
37.904.545 33.626.215
( 4.865.858) ( 5.016.487)
( 3.701.222) ( 3.836.419)
( 4.293531) ( 3.538.078)
( 12.860.611) ( 12.390.983)
25.043.934 21.235.231
( 10.371.085) ( 8.880.736)
14.672.849 12.354.496
146.916 126.924

( 7.092787) ( 5.689.628)
( 11.547.680) ( 14.093.609)
( 18.493.550) ( 19.656.314)
( 9.754)  ( 5.400)
(  3.830.455) ( 7.307.218)
1.535.261 6.750.946

( 2295.194) (  556.272)
( 2294.823) (  556.291)
( 371) 20
( 2295194) (  556.272)

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Statement of Comprehensive Income
for the year ended 31 December 2012

Notes 2012 2011
LOSS fOr tNe VAT . ( 2.295.194) ( 556.272)
Other comprehensive income
Revaluation reServe, iNCrEaASE .........ccoivuui i 12 0 15.137.813
Revaluation reserve, deCrease ..........ccccooiuiiiiiiiiiiiiiiic e 12 0 ( 5.000.000)
Income tax effect of revaluation .............ccccooiiiiiiiiiiie i 0 ( 1.245.295)
Changes in fair value of assets available for sale .............cccoooiiiiiiiinien. 16 1.300.000 460.000
Total comprehensive (loss) profit for the year ( 995.194) 8.796.246
Total comprehensive income attributable to:
Equity holders of the Company ..........ccccooiiiiiiiiiiiiie e ( 994.823) 8.796.227
Minority interest in SUDSIAIArIEs ..........oooiuiiiiiiii e ( 371) 20
Total comprehensive (loss) profit for the year ( 995.194) 8.796.246

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position

31 December 2012

Notes

Assets

Property, plant and equipment ... 12
INtANGIDIE ASSELS ... 14
Investments in associated COMPANIES ..........ceeeiiiiiiiiiiiiiiiiiieeeeee e 15
Investments in other companies ...........ccoooiiiii 16
Embedded derivaties in electricity sales contracts ............cccccceeriiiiciniieen. 17
Hedge CONIaCES .......ooiiiiiiiiiiee e 18
Other financial @SSEts ........oooiiuiiiiiiiii e 18
Deferred tax @SSELS ....ooiiiiiiiiiie e 19

Total non-current assets

INVENTOTIES ...ttt e e e e et e e e e e e e e e 20
Trade reCeIVADIES .......oooiiiiiiii e 21
Embedded derivatives in electricity sales contracts ............ccccccoeeeniiieinnenn. 17
Hedge CONIaCES ......oooiiiiiiiee e 18
Other financial @SSEtS ........cooiuiiiiiiiiiii e 18
Properties held for sale .............ooiiiiiiiiiiieee e 13
Other reCeivabIes .........cc.uuiiiiiie e 21
Cash and cash equIValents ...........cccuviiiiiiiiiiiieee e 22

Total current assets

Total assets

2012 2011
246.111.462 258.802.010
1.218.980 1.256.937
59.826 118.148
3.265.182 1.983.269
14.150.678 17.168.462
893.934 0
9.745.440 7.886.188
3.467.268 1.932.007
278.912.770 289.147.020
402.872 431.560
4.721.350 4.227.536
587.982 514.508
38.956 0
5.986 569
5.347.856 0
298.181 411.196
6.885.693 1.652.484
18.288.875 7.237.853
297.201.645 296.384.873

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position
31 December 2012

Equity

REVAIUALION FESEIVE ......eeeiiiiiiiiiieeeeeeeeeeeeeeeeeee et eeeeeeeasaesaeeaesseeessesnsnennnes
Fair ValUB FESEIVE ... s
Retained €arnings ........oooiiiiiiiiiie e

Minority INTErest ......oiiie e

Liabilities

Loans and DOITOWINGS .....coiiuuiiiiiiee ettt e e e e e e
Retirement benefit obligation ...
Hedge CONIaCES .......ooi i

ACCOUNES PAYADIE ..o
Loans and DOITOWINGS ....ccoiiuiiiiiiieee ettt e e e e e e e e e
Hedge CONTFACES .....o.ueiiiiiiiie e
Other current lI@bilIities ..........cooiiiiiiiiii e

Total current liabilities

Total liabilities

Total equity and liabilities

Notes

23

24
25
18

24
18
26

2012 2011
51.791.161 53.923.091
1.760.000 460.000
7.092.309 7.255.202
60.643.470 61.638.293
4.353 4.724
60.647.822 61.643.016
201.546.363 213.838.494
483.377 460.874
98.974 2.390
202.128.714 214.301.758
1.366.254 1.627.619
29.956.923 16.384.762
150.300 17.389
2.951.632 2.410.329
34.425.109 20.440.099
236.553.823 234.741.857
297.201.645 296.384.873

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Interim Statement of Changes in Equity
for the year 2012

Attributable

Fair to equity
Revaluation value Retained holders of Minority Total
reserve reserve earnings the Company interest equity

The year 2012
Equity at 1 January 2012 .................... 53.923.090 460.000 7.255.201 61.638.291 4.725 61.643.016
Depreciation transferred to

retained earnings ..........ccccceeevieeeennns (2.131.929) 2.131.929 0 0
Changes in fair value of

assets available for sale ................... 1.300.000 1.300.000 1.300.000
Loss forthe year ..........cccceeeeiiiiiien. (2.294.823) (2.294.823) ( 371) (2.295.194)
Total comprehensive income .............. (2.131.929) 1.300.000 ( 162.894) ( 994.823) ( 371) ( 995.194)
Equity at 31 December 2012 ............... 51.791.161 1.760.000 7.092.307 60.643.468 4.354 60.647.822
The year 2011
Equity at 1 January 2011 .................... 46.882.894 0 5.959.170 52.842.064 4.705 52.846.769
Revaluation, increase ...........c............. 15.137.813 15.137.813 15.137.813
Revaluation, decrease ........................ (5.000.000) (5.000.000) (5.000.000)
Income tax on revaluation .................. (1.245.295) (1.245.295) (1.245.295)
Depreciation transferred to

retained earnings ........ccccccceeeviieeene (1.852.322) 1.852.322 0 0
Changees in fair value of

assets available for sale ................... 460.000 460.000 460.000
Loss forthe year .........ccccveeeeiiiiiiene. ( 556.291) ( 556.291) 20 ( 556.271)
Total comprehensive income .............. 7.040.196 460.000 1.296.031 8.796.227 20 8.796.247
Equity at 31 December 2011 ............... 53.923.090 460.000 7.255.201 61.638.291 4.725 61.643.016

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Interim Statement of Cash Flows
for the year 2012

Notes 2012 2011
Cash flows from operating activities
Cash generated from operations before interest and taxes ........................ 33 24.335.571 20.574.518
Received interest iNCOME .........coooiiiiiiiiii e 137.916 127.147
Paid iNtEreSt EXPENSES ....ciiuviieiiiiie ettt ( 5411.118) ( 3.777.307)
Dividend reCEIVEA .........coiiiiiiiiiiii it 54.475 43.840
Paid due to other financial income and eXpenses ..........ccccceveiiiieeeiiieeeannns ( 182.318) ( 38.063)
Net cash from operating activities 18.934.526 16.930.135
Cash flows from investing activities
Acquisition of property, plant and equipment .............ccccooiiieiiiie i ( 3.122.147) ( 10.203.833)
Acquisition of intangible assets ... ( 50.383) ( 80.258)
Proceeds from sale of property, plant and equipment .............c.cccccoveeeneen. 226.200 582.268
Proceeds from sale of other companies ............cccociiiiiiiiiiiiiiiii e 197.693 179.000
Acquisition of other financial assets .........cccccoviiiiiieiiiee e ( 28.000) ( 16.887)
Proceeds and repayment of other financial assets ............ccccccccoviiiinineen. 29.858 1.036
Net cash used in investing activities ( 2.746.779) ( 9.538.674)
Cash flows from financing activities
Proceeds from NewW DOITOWINGS ........ooiiiiiiiiiiieeiiiie et 1.007.996 0
Repayment of DOrTOWINGS .......cueiiiiiiiie e e e ( 12.317.428) ( 10.449.874)
Proceeds from new borrowings from the owners ............ccccceeiiiiiieiiiiennns 74.640 7.925.360
Credit facility, Change ..........coouiiiii e ( 2.482638) ( 6.771.507)
Current liabilities, Change ...........cccuiiiiiiiiie e 2.357.358 1.227.863
Net cash from financing activities ( 11.360.072) ( 8.068.157)
Increase (decrease) in cash and cash equivalents ............cccccceriiinneees 4.827.676  ( 676.696)
Cash and cash equivalents at year beginning .........ccccccciviiiiiieniinnnneee 1.652.484 2.343.648
Effect of currency fluctuations on cash and cash equivalents .............. 405.534  ( 14.468)
Cash and cash equivalents at end of the year ..........ccccceiiiiiiiieninnnnnneee 6.885.693 1.652.484
Investments and financing without payment effects:
Acquisition of property, plant and equipment .............ccccoooeiiiiiiiiee e, ( 195.704) ( 302.915)
Proceeds from sale of property, plant and equipment ............................. 0 135.000
Proceeds from sale of other companies ...........ccc.ccooeeciiiiieeieeeiiiiiiieeeeee 0 149.541
Receivables, change ... 0 284.541)
Current liabilities, Change ...........cccuviiiiii i 195.704 302.915
Other information:
Working capital from operation ..............cceeeiiiiiiiiiiic e 19.880.141 17.231.251

The notes on pages 11 to 52 are an integral part of these Consolidated Financial Statements.
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Notes to the Financial Statements
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Notes

1. Reporting entity

Orkuveita Reykjavikur is a partnership that complies with the Icelandic law no. 139/2001 on the founding of the
partnership Orkuveita Reykjavikur. The Company's headquarters are at Baejarhals 1 in Reykjavik. The
Company's consolidated financial statements include the financial statements of the parent company and its
subsidiaries, (together referred to as "the Company") and a share in associated companies. The consolidated
financial statements of Orkuveita Reykjavikur is a part of the interim financial statements of Reykjavik city.

The Company is an independent service company that produces and distributes electricity, distributes geothermal
water for heating, cold water for consumptions, sewer systems, and operates fibre-optic cable systems.

2. Basis of preparation

a. Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standars (IFRSs) as adopted by the EU.

The financial statements were approved by the Board of Directors on 22 March 2013.
b. Basis of measurement
The consolidated financial statements have been prepared on the historical cost basis except for the following:

- A part of property, plant and equipment have been revalued at fair value.

- Derivative agreements are stated at fair value.

- Assets held for sale are stated at fair value.

- Financial instruments at fair value through profit and loss are stated at fair value.

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

c. Functional and presentation currency
These financial statements are presented in Icelandic kronas, which is the Company’s functional currency. All
financial information presented in Icelandic kronas has been rounded to the nearest thousand unless otherwise
stated.

d. Use of estimates and judgements

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

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

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

- note 12 - Property, plant and equipment

- note 16 - Investments in other companies

- note 17 - Embedded derivaties in electricity sales contracts

- note 18 - Other financial assets and other financial liabilities

- note 19 - Deferred tax assets and liabilities

- note 25 - Retirement benefit obligations

- note 28 - Market risk

Financial Statements of Orkuveita Revkiavikur 2012 12 Amounts are in ISK thousan
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Notes

3. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements, and have been applied consistently by Group entities.

a. Basis of consolidation

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that 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. The accounting policies of subsidiaries have been changed when necessary to align
them with the policies adopted by the Group.

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Significant influence is presumed to exist when the Group holds between 20 and 50 percent of
the voting power of another entity. Associates are entered in the Group's financial statements by using the equity
method.

The Group's financial statements include a share in the profit or loss of associates and jointly controlled entities
based on the equity method. When the Group’s share of losses exceeds its interest in an equity accounted
investee, the carrying amount of that interest 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 investee. In case of
a profit on the operation of associates or jointly controlled entities in later periods a share in the profit is not
recognised until the recognised share in the loss has been set off.

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 Group’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.

b. Foreign currency

Transactions in foreign currencies are recognised at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date and the Company uses the mid foreign exchange rate at
the end of the day according to the Central Bank of Iceland (2011: Reuters). Other assets and liabilities stated at
fair value in foreign currencies are recognised at the exchange rate ruling when their fair value was determined.
Exchange difference is recognised in the income statement.

Financial Statements of Orkuveita Revkiavikur 2012 13 Amounts are in ISK thousan

//69



Notes

3. Significant accounting policies, contd.

c. Financial instruments

Loans, receivables and cash in bank are recognised when received. All other financial instruments are recognised
in the financial statements when the Company becomes a party of contractual provisions of the relevant financial
instruments.

Financial assets are eliminated from the financial statements if the Company's contractual right to cash flow due
to the financial asset expires or if the Group transfers the assets to another party without retaining control or
nearly all risk and gain inherent with their ownership. Any interest in transferred financial assets that is created or
retained by the group is recognized as a separate asset or liability.

Financial assets and liabilities are netted out and the net amount is entered in the balance sheet when the legal
right of off-setting exists and financial assets and liabilities are recognised by off-setting.

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

When the Group has both the intention and the ability to hold debt securities to maturity, then they are classified
as held-to-maturity. Such investments are recognised in the financial statements at amortised cost using the
effective interest method, less any impairment losses.

The Group’s investments in equity securities and certain debt securities are classified as available-for-sale
financial assets. Subsequent to initial recognition, they are measured at fair value and changes therein, other than
impairment losses (see note 3.h.i.), and foreign exchange gains and losses on available-for-sale monetary items
(see note 3.b.), are recognised directly in equity. When an investment is derecognised, the cumulative gain or
loss in equity is transferred to profit or loss. Fair value changes recognised under equity are derecognised when
the available-for-sale asset is derecognised.

An instrument is classified at fair value through profit or loss if it is held for trading or is designated as such upon
initial recognition. Financial instruments are designated at fair value through profit or loss if purchase and sale
decisions are based on their fair value in accordance with the Company’s risk policy or investment plan. Financial
instruments at fair value through profit or loss are measured at fair value, and changes therein are recognised in
profit or loss. Direct transaction cost is recognised in the income statement as it is incurred.

Loans and receivables are financial assets with certain or determinable payments and are not listed in active
markets. Such assets are recognised initially at fair value plus, for instruments not at fair value through profit or
loss, any directly attributable transaction costs. Subsequent to initial recognition loans and receivables are
measured at amortised cost using the effective interest method, less any impairment losses.

Loans and receivables comprise of receivables and other current assets.

Cash and cash equivalents comprise cash balances and call deposits.

Financial Statements of Orkuveita Revkiavikur 2012 14 Amounts are in ISK thousan
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Notes

3. Significant accounting policies, contd.

c. Financial instruments, contd.

Loans and subordinated loans are recognised when they are incurred. All other financial liabilities, including loans
at fair value through profit and loss are initially accounted for on the business day the Company becomes part of
the contractual agreement of the financial instrument.

Financial liabilities are eliminated from the financial statements when the contractual agreements of the
instrument are no longer valid.

Financial assets and liabilities are netted out and the net amount is entered in the balance sheet when the legal
right of off-setting exists and financial assets and liabilities are recognised by off-setting.

The Company classifies non-derivative financial liabilities as other financial liabilities. Such liabilities are
recognised initially at fair value plus, for instruments not at fair value through profit or loss, any directly attributable
transaction costs. Subsequent to initial recognition financial liabilities are measured at amortised cost using the
effective interest method.

Other non-derivative financial liabilities comprise of borrowings, accounts payable and other current liabilities.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in profit or loss when
incurred. Subsequent to initial recognition, derivatives are measured at fair value in the balance sheet and fair
value changes are recognised in the income statement.

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, a separate
instrument with the same terms as the embedded derivative would meet the definition of a derivative, and the
combined instrument is not measured at fair value through profit or loss.

Fair value changes in such derivatives are recognised in the income statement.

Fair value changes in separate embedded derivatives are recognised in the income statement.
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Notes

3. Significant accounting policies, contd.

d. Property, plant and equipment

Iltems of property, plant and equipment, except distribution, production systems and fibre-optic systems, are
measured at cost less accumulated depreciation and accumulated impairment losses.

Cost includes expenditure that is directly attributable to the acquisition of the asset. The cost of self-constructed
assets includes the cost of materials and direct labour, any other costs directly attributable to bringing the asset to
a working condition for its intended use, and the costs of dismantling and removing the items and restoring the
site on which they are located. Purchased software that is integral to the functionality of the related equipment is
capitalised as part of that equipment.

Interest expenses on loans used to finance cost of buildings in construction are capitalised over the construction
period. Interest is not calculated on preparation cost. After the assets have been taken into use interest expenses
are expensed in the income statement.

When parts of an item of property, plant and equipment have different useful lives, they are accounted for as
separate items (major components) of property, plant and equipment and depreciated over their useful lives.

The Group's distribution, production systems and fibre-optic system, are stated at revalued carrying amount in the
balance sheet, which is their fair value at the revaluation date less additional depreciation from that date.
Revaluation of those assets is made on a regular basis. Value surplus due to the revaluation is recognised in a
revaluation reserve among equity after taking the effect on deferred tax liability into consideration. Depreciation on
the revalued carrying amount is recognised in the income statement. Upon sale or discontinuance of the asset the
part of the revaluation reserve belonging to the asset is transferred from the revaluation reserve to retained
earnings after taking tax effect into consideration. No recognition takes place from the revaluation reserve to
retained earning unless the relevant asset is sold or discontinued.

The fair value of these assets is determined on the basis of the depreciated replacement cost. This consists in
that an assessment is made on changes in the construction cost of comparable assets and both cost and
accumulated depreciations are revaluated in accordance with those changes. The calculation is based on official
information and actual statistics from the Company's books on value changes of cost of items and takes into
account an estimate on the weight of each cost item in the total cost of construction of comparable assets. Cost
items and their proportional weight were determined by experts within and outside of the Company. The
impairment test of assets is also taken into consideration and revaluation is not recognised beyond the expected
future cash flow of the assets. Distribution systems for hot water, cold water, sewage and electricity are licensed
operations and subject to official revenue targets that are based mostly on changes in the construction cost index.
This is taken into consideration when revaluating these systems.

Gains and losses on disposal of an item of property, plant and equipment are determined by comparing the
proceeds from disposal with the carrying amount of property, plant and equipment and are recognised net within
“other income” in the income statement. When revalued assets are sold, the amounts included in the revaluation
surplus reserve are transferred to retained earnings.

The cost of replacing part of an item of property, plant and equipment is recognised in the carrying amount of the
item if it is probable that the future economic benefits embodied within the part will flow to the Group and its cost
can be measured reliably. All other cost is expensed in the income statement when incurred.
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Notes

3. Significant accounting policies, contd.

d. Property, plant and equipment, contd.

Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each part of
an item of property, plant and equipment. Land is not depreciated. Estimated useful lives are specified as

follows:

ProducCtion SYSTEM ...ttt ekt e e e e e 5-50 years
Electricity distribution SYSIEMS ... 10-60 years
Heating distribution SYSTEMS ........ooiii e 10-60 years
Cold water distribution systems 5-80 years
Sewer distribution system ................. 15-60 years
Fibre-optic distribution system .......... 7-41 years
Other real estate 17-50 years
Other equipment 3-25 years

Depreciation methods, useful lives and scrap value are reviewed on the accounting date.

e. Intangible assets

Heating rights are recognised in the balance sheet at amortised cost as intangible assets with an indefinite
lifetime. Heating rights are seperated from land up on purchase.

A preparation cost is capitalised at cost. This cost arises in the preparation of specific defined projects. Cost due
to those projects is only capitalised if it can be measured reliably, the product or process is technically and
commercially feasible, future economic benefits are probable and the Company has both the intention and the
ability to finish the project and plans to profit from it or sell it. This cost is expensed when the project is
discontinued or due to changed premises.

Other intangible assets are measured at cost less accumulated depreciation and impairment losses.

Subsequent expenditure is capitalised only when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure is recognised in profit or loss as incurred.

Amortisation is recognised in profit or loss on a straight-line basis over the estimated useful lives of intangible
assets from the date that they are available for use. The estimated useful lives for the current and comparative
periods are as follows:

HEALING FIGNTS ...ttt ettt e e et e e et e e e st e e e et e e e nneeennnes 100 years
L0117 S 3-7 years

f. Leased assets
Leases in terms of which the Company assumes substantially all the risks and rewards of ownership are
classified as finance leases. Upon initial recognition the leased asset is measured at an amount equal to the

lower of its fair value and the present value of the minimum lease payments. Subsequent to initial recognition, the
asset is accounted for in accordance with the accounting policy applicable to that asset.

Other lease agreements are considered as operating lease agreement and the leased assets are not capitalised.
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Notes

3. Significant accounting policies, contd.
dg. Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is based on the
first-in first-out principle, and includes expenditure incurred in acquiring the inventories, production or conversion
costs and other costs incurred in bringing them to their existing location and condition. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and selling
expenses.

h. Impairment

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 at each time. The Group defines decrease in fair value below cost as a subjective
indication of impairment of available-for-sale financial assets when:

- decrease is 15% below cost or
- fair value decrease lasts for at least six months.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics.

All impairment losses are recognised in profit or loss. Any cumulative loss in respect of an available-for-sale
financial asset recognised previously in equity is transferred to profit or loss.

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

The carrying amounts of the Group’s non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, then the asset’s recoverable amount is estimated.

Impairment is recognized if the carrying amount of an asset or a cash generating unit exceeds its estimated
recoverable amount. A cash generating unit is the smallest separable group of assets that form a cash flow that is
mostly independent of other units or groups of units. Impairment loss of revalued operating assets is recognized
in equity under revaluation reserve. Impairment losses of other assets are recognized in profit or loss.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset.

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed the
carrying amount that would have been determined, net of depreciation or amortization, if no impairment loss had
been recognized.
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Notes

3. Significant accounting policies, contd.

i. Employee benefits

Obligations for contributions to defined contribution pension plans are recognised in the income statement when
they are due.

The Group’s net obligation in respect of defined benefit pension plans is calculated separately for each plan by
estimating the amount of future benefit that current and former employees have earned in return for their service
in the current and prior periods. The benefit is discounted to determine its present value and any unrecognised
past service costs and the fair value of any plan assets are deducted. The calculation is performed annually by a
qualified actuary using the projected unit credit method. Changes in the obligation are recognised in the income
statement as incurred.

j-  Obligations

An obligation is recognised in the balance sheet when the Company has the legal right or has entered into an
obligation due to previous events and it is likely that it will incur cost upon settling the obligation. The obligation is
measured on the basis of the estimated future cash flow, discounted based on interests reflecting market
interests, and the risk inherent with the obligation.

k. Revenue

Revenue from the sale and distribution of electricity and hot water is recognised in the income statement
according to measured delivery to purchasers during the year plus a fixed fee.

The rate for the distribution of electricity has a revenue cap set by the National Energy Authority in accordance
with laws on energy number 65/2003. The revenue cap is based on actual figures from prior years from the
operation of distribution utilities, the depreciation of assets, real losses in the distribution system and return on
equity. When setting the revenue cap financial income and expenses are not taken into account. The rate is
decided from the revenue cap and projections of sale of electricity in the Company’s utilities area.

Revenue from the sale of cold water and sewer are based on the size of properties plus a fixed fee and are set
forth linearly in the income statement. In addition revenue is stated for cold water according to measurement from
specific industries.

Upon connection of new users to distribution systems of electricity, water and sewer or upon renewal of
connection an inital fee is charged. The initial fee meets cost due to new distribution systems or their renewal.
Income on connection fees is recognised in the income statement upon delivery of the service.

Other revenue is recognised when generated or upon delivery of goods or services.
I. Lease payments

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

Minimum lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding liability. Interest expenses are distributed over the lease term based on effective
interests.
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Notes

3. Significant accounting policies, contd.
m. Financial income and expenses

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

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions, foreign
exchange losses, impairment losses recognised on financial assets, and losses on hedging instruments that are
recognised in the income statement. Borrowing cost is recognised in the income statement based on effective
interests.

Effective interest is the required rate of return used when discounting estimated cash flow over the estimated
useful life of a financial instrument or a shorter period when applicable, so that it equals to the book value of the
financial asset or liability in the balance sheet.

Foreign currency gains and losses are reported on a net basis as either finance income or finance cost depending
on whether foreign currency movements are in a net gain or net loss position.

n. Income tax

Income tax expense comprises current and deferred tax. Income tax expense 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, and any adjustment to tax payable in respect of previous years. The
income tax ratio for the parent company is 36.0% and the tax ratio for the subsidiaries is 20.0%. Cold water
supply and sewer is exempt from tax.

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences
when they reverse, based on the laws that have been enacted or substantively enacted by the reporting date.
Deferred tax was measured in accordance with the current tax rate, which is 36.0% for the parent company that is
a partnership and 20.0% for the subsidiaries that are companies with limited liability.

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

3. Significant accounting policies, contd.
o. Segment reporting

A segment is a distinguishable component of the Company that is engaged in business and is capable to earn
revenues and accept cost, both within and outside of the Company. The return of all segments is overviewed by
management to value their performance.

Segment results and their assets include items directly attributable to a segment as well as those that can be
allocated on a reasonable basis.

Segment investments are investments in property, plant and equipment and intangible assets.
Inter-segment pricing is determined on an arm’s length basis.
p. New standards and interpretations

The Company has implemented all international accounting standards, their interpretation and changes on
existing standards that were effective at year end 2012 and are related to the Company’s operation. The Group
has not beforehand implemented international accounting standards, their interpretation and changes which are
affective after 31 December 2012. Adoption of these standards are not considered to have a significant effect on
the preparation of the Group’s financial statements.

4. Determination of fair values

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

a. Property, plant and equipment

The fair value of production systems that have undergone a revaluation is determined on the basis of the
depreciated replacement cost, which consists in the assessment of changes in construction cost of comparable
assets and both cost and accumulated depreciation are re-measured in accordance with those changes. The
results of the impairment tests are also taken into consideration and revaluation is not recognised beyond the
expected future cash flow of those assets.

The same method is applied in the determination of the fair value of distribution systems, accounted at fair value.
Revalued distribution systems are used in an operation subject to exclusive licence and income limits are mainly
based on changes in the building cost index. This is taken into account when determining the fair value.

The fair value of property, plant and equipment taken over upon a merger is based on the market value. The
market value is the amount that can be obtain in transactions between unrelated, willing and informed parties.
The fair value of other assets among property, plant and equipment is based on the market value of comparable
assets.

b. Investments in equity and debt securities
The fair value of financial assets at fair value through profit or loss is determined on the basis of their market
value at the reporting date. If the market value is not known the valuation is based on generally accepted
valuation methods. Valuation methods can be based on known recent financial transactions between unrelated
parties. In applying these valuation methods factors are considered which would be used in the respective market
concerning calculation of fair value and the methods are in accordance with generally accepted methods
concerning valuation of financial assets.
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Notes

4. Determination of fair values, contd.
c. Derivatives

The fair value of derivatives is based on their market value, if available. If the market value is not available the fair
value is determined on the basis of generally accepted valuation methods.

Valuation methods may be based on prices in recent transactions between unrelated parties. The measurement
is based on the value of other financial instruments comparable to the instrument in question, methods in order to
evaluate the present value of cash flow or other valuation methods, which may be applied in order to reliably
assess the real market value. When valuation methods are applied all factors are used, which market parties
would use in price evaluations, and the methods are in accordance with generally accepted methods for the price
evaluation of financial instruments. The Company verifies on a regular basis its valuation methods and tests them
by using a price obtained in a transaction on an active market with the same instrument, without adjustments and
changes, or are based on information from an active market.

The fair value of derivative agreements not listed in active markets is determined by use of valuation methods,
which are regularly reviewed by qualified employees. All valuation models used must be approved and tested in
order to ensure that the results reflect the data used.

The most reliable indication of the fair value of derivative agreements at the beginning is the purchase value,
unless the fair value of the instruments is verifiable in comparison with other listed and recent market transactions
with the same financial instrument or based on a valuation method where variables are only based on market
data. When such data is available the Company recognises profit or loss at the initial registration date of the
instruments.

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

d. Trade and other receivables
The fair value of trade and other receivables, is estimated at the present value of future cash flows, discounted at
the market rate of interest at the reporting date if applicable. This fair value is determined for disclosure purposes.

e. Non-derivative financial liabilities

Fair value, which is determined for disclosure purposes, is calculated based on the present value of future
principal and interest cash flows, discounted at the market rate of interest at the reporting date.
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Notes

5. Segment reporting
Business divisions and sectors

Orkuveita Reykjavikur's service area is mainly in the Reykjavik city area, but it also extends to the southern and
western parts of Iceland. The Company is divided into three seperate divisions: Production and Sales, Utilities
and Other Operation.

Production and Sales generate electricity and harness hot water from the power plants as well as selling
electricity to wholesale and retail customers.

Utilities distribute electricity, harnessing hot water from low-temperature fields and the geothermal plants and
distribute it for space heating. It also collects and distributes cold water from reservoirs, runs a sewerage system
and operates a fiber-optic system.

Other operations cover the new construction and operation of street lighting, rental of housing and equipment,
incidental sale of specialist consultancy services and more.

The Company is also divided by its sectors, Electricity, Hot water, Cold water, Sewer and Fibre-optic system.
The sectors operate in different legal environments, both regarding income tax and value added tax, revenue
targets as set forth in the electricity and earnings law. The sectors hot water, cold water, sewerage and the
distribution of electricity are exclusivly licensed by law, however the generation of electricity, sale of power and
sale of data transfer is subject to the open market.

The Company is income taxed and collects value added tax, exept for operations regarding cold water and sewer
but they are regulated by law no. 33/2004 concerning cold water suppliers of municipalities and law no. 9/2009
concerning the operations of sewer. The provision of hot water supply is subject to law no. 58/1967, concerning
earnings from hot water. The distribution of electricity is subject to law no. 65/2003, which stipulates revenue caps
that are decided by the National Energy Authority.

Sector Official obligations

Minister approves utility rates not subject to the open market. These take
Hot water effect upon publication in the Ministerial Gazette.

The National Energy Authority is sent a rate list for authorisation. Rates are
Electricity, distribution officially published.

Energy sales are subject to the open market, electricity rate changes are
Electricity, production therefore not subject to government approval.

The legal limitation on the upper limit of the rate is 0.5% of the real estate
Cold water value. Rates are officially published in the Law and Ministerial Gazette.

The Rates for the sewer system shall cover all costs. Rates are officially
Sewer system published in the Ministerial Gazette.

This is a competitive practice that is supervised by The Post and Telecom
Fibre-optic data system Administration.

Customers that have significant effect on the Company’s revenues

One customer has significant effect on the Company’s revenues in the year 2012, i.e. Nordural Grundartangi ehf.

Revenues from Nordural Grundartangi ehf., a customer of the Company’s Production and Sale’s division,
represents approximately ISK 6.943 million or 18.3% of total revenues. (2011: ISK 5.652 million, or 16.8% of total
revenue.)
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Notes

6. Analysis of geothermal power plant operation

Return analysis of production of electricity and hot water, cf. Article 41, paragraph 5 of law no. 65/2003:

Electricity Hot water Electricity Hot water
2012 2012 2011 2011
Power plant at Nesjavellir
REVENUE ..o 8.663.959 1.915.000 8.575.389 1.520.000
Operating EXPENSES .....ccccvveeiiiiieeaiiieeeiieeeaiieeen ( 1.419.692) ( 525.679) ( 984.606) ( 500.517)
Depreciation .........c.coccueeeeiciiieie e ( 3.504.326) ( 449.152) ( 2.794.359) ( 406.192)
Profit before financial expenses .............ccccceee..... 3.739.941 940.170 4.796.424 613.291
Return on investment ... 3.8% 8.0% 4.8% 5.4%

The power plants at Hellisheidi and Nesjavellir are mixed production plants, where both hot water and energy are
produced.

7. Salaries and salary related expenses

2012 2011

Salaries and salary related expenses are specified as follows:
SAIAMES ...t e e et e e et e e e naa e e e anneeeeennees 2.988.203 3.278.044
Defined contribution pension EXPENSES ...........uvvieeiieiiiiiiee e 395.860 463.847
Defined benefit pENSION EXPENSES ......cuviiiiiiiieiiiiee e 55.547 37.721
Other salary related EXPENSES .......ccoiuiieeiiiiee e e e e e e e nnnes 313.216 406.071
Expensed salaries and salary related expenses due to early retirement

plan and laid-off EMPIOYEES 1) ...eiiiiiiieeiiee e 314.271 192.965
Total salaries and salary related EXPENSES .........ccoccuuiiiieiieiiiiiiiiie e 4.067.097 4.378.648
Salaries and salary related expenses are stated in the financial statements as follows:
Expensed in the income statement ... 3.701.222 3.836.419
(02T o)1 e=1[[1=To o)l o] o] [=Tox £ USSP RPN 365.875 542.228
Total salaries and salary related EXPENSES .........oevviiiiiiiiiiiiiiiiiiiiiiieieeeeeeeeeeeeeeeeeeeeeeees 4.067.097 4.378.648
Number of employees:
Number of annual WOrking UNits ...........ccooiiuiiiiiiiiiiiiiiieee e 476 532

Management's salaries and benefits for the parent company and subsidiaries are specified as follows:

Salaries to the Board of Directors of the Parent Company ...........cccccceeeviiiivienneennn. 16.695 15.439
Salaries to the Director and five/four Managing Directors of the Parent Company ... 94.037 79.187
Salaries to the Board of Directors and Managing Directors of subsidiaries .............. 21.931 20.771
Defined contribution pension EXPENSES .......cccccuiiiiiiuiiiiiiiiie e 17.075 14.598
Termination expenses, pension expenses included 2) ...........ccceeiiieeeiiiieeeiiieeeeee 9.071 20.034

158.808 150.029

Included in salaries are car benefits and vehicle subsidy.

1) A part of curtailing in the operations is to decrease the number of employees. This is achieved partly by offering
employees that have reached the age of 63, early retirement. Those who accept this offer are not expected to work
for the Company during the termination. When employees leave the Company, either due to early retirement or
due to lay-offs the termination cost is recognised immediately.

2) In September the manager of Sales and Production left the company. Expenses due to the termination of his
employment, salary related expenses included, were all expensed upon his departure from the company. In the
year 2011 similar payments were made upon the departure of the former CFO of the company.
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Notes

8. Other operating expenses

2012 2011
Other operating expenses is specified as follows:
Operational cost of utilities and power plants ... 1.570.857 1.145.147
Collection cost and other OffiCe COST ........uiiiiiiiiiiiiie e 625.924 603.256
Operation COSt Of ProPErties .......ccocuiiiiiiiiiiiii e 566.098 516.809
Public levies and iNSUraNCe COST ........oeiiiiiiiiiiie e e e 447.369 206.193
VATIOUS COST .ottt e e ettt e e e e e e et e e e e e e e ennnneeaaaaann 1.083.283 1.066.672
Other operating expenses, t0tal .........cccuiiiiiiiie e 4.293.531 3.538.078

9. Depreciation and amortisation

2012 2011
Depreciation and amortisation is specified as follows:
Depreciation of property, plant and equipment .............ccccciiiiiiiiiiiiiee e 9.052.618 8.583.676
Amortisation of assets in CONSTIUCHION ..........ccciiiiiiiieeie e 743.431 0
Amortisation of properties held for sale ... 486.696 0
Depreciation and amortisation, total, cf. note 12 ...........ccccveeiiiiiiiiieee 10.282.745 8.583.676
Amortisation of intangible assets, cf. note 14 ..o 88.340 297.059
Depreciation and amortisation recognised in the income statement ....................... 10.371.085 8.880.736

10. Financial income and expenses

2012 2011
Financial income and expenses are specified as follows:
INErESt INCOME ..ot e et e e e e e e e e e anneaean 146.916 126.924
INEIESt EXPENSE .. ..eeeeieeeee e e e e e e e eee e e e eneeeeenns ( 6.232.254) ( 4.899.197)
Guarantee fEe t0 OWNEIS 1) ....uiiiiiiiiiiiiiiiie e e e e e aeeeeens ( 860.534) ( 790.431)
Total INteresSt EXPENSES ....ccoeeeeeeeeeeeeeeeeeeeee e ( 7.092.787) ( 5.689.628)
Fair value changes of embedded derivatives in electricity sales contracts ............... ( 2.944.310) ( 2.728.135)
Fair value changes of assets available for sale ...........ccccooooiiiiiiiiiiiii e 0 ( 611.169)
Fair value changes of financial assets and financial liabilities through P/L ............... 1.847.840 679.855
Change in valuation of derivatives in default, cf. note 33 .............ccoiii i ( 558.759) 0
HEAQE CONLIACES ... e e e eeaans 417.832 62
Foreign exchange diffEer€NCE .........cc.ueiiiieiiii e ( 10.364.758) ( 11.479.368)
DY To (=Y o o SRR 54.475 45.145
Total of other income (expenses) on financial assets and liabilities ......................... ( 11.547.680) ( 14.093.609)
Total financial INCOME and EXPENSES .....cccuuiiiiiiiiieiiiiee et ( 18.493.550) ( 19.656.313)

1) Orkuveita Reykjavikur paid a guarantee fee to current and former owners of the company for guarantees they
have made on the Groups loans and borrowings according to a decision made on the annual meeting of Orkuveita
Reykjavikur in 2005. The fee on yearly basis for its licenced operations is 0.375% and 0.48% regarding loans due
for operations in the open market. (2011: The fee was 0.375% on all loans) The calculation of the fee is done at
the end of each quarter. The guarantee fee amounted to ISK 861 million in the year 2012 (2011: ISK 790 million)
and is accounted for among interest expenses.
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Notes

10. Financial income and expenses

Capitalised financing cost

No financing cost due to construction of a power plant was capitalised in the year 2012. Capitalised financing cost
for the year 2011 amounted to ISK 1.287 million and was deducted from financial expense. Interest ratio that was
used in the calculation of capitalised financing cost for the year 2011 was 7.46%.

2012 2011
Interest expense is specified as follows:
Interest expenses, charged in the income statement .............ccccccieiiiiiiiiiie e ( 7.092.787) ( 5.689.628)
Capitalised fINANCE COST ......oiiiiiiiiiiiii et e e e e 0 ( 1.287.642)
1) G A=Y 0= T SR ( 7.092.787) ( 6.977.270)

Fair value changes through P/L

Generally accepted valuation methods are used to determine the fair value of certain financial assets and financial
liabilities, further discussed in note 4. Change in fair value that is expensed in the income statement amounts ISK
1.096 million. (2011: expense ISK 2.659 million).

11. Income tax

Orkuveita Reykjavikur is tax liable in accordance with Article 2 of law no. 90/2003 on income tax. The part of the
Company’s operation concerning operation of cold water supply and sewer is though exempt from income tax.

Income tax recognised in the income statement is specified as follows: 2012 2011
Change in deferred iNCOME taX ......c.ueeeeiiiiee e e seee e ( 1.535.261) 6.750.946
Income tax recognised in the income statement ..., ( 1.535.261) 6.750.946
Reconciliation of effective tax rate: 2012 2011
Loss before iNnCome taX .........cccooceiiiiiiiiiiiiiiiieccee ( 3.830.455) ( 7.307.218)
Income tax according to current tax ratio ............. 36.0% ( 1.378.964) 36.0% ( 2.630.598)
Effect of various tax rates in the Group ................ ( 0.9%) 33.817 ( 0.7%) 54.575
Effect of valuation of exploitation

of deferred tax 10SSES ......cccevvvciieeiiiieeeiiieee 2.6% ( 100.000) 63.7% ( 4.655.873)
Non-taxable operation of

water supply and SeWer ..........cccoociiiiieiiieieiiins 24% ( 93.706) ( 2.9%) 208.881
Other items .......oooiiiiiiiiieeee e 0.1% 3.592 ( 3.7%) 272.069
Effective income tax ............cccooiiiiiiiii 40.1% ( 1.535.261) 92.4% ( 6.750.946)
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12. Property, plant and equipment

Notes

Property, plant and equipment is specified as follows:

Production Utility Other Other

The year 2012 system system real estates equipment Total
Cost or deemed cost
Balance at year beginning .......... 195.996.921 222.894.519 8.140.245 5.596.352 432.628.037
Reclassification of assets ........... 1.301.287 ( 884.548) 1.383.128 ( 3.528.887) ( 1.729.019)
Additions during the year ............ 993.880 1.856.200 19.769 145.086 3.014.935
Transferred to properties

held forsale ........cccccceeveeeeennne. ( 60.701) 0 7.390.556) ( 869.043) ( 8.320.300)
Sold or disposed of .................... 0 ( 91.361) 69.054) ( 99.219) ( 259.634)
Balance at year-end ................... 198.231.387  223.774.810 2.083.533 1.244.289  425.334.019
Depreciation
Balance at year beginning .......... 58.379.184 111.034.725 1.825.401 2.586.718 173.826.027
Reclassification of assets ........... 491.232 ( 1.693.391) 580.320 ( 1.107.180) ( 1.729.019)
Depreciated during the year ....... 5.611.392 3.858.468 644.176 168.709 10.282.745
Transferred to properties

held forsale .........ccccceeeeeeeennne. ( 57.224) 2.156.978) ( 758.241) ( 2.972.444)
Sold or disposed of .................... 0 ( 89.570) 11.624) ( 83.559) ( 184.752)
Balance at year-end .................. 64.424.583 113.110.231 881.295 806.447  179.222.557
Carrying amounts
At 1.1. 2012 e 137.617.737 111.859.794 6.314.845 3.009.634  258.802.010
At 31.12. 2012, 133.806.804 110.664.579 1.202.237 437.842  246.111.462
Thereof assets in

construction at year end........... 7.209.960 1.555.018 0 0 8.764.979
The year 2011
Cost or deemed cost
Balance at year beginning .......... 191.999.364 193.739.637 8.367.940 5.520.843 399.627.784
Additions during the year ............ 7.571.665 2.043.869 33.191 96.445 9.745.170
Sold or disposed of .................... ( 541.385) 0 260.886) ( 20.936) ( 823.207)
Revaluation, increase ................. 3.015.875 27.111.013 0 0 30.126.888
Revaluation, decrease ................ ( 6.048.598) 0 0 0 ( 6.048.598)
Balance atyearend .................. 195.996.921 222.894.519 8.140.245 5.596.352 432.628.037
Depreciation
Balance at year beginning .......... 53.917.500 93.547.119 1.691.261 2.440.910 151.596.790
Reclassification of assets ........... 0
Depreciated during the year ....... 4.534.610 3.735.613 161.163 152.291 8.583.676
Sold or disposed of .................... ( 261.409) 0 27.023) ( 6.482) ( 294.915)
Revaluation, increase ................. 1.237.081 13.751.993 0 0 14.989.074
Revaluation, decrease ................ ( 1.048.598) 0 0 0 ( 1.048.598)
Balance atyearend .................. 58.379.184 111.034.725 1.825.401 2.586.718 173.826.027
Carrying amounts
At 1.1. 2017 138.081.864 100.192.518 6.676.679 3.079.933  248.030.994
At31.12. 2011 ..o, 137.617.737 111.859.794 6.314.845 3.009.634  258.802.010
Thereof assets in

construction at year end........... 8.225.347 1.529.241 0 0 9.754.588
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Notes

12. Property, plant and equipment, contd.

Assets in construction

At year-end 2012 parlament approved a draft on protection and utilisation of natural resources, which is based on
a Framework Program on protection and utilisation of hydropower and geothermal power. The area of Bitra is
categorised in a protected area and therefore the book value of OR’s assets and research in the area, ISK 743
million is amortised in the year 2012.

Revaluation Date of
Revaluation was last executed as specified in the following table: Revaluation
Production systems

[ [0 A= (= PR UTSPRRPTR 31.12.2011
(07 0] [ IR L= 31.12.2011
Yo (o1 1§V PSSR P PP 31.12.2011
Distribution systems

[ [0 A= (= PSR UPSPPRPTR 31.12.2011
(070] [ IR (= 30.9.2011
Lo Lo [ PP P PP PPPR 30.9.2011
=T o (oSSR PP 31.12.2011
FIibre-0ptiC Cable SYSEM ......ooiiiiii et e et e et es 30.9.2010

When revaluating, the relevant asset groups are measured at fair value. The aforementioned revaluation is
recognised in a revaluation reserve among equity taken into account effects of deferred income tax as further
explained in note 3. d.

Impairment tests

Impairment tests were performed at year end in order to confirm both carrying amounts of assets and main assets
under construction would meet estimated future cash flows of these assets. The impairment tests are carried out
for every sector in the utilities and production systems. The impairment are based on several assumptions, the
main assumptions are:

i) weighted average cost of capital (WACC) is 3.64% to 6.31%,

ii) the future growth is between 0% to 2.5%

iii) weighted probability of different results regarding negotiations with buyers of power.

Further explanation on impairment test is in note 3. h.

Uncertainty is about when construction projects will be commenced due to unsettled energy sale contracts and
financing of the projects.

All sectors of the distribution systems and the production system stood the impairment test.

Information on revalued assets at year end Production Distribution

system system Total
The year 2012
Revalued carrying amount ............oeeeiiiiiiiiiiiieee e 133.806.804 110.664.579  244.471.382
Thereof effect of revaluation ... ( 27.206.629) ( 40.048.340) ( 67.254.969)
carrying amount before effect of revaluation ..............c.ccoccceeenneee. 106.600.175 70.616.238 177.216.413
The year 2011
Revalued carrying amount .........c..eeeeiiiiiiiiiii e 137.617.737 111.859.794  249.477.531
Thereof effect of revaluation ... ( 28.117.996) ( 42.097.167) ( 70.215.163)

carrying amount before effect of revaluation 109.499.741 69.762.627  179.262.369

Rateable value and insurance value

The rateable value of the Company's assets measured in the rateable value assessment amounted to ISK 31.390
million at year end 2012 (2011: ISK 24.879 million). The fire insurance value of the company's assets amounted
to ISK 38.499 million at the same time (2011: ISK 37.046 million). Among those assets are real estates
capitalised among production and distribution systems as well as properties held for sale.
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Notes

12. Property, plant and equipment, contd.

Obligations

In May 2008 the Company entered into a contract concerning purchase of equipment for power plants. The
equipment will be delivered in the year 2016. The contract and other contracts regarding developments at
Hellisheidi amount to ISK 12.3 billion as per exchange rate at end of the year (2011: ISK 12.4 billion). More
information regarding these contracts can be found in note 36. Furthermore, the Company has entered into
contracts and placed purchase orders with suppliers and developers concerning work on production and
distribution systems. The balance of these contracts and purchase orders at the end of the year is estimated at
ISK 1.2 billion (2011: ISK 1.2 billion).

13. Properties held for sale

Properties held for sale are specified as follows: 2012 2011
Orkuveita Reykjavikur, headquarters at Baejar- and Réttarhals, 110 Reykjavik ....... 4.397.856 0
Perlan, Oskjuhli®, 105 REYKJAVIK .........c.c.ereveuereeeeieeeeeeeeeeeeeeeeeeeeee e 950.000 0
Properties held for sale, total ................coooiiiiiiiiiiii e 5.347.856 0

At year-end 2012 Reykjavik City purchased Perlan from the Company, negotiated price amounting to ISK 950
million. The sale was finalised at the beginning of the year 2013. In the beginning of 2013 the Company sold its
headquarters at Bagjar- and Réttarhals for ISK 5.100 million. Because of these transactions these assets are
reclassified among current assets in the financial statements for the year 2012.

14. Intangible assets
Intangible assets are specified as follows:

Heating Preparation

The year 2012 rights cost Software Total

Cost

Balance at year beginning .........ccccceeeiveeeiiineennnee. 1.427.031 0 3.045.194 4.472.225

Reclassification of assets .............eevvevevveeveeeeeeennns 0 0 ( 1.723.761) ( 1.723.761)

Additions during the year ...........c.cccoooiiiieeeninis 0 0 50.383 50.383

Balance at end of the year ...........cccccveeiiiinennnn. 1.427.031 0 1.371.816 2.798.847

Amortisation

Balance at year beginning ..........cccccoviveeiiiiiiennnnen 491.550 0 2.723.738 3.215.288

Reclassification of assets ...........ccccceeeeeiiiiiinnnen... 0 0 ( 1.723.761) ( 1.723.761)

Amortisation during the year ...............ccccceeennee... 11.974 0 76.366 88.340

Balance at end of the year .............cccoocciis 503.524 0 1.076.343 1.579.867

Carrying amounts

Nt I R O S 935.481 0 321.456 1.256.937

At 3112, 2012 923.507 0 295.473 1.218.980

The year 2011

Cost

Balance at year beginning ..........cccccoecvieiiiiiennnnn. 1.427.031 261.864 2.964.934 4.653.829

Additions during the year ............cccceoviiiiiiiiieenns 0 0 80.258 80.258

Sold or disposed Of .........ccccoviiiiiiieiiiieeeee 0 ( 261.864) 2 261.862)

Balance at yearend ............cccceeiiiiiiiiiii, 1.427.031 0 3.045.194 4.472.225

Amortisation

Balance at year beginning ..........cccccoviveeeiiineennnne 438.570 90.000 2.611.134 3.139.704

Amortisation during the year ..............ccccceeinneen. 12.594 171.862 112.604 297.060

Sold or disposed of ........cccevvevieeiiiiieee e 40.386 ( 261.862) 0 ( 221.476)

Balance at yearend ............ccccccoiiiiiiiiiiis 491.550 0 2.723.738 3.215.288

Carrying amounts

At 1.1, 2011 e 988.461 171.864 353.800 1.514.125

At 31.12. 201 e 935.481 0 321.456 1.256.936
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Notes

15. Investments in associated companies

Investments in associated companies are specified as follows:

2012 2011
Carrying Carrying
Share amount Share amount
Envent Holdings ehf. ..........cccoooiiiiiiiiiiiece 0.0% 0 24.5% 45.000
Iceland American Energy InC. ........ccccoeeviveeinneenn. 83.7% 0 83.7% 0
Vistorka ehf. ......cccooiiiiiii 0.0% 0 29.0% 42.591
islensk Nyorka ehf. ...........ccccocveeieeceeeeeeeeeeesns 27.6% 29.339 0.0% 0
Metan hf. ..o.ooiiee 0.0% 0 35.4% 3.568
Netorka hf. .....c.ooooiiie e 23.5% 29.207 21.9% 25.708
Reykjavik Energy Grad. School hf. ..........c...cc....... 45.0% 1.281 50.0% 1.281
TOtAl o 59.827 118.148

The Company's share in the loss of its associated companies amounted to ISK 10 million in the year 2012 (2011:
loss of ISK 5 million).

Vistorka ehf. and islensk Nyorka ehf. were merged in the year 2012 under the name of Islensk Nyorka ehf.
Recompence in the merger were shares in islensk Nyorka ehf.

16. Investments in other companies

Investments in other companies are specified as follows: Share 2012 2011
HS Veitur Nf. ..o 16.6% 957.000 957.000
Landsnet hf. 1) ..o 6.8% 2.160.000 860.000
Other shares in COMPANIES ..........oeevieiiiiiiiiiieee e 148.182 166.269
Other shares in companies, total ............cooccoiiiiiiiiiii e, 3.265.182 1.983.269

The value of financial assets at fair value through profit or loss is based on market value. Fair value of financial
assets available for sale is based on generally accepted valuation methods of independent experts, unless where
it is possible to base it on recent commercial transactions.

1) According to provisions in the Energy laws no. 65/2003 only current owners of shares in Landsnet are allowed
to assign their shares to other owners of Landsnet and are not allowed to sell their shares to other parties.

17. Embedded derivatives in electricity sales contracts

The fair value of embedded derivatives in electricity sales contracts is specified as follows:

2012 2011
Fair value of embedded derivatives at the beginning of the year ..............cccccoee.. 17.682.970 20.411.105
Fair value changes during the Year ..............ooooiiiiiiie e ( 2.944.310) ( 2.728.135)
Fair value of embedded derivatives at year-end ............ccccccoeeiiiiiiiiiiiieiceiiiieeee e 14.738.660 17.682.970
The allocation of embedded derivatives in electricity sales contracts is specified as follows:
Non-current embedded derivatives ............cooovvviiviiiieiieiieeeeee e, 14.150.678 17.168.462
Current embedded deriVatiVES ............coiiiiiiiiiiieiieceee e 587.982 514.508
Total embedded derivatives at year-end ............cccoooieiiiiiiiiiiie e 14.738.660 17.682.970
Further discussion regarding embedded derivatives can be found in note 28 c.
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Notes

18. Other financial assets and financial liabilities

Non-current assets 2012 2011
Financial assets at fair value through profit or loss:

70 Lo £SO PPPRPP: 9.744.861 7.868.334
HEAGE CONTFACES ...ttt eeeae 893.934 0

10.638.795 7.868.334
Bonds and other receivables:
0] oo L= 579 17.853

Total among NON-CUITENT @SSELS ........uuiiiiiiiiiiiiiiiii e 10.639.373 7.868.334

Current assets
Financial assets at fair value through profit or loss:
[ (=T [ TR o0 o1 =T £ 38.956 0

Bonds and other receivables:
=70 [0 £ 5.986 569

Total amoNg CUMTENT @SSELS .....cooiiuiiiiiiiie e 44.942 569

Non current liabilities
Financial liabilities at fair value through profit or loss:
HEAGE CONLFACES ...t e e e e e e aaeeeenns ( 98.974) ( 2.390)

Current liabilities
Financial liabilities at fair value through profit or loss:
HEAGE CONLFACES ...t e e e e e e e e aaeeeeans ( 150.300) ( 17.389)

The bond among non-current assets is issued in USD and carries 1.5% interest. It has one settlement date in the
year 2016. The bond is linked to aluminium prices to certain extent and is pledged with shares in HS Orka hf. The
bond is stated at fair value through P/L and derivatives are not seperated from the bond. All of the Company’s
bonds are determined to be third level in the fair value hierarchy as further is explained in note 31.

19. Deferred tax assets and liabilities

Deferred tax assets and liabilities is specified as follows:

2012 Tax assets Tax liabilities Net amount
Deferred tax assets/liabilities at the beginning of the year ............. 1.932.006 0 1.932.006
Calculated income tax for the year ...........cccccoveveeiiiiiiiiie e 1.535.261 0 1.535.261
Deferred tax assets/liabilities at end of the year .............ccccccoooo. 3.467.267 0 3.467.267
2011
Deferred tax assets/liabilities at the beginning of the year ............. 206.741 3.780.403 ( 3.573.662)
Calculated income tax for the year ... 2.970.543 ( 3.780.403) 6.750.946
INCOME taX, AUE ...ooeiiiiiiiieiieee e 17 0 17
Effect of change in income tax rate on revaluation account ........... ( 1.245.295) 0 ( 1.245.295)
Deferred tax assets/liabilities at yearend .............ccccocoeviiiiieneenn. 1.932.006 0 1.932.007
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19. Deferred tax assets and liabilities, contd.,

Deferred tax assets and liabilities are attributable to the flollowing:

31.12. 2012 31.12. 2011
Tax assets Tax liabilities Tax assets Tax liabilities
Property, plant and equipment .............ccccoeeneee. ( 15.063.674) 0 ( 17.056.401) 0
Embedded derivatives ............cccceeeviieeeicieeeee. ( 5.305.918) 0 ( 6.365.869) 0
Other items .......ooooiiiiiieiiee e 2.599.893 0 888.700 0
Effect of carry forward taxable loss .................... 21.236.966 0 24.465.576 0
Deferred tax assets/liabilities at yearend ........... 3.467.268 0 1.932.006 0

Carry forward taxable loss

Based on current tax law, a carry forwards taxable loss can be used against taxable profit within 10 years from
when it was incurred. Carryforwards taxable loss at year end can be used as follows:

2012 2011
Unadjusted taxable loss for the year 2008, usable until year 2018 ......................... 56.383.614 65.631.854
Unadjusted taxable loss for the year 2009, usable until year 2019 .............cccoveee. 4.953.017 4.953.017
Carry forwards taxable loss at year end 2012 ..........ccceveiiiiieeiiiie e 61.336.631 70.584.871

Management has concluded based on their projections that there will be sufficient taxable profit in the future to use
the stated deferred taxable asset.

20. Inventories
Inventories are specified as follows at year end: 2012 2011

Inventory of MAterials .............ccouviiiiiiie e 402.872 431.560

The Company's material inventories consist of material for maintenance, renewal and construction of the
Company's production and distribution systems. Inventories for renewal and new constructions are accounted for
among property, plant and equipment as part of building cost of assets under construction.

21. Receivables

Trade receivables is specified as follows at year end: 2012 2011
Trade receivables, industrial CONSUMETS .........ooovviviiiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeees 917.120 537.146
Trade receivables, retail ...........uuuuuueeueieeiieieieieieesieeseeieeessesesssssssssesssssssssssssssssssnrssnnnes 4.122.730 3.969.640
Trade receivables, total ..........oooooviiioiii e 5.039.850 4.506.786
Allowance for doubtful @CCOUNTS ........cc.eiiiiiiiiiiiie e ( 318.500) ( 279.250)

4.721.350 4.227.536

Other current receivables are specified as follows at year end:

Value @dded tAX ...cooiiiiiiie e e e e e e e e e raae s 0 23.617
Pre-paid EXPENSES .......iiiiiiiiiiiii e e 199.480 185.715
Capital INCOME TAX ...iiiiiiiiiiiiie et e e e e e e e e e e e e araeeaeaeaenes 34.832 35.382
Accrued iNtEreSt iINCOME .......uviiiieiiiiieieeeee ettt eee e e seseaesssssesesnennnes 32.035 23.035
Receivables from @mPIOYEES ..........oiiiiiiiieiiii et 6.529 8.275
OtNEI FECEIVADIES ... ..uueiiiiiiiiiititititeie ettt asasasasasasasssasssasssssssssssssssssssnsnsnsnnnnnns 25.305 135.172

298.181 411.196
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22. Cash and cash equivalents

Cash and cash equivalents at year end are specified as follows: 2012 2011
BanK DAlANCES .......eeeiiieiee e 6.885.693 1.652.484
23. Equity

Equity ratio of the Company at year end 2012 is 20.4% (2011: 20.8%). Return on equity was negative by 3.7% in
the year (2011: negative by 1.0%).

Revaluation reserve

Revaluation reserve comprises of increase in the value of properties, plant and equipment after taking tax effects
into account. Depreciation of the revaluated price are expensed in the income statement and transferred at the
same time from the revaluation reserve account to retained earnings.

Fair value reserve
Fair value reserve comprises increase of the value of assets categorised as available for sale after taking tax
effects into account.

Retained earnings

Dividend was not paid to the owners of the parent Company in the year 2012. (2011: No paymend of dividend).
The Company's Board of Directors do not propose divident to be paid to the owners of the parent company in the
year 2013 due to the operating year 2012. The owners of the parent company decide on dividend payments.

24. Loans and borrowings
This note provides information about the contractual terms of the Group’s interest-bearing loans and borrowings,

which are measured at amortised cost. For more information about the Group’s exposure to interest rate, foreign
currency and liquidity risk, see note 28.

Non-current liabilities 2012 2011
272101 [ (o = g ST 195.721.276  195.380.948
Subordinated loan from owners of the Company ............ccccoeeeiiiiieiiiie e 8.849.752 8.211.459
Credit TACIIIHIES .....oeei i e e e 0 2.381.700
BONA ISSUBNCE ..ottt et e e e e e e ennaeeeenneeean 22.515.068 22.191.286

227.086.096  228.165.393
Current portion on non-current liabilities ...............cccocveiiiiiiiiii e ( 25.539.733) ( 14.326.899)

201.546.363  213.838.494

Current liabilities

Current portion on non-current liabilities ..............ccooviiiiiiiiiiiieee e 25.539.733 14.326.899
Short-term banK [0@NS .........oooiiiiii e 4.417.190 2.057.863

29.956.923 16.384.762

Total interest bearing loans and DOITOWINGS ........cccocviiiiiiiieeiiie e 231.503.286  230.223.256
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24. Loans and borrowings, contd.,

Terms of interest-bearing loans and borrowings
Liabilities in foreign currencies:

2012 2011
Date of Average Carrying Average Carrying
maturity interest rate amount interest rate amount
Liabilities in CHF ........................ 5.10.2027 0.56% 33.989.877 0.47% 43.999.890
Liabilities in EUR ..........cccceeee.. 6.12.2032 0.98% 84.800.019 2.04% 67.075.409
Liabilities in USD .........cccceeeeenn. 8.11.2030 1.81% 41.956.344 1.61% 39.089.748
Liabilities in JPY .....coooviiinieneennn. 5.10.2027 0.47% 16.304.551 0.50% 23.450.772
Liabilities in GBP .........cccccceeeen. 26.2.2024 1.85% 5.084.266 1.86% 7.372.326
Liabilities in SEK ...........ccceeeee. 5.10.2027 2.06% 8.891.712 2.75% 11.923.887
191.026.769 192.912.031
Liabilities in Icelandic kronas:
Indexed ......ccooeeiiiiiiiiiiieeie 10.1.2037 4.67% 36.059.327 4.76% 35.253.362
Non-indexed ............ccceeeeeeiiinnnnn. 31.1.2013 7.53% 4.417.190 7.5% 2.057.863
40.476.517 37.311.225
Total interest-bearing loans and borrowings ............c.cccccveeeeeeennns 231.503.286 230.223.256
Repayment on non-current liabilities are specified as follows on the next years: 2012 2011
THE YA 2012 ...ttt e e e e e et e e e e e e e nnan e e e e e aanas - 14.326.899
THE YEAr 201 3. .ottt e et e e e e e ettt e e e e e e et e aeeeeeaennnneaaaeeeaaanns 25.539.733 29.277.537
TRE YEAI 2014 ...t e e ettt e e e e e ettt e e e e e e e ne e e e e e eanas 16.747.099 15.883.347
TRE YEAI 20715, ... ettt e e et e e e e e e e e e e e e e e nnaeaeaeeeaannnnes 19.625.714 13.141.900
THE YEAI 2016. ...ttt ettt e e ettt e e e e ettt e e e e e e e et e e e e e e e nnnees 19.697.595 22.652.881
TRE VAT 20717 ...ttt e e e e e et e e e e e et e e e e e e e e nnaraaaaeeeannnees 15.625.559 13.976.357
[0 =Y PSPPSRt 129.850.396  118.906.472
Total non-current liabilities, including next year's repayment ...........cccccvvvveveiiieiennnnn. 227.086.096 228.165.393

Next years repayment

In the year 2012 repayments of certain loans were re-negotiated that explains the change in the distribution
between years. If non-current loans are refinanced in order to prolonge the loan terms, it can be assumed that the
distribution of the repayments will be different from the above.

Guarantees and pledges
The owners of the parent company are responsible, pro rata, for all of the Parent company’s liabilities and
obligations. The Company has not pledged its assets as guarantee for its liabilities.

Covenants

Loans for the amount of ISK 16.856 million have certain covenants that regard repayment time as a proportion of
EBITDA and as interests as a proportion of EBITDA as well as reviewing that budgets are within set limits. (2011:
ISK 14.933 million). Management regularly evaluate the covenants and in their view there is not danger of them
being breached.
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25. Retirement benefit obligation

Upon the estabilshment of Orkuveita Reykjavikur, an accrued retirement benefit obligation due to employees at
that time was settle. The Company has retirement benefit obligation due to benefits of current and former
employees in pension benefit plans. This obligation is due to companies merged with Orkuveita Reykjavikur and
due pension fund obligation has been taken over in relation to the merger.

The Company's accrued retirement benefit obligation amounted to ISK 508 million at year end 2012, discounted
based on 2% interests and taken into account the share in the net asset of the pension fund (2011: ISK 477
million). The Company updates the obligation according to an assessment from an actuary each year when that
assessment is available. Premises for life expectancy are in accordance with provisions of Regulation no.
391/1998 on obligatory insurance of pension benefits and operation of pension funds. The estimated increase in
the obliagation in the year is based on general increase in salaries taken into account interests. The increase of
the obliagation during the year is expensed in the income statement among salaries and salary related expenses.
The part of the obligation that is estimated to be payable in the year 2013 is recognised among current liabilities.

Retirement benefit obligation is specified as follows: 2012 2011
Retirement benefit obligation at the beginning of the year .............cccccooiiiieiinen. 476.694 457.307
Contribution due to pension payments during the year 23.864) ( 18.334)
Increase in the pension fund obligation during the year ...........c.ccccoeeiiiiiiiine e 55.547 37.721
Retirement benefit obligation at year end ...............ccccoiiiiiii 508.377 476.694
Non-current component of retirement benefit obligation ..............cccoooiiiiiiis 483.377 460.874
Current component of retirement benefit obligation ..............ccccooviiiiiiiiiiiiieee 25.000 15.820
Retirement benefit obligation at year end ..............ccccoooiiiiiiiiiii e 508.377 476.694

26. Current liabilities

Other current liabilities is specified as follows: 2012 2011
UNPAIA tAXES ...uvvviieieeeeeiiieee e et e e e ettt e e e e e e e e e e e e e e eeaasaeaaeeeeeennnaeaeeeeeaannnees 860.745 560.809
Unpaid salaries and salary related ifems ...........ccccoiiiiiiiiiiiiiii e 463.324 681.513
Accrued INtEreSt EXPENSES .......oeiiiiiiiiiiiie et e e e e e e e e e e e e einaaaaeaaeeaas 799.631 909.373
Current component of retirement benefit obligation .................cocoiiiiiiiiiciiiecce. 25.000 15.820
Derivative contracts in default, cf. Note 36 .........cooviiiiiiiiiee 740.000 181.241
Other ADIIHIES .....coueeeiieiee et e s e ennees 62.933 61.573

2.951.632 2.410.329

27. Risk management and financial instruments

Overview

On the 20th. of January 2012 a risk policy was approved by the Board of Directors of Orkuveita Reykjavik. The
Board’s policy is that in all of the Company’s operations, risks are to be considered and thereby the policy
implements a mindset of responsible and efficient decisions as well as good corporate governance. The risk policy
explains the overview and main targets of the Board in this matter. The risk policy also defines the main risk
factors, measurement indicators, objectives and risk limits in the daily risk management. One of the main
foundations in the risk policy is to define the risk factors which are of relevance, measure their impact and define
acceptable limits when controlling them.

Decision making and control on the execution of the risk management is in the hands of a risk council. The risk
council consists of the Managing Director, Managing Director of finance, Head of treasury and risk and Head of the
financial department. It overviews for instance:

« that suitable methods are used to recognise and measure risk
« that risk monitoring systems are in place and efficient
« that the risk policy of the Board is complied with in the operations of the Company
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27. Risk management and financial instruments, contd.,

The department of treasury and risk oversees and controls risk. The objective of the department is to monitor,
analyse and control the financial risks of the Company.

Financial risk is divided into:

» Market risk, further discussed in note 28
« Liquidity risk, further discussed in note 29
« Credit risk, further discussed in note 30

28. Market risk

Market risk is the risk that changes in the market price of foreign currencies, aluminium price and interests will
affect the Company’s income or the value of its financial instruments. In regard of the current Balance Sheet the
market risk is mainly due to changes in interest, currency, index and aluminium price but risk regarding portfolio
assets such as shares in companies and bonds is minimum. This is the risk that weighs the most in the Company
is divided into:

a. Currency risk due to liabilities in the balance sheet and cash flow in foreign currencies.
b. Interest rate risk due to loans and contracts made by the Company.
c. Risk due to changes in the world market price of aluminium.

a. Currency risk
Currency risk is the risk of changes in currency prices having a negative effect on the Company's income.
Currency risk is measured in the difference between assets and liabilities in each currency where taken into
consideration all assets, liabilities and derivatives. The department of treasury and risk is permitted to use forward
contracts and currency swaps to mitigate risk due to currency fluctuations.

The Company is exposed to currency risk on sales, purchases and borrowings that are denominated in a currency
other than Icelandic kronas (ISK). Currencies mainly creating risk are Euro (EUR), Swiss Francs (CHF), Japanese
Yens (JPY), United States dollar (USD) and Swedish kronas (SEK).

Approx. 84.1% of the Company's non-current loans are in foreign currencies. The Company has entered into long
term electricity sales contracts in foreign currency (USD). The expected future revenues from these contracts on
the accounting date amount to approx. ISK 160.383 million. That amount is based on the future price of aluminium
on LME (London Metal Exchange) on the accounting date and expectations of price development of aluminium for
the next 25 years according to the assessment of CRU, an independent evaluation party, as available on the
accounting date.

Foreign exchange rate of the main currencies during the year is specified as follows:

2012 2011 31.12. 2012 31.12. 2011
Average exchange rate Exchange rate at year end
CHE e [BSF852 131,188 140,640 130,795
EUR e 160,733 161,416 169,800 158,780
USD s 125,052 116,067 128,740 122,320
JPY e 1,570 1,458 1,495 1,590
GBP e 198,155 186,005 208,150 190,140
SEK s 18,4684 17,876 19,758 17,843
CAD e 125,110 117,309 129,360 120,095
TWI s 221,796 216,843 232,686 217,195
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Notes

28. Market risk, contd.
b. Interest rate risk

Interest rate risk is the risk of changes in interest rates having a negative effect on the Company's income. The
Company is exposed to interest rate risk due to interest bearing assets, liabilities and financial instruments
measured at fair value. The Company’s liabilities both have fixed and variable interest rates, majority being subject
to variable interest rates. The department of treasury and risk monitors that interest rate risk is within preset limits
and has permission to control interest rate risk with derivatives.

Interest-bearing financial assets and liabilities are specified as follows:

Fixed rate instruments 2012 2011
FINANCIAl @SSELS ...... it aans 6.564 18.423
Financial iabilities ...........oovviiiiiiieieeeeeeeeeeeeeeeee e 42.553.480 41.570.434

42.560.044 41.588.857

Variable rate instruments

Financial lIabilities ........c.ooouuuieeieee e e e e et e e e e eaeeee 188.949.806 188.672.600
188.949.806 188.672.600

Financial instruments at fair value

Other fiNanCial @SSELS .......cooeviiiiieeeeeee 9.744.861 7.868.334
[ =Yoo [N eTe] o = o1 SRS 683.616 ( 19.779)
10.428.477 7.848.555

In the following table, effect of changes on financial instruments at fair value is set forth, taken into account the
effect of taxes. The analysis was done in the same way for the previous year.

Cash flow sensitivity Fair value sensitivity
analysis analysis
100 p 100 p 100 p 100 p
31.12. 2012 increase decrease increase decrease
Embedded derivatives .........ccccceeeiiiiiiiiiiieiiiee 0 0 ( 725.573) 811.329
Other financial assets ...........cccccoeiiiiiiiieiiic 0 0 ( 226.081) 237.008
Hedge contracts .........cccooceeeeiiiiieiiiie e 284.502 ( 284.502) 699.815 ( 717.916)
Interest bearing loans ................ccooooiiin. ( 633.244) 633.244 0 0
( 348.742) 348.742 ( 251.839) 330.420
100 p 100 p 100 p 100 p
31.12. 2011 increase decrease increase decrease
Embedded derivatives ..........cccccooiiiiiiiiiiii 0 0 ( 976.334) 1.102.158
Other financial assets .........c.ccccoceiiieiiiiiiiciien, 0 0 ( 222.413) 235.021
Hedge contracts ............cccccoiiiiiiiiiiiiice 0 0 70 ( 71)
Interest bearing loans ..., ( 661.878) 661.878
( 661.878) 661.878 ( 1.198.677) 1.337.108
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28. Market risk, contd.

c. Aluminium risk
Aluminium risk is the risk that changes in the price of aluminium has a negative effect on the income of the
Company.

Four electricity sales contracts have been made, originally to the next 20 years. One with Landsvirkjun in regards
of Nordural and three with Nordural in regards of the aluminium plant at Grundartangi, in addition contracts have
been done with Landsnet hf. on distribution of electricity. Orkuveita Reykjavikur and Nordural have also made an
electricity sales contract due to sale of electricity to a pending aluminium plant in Helguvik, where delivery of
electricity has begun, but the contract is for the next 25 years. These electricity sales contracts are denominated
in USD and the price of the electricity is connected to the world market price of aluminium. Income of electricity
contracts that are effected by price of aluminium is 20.0% of total revenue for the year 2012 (2011: 19.1%)

To reduce risk due to aluminium prices the Company has entered into derivative contracts to reduce the fluctuation
of income effected by aluminium prices. The department of treasury and risk has permission to hedge 100% of the
aluminium risk of next year and proportionally less in the next two years. At the accounting date hedges amounted
to 22.16% of expected income effected by aluminium in the years 2013 to 2014 (2011: 7.5%).

Embedded derivatives in electricity sales contracts

The aforementioned electricity sales contracts include embedded derivatives as income thereon is subject to
changes in the future world market price of aluminium. In accordance with provisions of IAS 39 on financial
instruments, the fair value of embedded derivatives for Grundartangi has been measured and recognised in the
financial statements and partly for the contracts with Helguvik.

As the market value of the embedded derivatives is not available their fair value has been measured with generally
accepted evaluation methods. The expected net present value of the cash flow of a contract on the accounting
date has been measured, based on the future price of aluminium on LME (London Metal Exchange) on the
accounting date and expectations of price development of aluminium for the next 25 years according to the
assessment of CRU, an independent evaluation party, as available on the accounting date. From the expected
net present value of cash flow of the contract on the accounting date the expected net present value based on
premises on aluminium price on the initial date of the contract is deducted. The difference is the fair value change
of the derivative. The valuation is based on the premises that the derivative has no value at the initial date of the
contract.

Embedded derivatives of the electricity sales contracts recognised in the financial statements are capitalised in the
balance sheet at fair value at the accounting date and fair value changes during the year are recognised in the
income statement among income on financial assets.

Among embedded electricity sales contracts is a contract with Nordural Helguvik ehf. (NH), stated at the book
value of ISK 1.9 billion. The constructions of the aluminium plant at Helguvik have been delayed and there is
uncertainty regarding continuance of the project. It was scheduled to begin delivery of power to the aluminium
plant 1 September 2011 and NH was obliged to begin payments from that date. NH has used a option in the
contract that allows NH to use the power at the aluminium plant at Grundartangi.

Counter party risk is valued by the management as considerable and the risk is reflected in the stated book value
of the derivative.

If the contract will be terminated or renegotiated on other terms, the book value of the embedded derivative would
be fully expensed through the income statement.
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28. Market risk, contd.

c. Aluminium risk, contd.

Sensitivity analysis on the price of aluminium Sensitivity of

Fair value
31.12. 2012 10% decrease  10% increase
Embedded deriVatiVES ............c..ooeiiiiieieee e ( 6.483.469) 6.471.310
AluMINIUM NEAGES ..ottt e et e e e e e et aeaeaeaennes 275.762 ( 197.940)
Financial assets at fair value through P/L ..........ccooiiiiiieiiieieceecee e ( 353.902) 353.902
JLICo) = OSSR PR (  6.561.608) 6.627.271
31.12. 2011

Sensitivity of
Fair value

10% decrease 10% increase

Embedded deriVatiVES ...........oooiiiiiiiiiee e ( 6.698.980) 6.673.253
AlUMINIUM NEAGES ...viiiiieeiie ettt et e e e e eseeeneeaseeaneeasaeenneeans 36.796 ( 36.796)
Financial assets at fair value through P/L ... ( 276.459) 276.459
o] €= | SRR (  6.938.643) 6.912.916

d. Other market risk
Other market risk such as interest spread and risk in shares in other companies is limited, as investments in such
securities is an insubstantial part of the Company's operation.

29. Liquidity risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
Group’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to
meet its liabilities when due.

The Company's cash and cash equivalents at the end of the period amounted to ISK 6.9 billion. Furthermore, the
Company had unused loan authorisations and a open credit line to the total amount of approx. ISK 6.8 billion. The
Company had thus in total ensured capital at the end of the period to the amount of approx. ISK 13.7 billion. The
corresponding amount at year end 2011 amounted to ISK 7.8 billion.

In an agreement made between the Company and its owners in March 2011, the owners obliged themselves to
grant a loan to the Company, amounting to ISK 12 billion. ISK 8 billion were granted at the time of the agreement
and ISK 4 billion were granted in March 2013.
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29. Liquidity risk, contd.

c. Liquidity risk, contd.
Contractual payments due to financial liabilities, including estimated interest payments, are specified as follows:
31.12. 2012

Non-derivative financial instruments

Carrying Contractual Less than More than
amount cash flows 1 year 1-2years 2 - 5 years 5 years
Interest-bearing
liabilities ........... 231.503.285 ( 260.057.715) ( 33.352.320) ( 19.281.902) ( 62.068.130) ( 145.355.362)
Accounts
payable ........... 1.366.254 ( 1.366.254) (  1.366.254) 0 0 0
Other liabilities ... 2.951.632 ( 2.951.632) ( 2.951.632) 0 0 0

Derivative financial instruments

Hedge
contracts ......... ( 249.274) ( 1.233.289) ( 631.390) ( 553.736) ( 103.455) 55.292
235.571.897 ( 265.608.890) ( 38.301.596) ( 19.835.638) ( 62.171.585) ( 145.300.070)
31.12. 2011

Non-derivative financial instruments

Interest-bearing

liabilities ........... 230.223.256 ( 266.244.117) ( 20.623.894) ( 32.346.083) ( 61.363.182) ( 151.910.958)
Accounts

payable ........... 1.627.619 ( 1.627.619) ( 1.627.619) 0 0 0
Other liabilities ... 2.410.329 ( 2.410.329) ( 2.410.329) 0 0 0

Derivative financial instruments

Hedge
contracts ......... 19.779 ( 19.216) ( 17.261) ( 1.955) 0 0

234.280.983 ( 270.301.281) ( 24.679.103) ( 32.348.038) ( 61.363.182) ( 151.910.958)

If non-current loans are refinanced in order to prolonge the loan terms, it can be assumed that the distribution of
the repayments will be different from the above.
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30. Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Company’s receivables from customers. Credit risk
is mainly due to whole sale electricity contracts and derivatives that the Company has entered into for hedging
purposes. Losses due to unpaid receivables are insubstantial and have limited effect on the Company’s return.

When entering into contracts it shall be insured, as possible, that the counterparty is trustworthy and settlement
with large counterparties shall be looked into regularly as well as their credit rating.

The carrying amount of financial assets represents the maximum credit exposure, which is specified as follows:

2012 2011
Trade reCEIVADIE ........coooeeieee ettt e e e et e e e aaanans 4.721.350 4.227.536
Other CUrreNt rECEIVADIES .........ooeeeeeiiiieeeeeeeeeeeeeeeeeeeeeeeeee et e e e aeeeeeees 298.181 411.196
Other fINANCIAl @SSELS .......ooiiieii it e e e e e eaaes 9.751.425 7.886.757
[ (=Y [T o0 o1 = o £ S SP 932.890 0
Cash and cash eqUIValENTES ..........coooiiiiiiiii s 6.885.693 1.652.484
1] = R 22.589.539 14.177.972

Financial assets as stated above are categorised as loans and receivables exept for a part of other financial
assets and hedge contracts . Their categorisation can be seen in note 32.

The maximum exposure to credit risk for trade receivables at the reporting date by type of customer was:

Trade receivable, iNAUStal CONSUMETS ........uuuuueeeeeeeeeieieeeeeeeeeeeeeeeseesseesessssssessssensnnnes 917.120 537.146
Trade receivable, retail ............cooooiiiiiiiiiiii e 3.804.230 3.690.390

4.721.350 4.227.536

Impairment
The aging of trade receivables and allowance for doubtful accounts at the reporting date was:

2012 2011
Gross balance Allowance Gross balance Allowance
Not past due receivables ..............ccccoeeeeieeeeennn.n. 4.081.898 102.884 3.167.551 73.317
Past due, 11030 days .......cccoviiiiiiieeieiiiiiiieeeeee 316.652 12.263 870.132 30.514
Past due, 31t0 90 days ........cccceeevviieeiiieeeciieees 108.612 24.581 67.067 2.721
Past due, 91 days and older ..........c..ccceciiiieneennn. 532.688 178.772 402.036 172.698
TOtAl e 5.039.850 318.500 4 .506.786 279.250

Allowance due to receivables is valuated at each reporting date by management. Collectability is valuated both in
general using historic evidence and also specifically for receivables that are in default.

Receivables due to sewage and cold water have statutory lien in properties and therefore allowance is not
considered for those claims.

The Customer Services department governs the collection of receivables and supplies customers with information
regarding claims. Collection is done in a well defined process where among other things, consistency in
procedures is maintained as much as possible.
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31. Fair value

Fair values versus carrying amounts

The carrying amounts of financial assets and financial liabilities is equal to their fair value with the exeption that
interest bearing loans are stated at amortised cost. The fair values of interest bearing liabilities, together with the
carrying amounts are specified as follows:

2012 2011
Carrying Fair Carrying Fair
amount value amount value
Interest-bearing liabilities ..............cccccooiiii. ( 231.503.285) ( 223.412.705) ( 230.223.256) ( 224.628.071)

The fair value of interest-bearing liabilities are based on the present value of future principal and interest
payments, discounted with the market rate of interest and an appropriate risk premium on the accounting date.

Interest rates used for determining fair value
Where applicable, the interest yield curve at the reporting date is used in discounting estimated cash flow. The
interests are specified as follows:

2012 2011
Embedded derivatives in electr. sales contr. ......... 2.37% to 11.56% 1.94% to 10.12%
Other financial @assets .........cccccovvvvveeeiie 3.99% to 4.39% 6.63% to 7.11%
Interest bearing 10ans .............cccceeeeiiiiecciieeec. 1.05% to 4.76% 1.87% to 4.99%

Fair value hierarchy
The table below analysis financial instruments carried at fair value, by valuation method. The different levels have
been defined as follows:

Level 1: Quoted prices (unadjusted) in active markets for identical assets og liabilities.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either
directly (i.e., as prices) or indirectly (i.e., derived from prices).

Level 3: Inputs for the asset or liability that are not based on observable market data (unobservable inputs).

2012 Level 2 Level 3 Total
Shares in COMPANIES .......oviiiiiiiiiiiiee et 0 3.265.182 3.265.182
Embedded derivatives in sales contracts .............cccoceevvvvviceeeeeenenn, 0 14.738.660 14.738.660
Other financial @SSets ...........coiiiiiiiiiiiieee e 0 10.684.315 10.684.315
Other financial liabilities ...........ccccooiiiiiiii ( 249.274) 0 ( 249.274)

( 249.274)  28.688.157 28.438.883

2011

Shares in COMPANIES ....c..viiiiiiieee e 0 1.983.269 1.983.269
Embedded derivatives in sales contracts ..............cccccooiiiiiiinnenn. 0 17.682.970 17.682.970
Other financial @SSets ...........ccccouviiiiiiiiiiiieeee e 0 7.868.334 7.868.334
Other financial liabilities ... ( 19.779) 0 ( 19.779)

( 19.779)  27.534.573 27.514.794

Embedded derivatives in electric sales contracts that have more than ten year duration er classified under level 3
due to the fact that the forward market for aluminium only reaches maximum of ten years.
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32. Overview of financial instruments

Financial assets and financial liabilities are specified in the following financial groups:

31.12. 2012

31.12. 2011

Financial asset/
financial liability

Financial asset/
financial liability

Loans and at fair value Available Loans and at fair value Available
receivables through P/L for sale receivables through P/L for sale
Shares in other
companies ...... 3.265.182 1.983.269
Embedd. electr.
sales contracts .. 14.738.660 17.682.970
Other financial
assets ............. 939.454 9.744.861 18.423 7.868.334
Trade receivabl. . 4.721.350 4.227.536
Other receivabl. .. 298.181 411.196
Cash ..ccccceeeennne 6.885.693 1.652.484
Interest-bearing ..
liabilities .......... ( 231.503.285) ( 230.223.256)
Other financial
liabilities .......... ( 249.274) ( 19.779)
Account payabl. . ( 1.366.254) 1.627.619)
Other current
liabilities .......... ( 2.951.632) 2.410.329)
( 222.976.493) 24.234.247 3.265.182 ( 227.951.565) 25.531.525 1.983.269

33. Statement of cash flows, details

Cash from operations before interests and taxes according to the statement of cash flows is specified as follows:

LOSS fOr tNE YEAI ...ttt e et e e e (

Adjusted for:

Financial income and EXPENSES ........cccoeiiiiiiie i
Share of loss of associated companies

Cash generated from operations before interests and taxes

INCOMIE 18X .ttt e e e e e et e e e e e e e aaaeeeaeeeeeenanaeaaeeeaeannnnes (
Depreciation and amortiSation ...............euiiiiiiiiiiiiiiiiiiiieiiiieeeeeeeeeeeeee e
Profit from sale of assets and other changes
Retirement benefit obligation, change
Working capital from operation before interest and taxes
INVENTOTIES, ABCTEASE ......ceveeiieieee et e e e e et e e e e e e eaaeeeeannns
Trade and other receivables, change
Payables and other current liabilities, change

.......................................................... ( 24.897)

2012 2011
2.295.194) ( 556.272)
18.493.550  19.656.314
9.754 5.400
1.535.261) (  6.750.946)
10.371.085 8.880.736
41.318) ( 143.338)
31.683 19.387
25.034.299  21.111.281
28.688 135.236
702.520) (  899.899)
227.900

24335571  20.574.518
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34. Related parties

Definition of related parties

Reykjavik city, institutions and companies ruled by the city, subsidiaries of Orkuveita Reykjavikur, associated
companies, Board members, Directors and key management of Orkuveita Reykjavikur are considered as the
Group's related parties. Spouses of the before mentioned and financially dependent children are also considered
as related parties as well as companies owned by or directed by those in question.

Transactions with related parties
The parties mentioned here above have had transactions with the Group within the last year. Terms and conditions
of these transactions were equivalent with transactions with unrelated parties.

The following gives an overview of the transactions with related parties during the last two years as well as a
statement of receivables and payables. Transactions and positions with subsidiaries are eliminated in the financial
statements but that information is provided here. This information does not include sale of conventional household
supplies to the related parties.

Sale to related parties: 2012 2011
REYKJAVIK CItY ..euveeietieiiie ettt ettt e et e st e esaeesseesnneeanseeanneesnseeanneeanneennneeanes 1.235.886 898.467
Institutions and companies controlled by Reykjavik City ...........ccceviviiiiiiiiiiiiiieeene 431.868 256.930
ST o] o [ =T 1= S 367.253 470.432
ASSOCIALIES ..eeiiiiieee et e e e et e e e e e e e eaaaaaaan 0 12.534

2.035.007 1.638.363
Purchases from related parties:

LR34 E= 171 O 1 SRR 5.246 22.050
Institutions and companies controlled by Reykjavik City ...........ccceeiiiiiiiiiiiiiiiieeene 6.841 5.797
ST 01T [ = 1= S 15.028 14.808
ASSOCIALES ...ttt e e e e e e e e e et eaaaaeaan 42.949 54.038
70.064 96.694
Receivables for related parties:
REYKJAVIK CItY ....eeeeeeiiiee ettt ettt e et e e et e e et e e e e e e enneeaeenneeeenn 284.843 316.143
Institutions and companies controlled by Reykjavik City ...........ccccveiiiiiiiiiiieiiieeene 39.505 34.094
ST o] T [ = 1= S 90.636 76.930
Subsidiaries, interest bearing [0aNSs ............cc.cccooiiiiiiiiii e 6.988.862 6.623.659

7.403.846 7.050.825
Payables for related parties:

REYKJAVIK CItY ...eeieeiiiiee ettt e e et e e e e e et e e e et e e e e naeaeeenneeeeanneeeeans 77.141 2.650
Institutions and companies controlled by Reykjavik City ...........cc.cccoovviiiiiiieeiiieen. 305 120
ST o 1] o [ =T 1= S 0 339.156
Subsidiaries, interest DEaring .............coooiiiiiiiiie e 0 0
485.758 341.927
Interest bearing loans from owners of the parent Company:
REYKJAVIK CILY ..euveeiitie ittt ettt ettt et e st e e ae e s seeenseeesaeenneessaeenseeannaeanneeanns 8.277.970 7.753.254
=1 1= (01 o PP 489.214 458.204
Borgarbyggd, muniCipality ..........cc.ooiiiiiiii e 82.568 0

8.849.752 8.211.459

Interest expense on loans from owners of the parent Company:

REYKJAVIK CItY ....eeeeeiiiie ettt e e et e e e st e e e e e e nnneeeeanneeeens 429.649 234.042
AKFANES TOWN ..otttk e e ettt e et e e et e et e e eann e e e n e eas 25.392 13.831
Borgarbyggd, MuniCIPality .........cceiiiiiiiieiie e 2.824 0

457.864 247.873

Guarantee fee to owners

Orkuveita Reykjavikur paid a guarantee fee to Reykjavik City and other present and former owners of the company
for guarantees they have granted on the Groups loans and borrowings. For further information regarding amounts
and the guarantee fee, see note 10.
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35. Group entities

Shares in subisidiaries included in the consolidated financial statements are specified as follows:

Share
Subsidiaries Main operation 31.12. 2012 31.12. 2011
Gagnaveita Reykjavikur ehf. Data transfer 100.0% 100.0%
Reykjavik Energy Invest ehf. Investments 100.0% 100.0%
Ulfljétsvatn fritimabyggd ehf. Preperation company 100.0% 100.0%
Hrafnabjargavirkjun hf. Preperation company 60.0% 60.0%

Main changes in the Group during the year

At year-end 2012 shares in were decreased by approx. ISK 225 million or from ISK 225 million to ISK 500
thousand. The decrease was was on one hand to level out Ulflistsvatn fritimabyggd ehf. deficit that amounted to
ISK 41 million and on the other hand to repay a claim the Company had on the mother company.

36. Other issues

Reducted payments from Nordural

From 1 October 2011 Nordural has reduced contractual payments of electricity from Orkuveita Reykjavikur and HS
Orka. Orkuveita Reykjavikur does not accept Nordural’s interpretation regarding this matter and a claim due to
this, amounts to ISK 691 million. A conclusion from the Tribunal is expected during the next months in an
Arbitration, where HS Orka is the claimant and has made its claims against Nordural on the grounds of the
reduction af contractual payments. As OR is also a party to the trilateral contract the company is also a respondant
to the arbitration. If the Tribunal accepts HS Orkas arguments, OR will claim Nordural for the total amount. The
claim is among trade receivables, taken into account an allowance due to uncertainty in the matter.

Possible sale of financial assets

Among other financial assets in the balance sheet is a bond issued by Magma Energy Sweden A.B. Orkuveita
Reykjavikur has mandated Straumur Investment Bank Inc. to act as an advisor in relations to a potential sale of
the bond, but a final decision regarding the sale of the bond has not been taken.

The bond is classified as a financial asset for sale through P/L and its book value at year end 2012 is ISK 9.7
billion.

If a decision is made to sell the bond it can effect the presentation of the bond in the financial statements.

Delays of power plant constructions

The continuation of energy production projects has been called into question due to delays in meeting contractual
conditions of energy sales contracts between Orkuveita Reykjavikur and Nordural Helguvik ehf. (NH). A review of
energy sales contracts is ongoing with NH. It is OR’s opinion that some of the contractual conditions have been
breached and OR is in dispute with NH on this matter. As a result, there have also been delays in the fulfilling of
contracts with other parties such as machine producers and contractors. Negotiations have been conducted
concerning compensation due to these delays. The largest contracts are with Mitsubishi Heavy Industries (MHI)
and Balcke Durr (BD) regarding the delivery of machinery, Orkuveita Reykjavikur’s obligation regarding those
contracts is discussed in note 12. Settlement has been reached with MHI and BD regarding delay of delivery of
this machinery. Uncertainty still remains regarding investments of Hverahlidarvirkjun, the amount of compensation
to MHI and BD is unknown, but could be considerable if realised. It is the view of the management that there is no
reason to make provisions in the financial statements regarding the matter at this point. The management is
confident that solutions which should lower these costs considerably will be realised.
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36. Other issues, contd.

Effect of fluctations in foreign exchange rates and aluminium prices on the Company’s standing

22 March 2013, the day Orkuveita Reykjavikur’s financial statements for the year 2012 were authorised for issue,
the TWI is 221,1783 but was 232,6864 at the reporting date 31 December 2012. If interest bearing loans and
borrowings would be accounted for according to the foreign exchange rates on the reporting date they would have
amounted to ISK 217.6 billion or ISK 9.5 billion lower than accounted for at the end of the accounting period.
Embedded derivatives in sales contracts, when taken into consideration changes in aluminium price and currency
exchange rates, would have amounted to ISK 8.7 billion on the reporting date or 6.0 billion lower than on the
accounting date. Further information about the effect of changes in the exchange rates and aluminium prices can
be found in note 28.

Derivative contracts in default

After the collapse of the Icelandic banks in 2008 trading in the foreign exchange market in Iceland has been little
and it can hardly be stated that the foreign exchange market is active. Due to the collapse, the Central Bank of
Iceland issued rules on foreign exchange based on authority contained in the Act amending the Foreign Exchange
Act No. 87/1992, which imposed restrictions on investment and transactions in foreign exchange.

Among other current liabilities are derivative contracts accounted for that are in default. The contracts have not
been settled due to uncertainties, both with Orkuveita Reykjavikur and the Receivership Committees of the fallen
banks concerning how to settle them. As a measure of precaution it has been decided to expense ISK 559 million
in the year 2012 in addition to the ISK 181 million expensed in earlier accounting periods. In total ISK 740 million
have been expensed due to these defaulted contracts. This action is in no way an admittance of the debt on
Orkuveita Reykjavikur’s behalf and the amount can either increase or decrease when the contracts are settled.
The contracts are accounted for among other current liabilities.
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Corporate governance statement (unaudited)

Corporate governance

Orkuveita Reykjavikur's (OR) main operations are governed by the provisions of Act No.139/2001 (as amended). The
owners of OR have outlined an ‘Ownership Policy’, whereby the Board of OR is expected to set out the ‘Board
Operation Procedures’, with regard to further fulfilling legal requirements. The Ownership Policy can be accessed via
the OR website: www.or.is.

Orkuveita Reykjavikur values

Our values are integrity, foresight and efficiency. These are the principles that guide us in all our business endeavours.

Board of Directors

The Board of Directors at OR is appointed by six individuals; five are appointed by the Reykjavik City Council and one
is appointed by the Akranes Council. The Borgarbyggd Council appoints a special representative and Reykjavik
appoints the Chairman and the Vice Chairman, from the representatives in the Reykjavik City Council. The Board is
responsible for the financial and operational matters of OR. The Board of Directors include, Haraldur Flosi Tryggvson,
Chairman of the Board, District Court Attorney and a lawyer at LMB, Brynhildur Davidsdéttir, Vice Chairman and
Docent at the Department of Environment and Natural Sources, at the University of Iceland, Gylfi Magnusson, Docent
at the Institute for Economic Studies, at the University of Iceland, Kjartan Magnusson, City Council Representative,
Soley Tomasddéttir, City Council Representative and Hronn Rikhardsdottir Akranes Town Council Representative.
Thirteen Board meetings were held in 2012 and the majority of the Members of the Board were present.

Audit Committee

The OR Audit Committee is governed by Chapter IX. Act No. 3/2006 on annual financial statements Act no. 80/2008.
The Committee’s rules of procedure are devised by the Board of Directors, in accordance with the law.

The Auditing Committee acts as a consultant to the Board of Directors and acts on its behalf. The Committee does not
have executive powers. There are three members of the Audit Committee. Gylfi Magnusson is the only Board Member
and he works in cooperation with Sigridur Armannsdéttir, Chairman of the Committee and Ingvar Gardarsson; both
State Authorized Public Accountants. Thirty five meetings were held in the year 2012.

The Internal Auditor for OR is Gudmundur |. Bergpdrsson and he works under the auspices of the Audit Committee.

The CEO and Executive Directors

The Board of Directors appoints the CEO; Bjarni Bjarnason is OR’s CEO. The Board and the CEO are responsible for
the operations of OR. The five Executive Directors at OR and the CEO, form the Executive Board and they convene on
a weekly basis.

The Chief Financial Officer is Ingvar Stefansson. He is responsible for the Treasury and Risk, Accounting,
Management Information, Procurement and Information technology.

The Director of Ultilities is Inga Déra Hrélfsdoéttir. The Utilities is divided into Technology, Operations, Maintenance and
Control Room.

The Director of Power Plants and Sales is Pall Erland. He is responsible for the power plants, Sales and Marketing
Division and the policy making decisions for the power plants and Sales Division.

The Director of Customer Services is Skuli Skulason. The Customer Services is divided into the Service Centre,
Metering and Installations, Billing and Credit Management.

The Director of Research and Development is Hildigunnur H. Thorsteinsson. Research and and Developement is
divided into Natural resources, Systems and Design and Project Management.
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Corporate governance statement, contd.,

Orkuveita Reykjavikur - Risk management

A new OR risk management policy was approved by the Board of Directors 20 January 2012. It is the policy of the
Company board that all of the Company‘s operations are low risk by promoting responsible and effective decision
making and management. The risk management policy provides an overview of the Board's strategy in this regard. It
also defines the main types of risk, a risk measurement scale, basic strategies, objectives and goals regarding daily
risk management within the Company.

Internal monitoring and risk management

OR prepares its financial statements in accordance with the International Financial Reporting Standards (IFRS’s) and
focuses on well-defined areas of responsibility, including job descriptions, alongside regular reporting and transparency
in all activities. Monthly operational meetings are an important part of the internal monitoring of profits, operating costs
and investments, as well as regular meetings of the ‘Risk Committee’ of the Company. The Board monitors the
financial risk of the company and receives regular reports on the issue. For more information on risk management,
please see the explanatory notes on the Financial Statements.

Further discussion of corporate governance can be found in the Annual Report, released in April, 2013 and available
on the website: www.or.is.
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