Eignarhaldsfélagid
Farice ehf.

Consolidated Financial
2004

Eignarhaldsfélagid Farice ehf.
Hafnarhdsinu
101 Reykjavik

kt. 511203-2950



Eignarhaldsfélagid
Farice ehf.

Consolidated Financial
2004

Table of contents

AUAItOrS” FEPOM.......veveieieieiee e
Endorsement by the board of directors...........c..ccccevevvenee.
Income Statement.........coooiiiiiiii
Balance Sheet.........ccovviiiiiiiee



Auditor’s Report

To the board of directors and shareholders of Eignarhaldsfélagi®d Farice ehf.

We have audited the accompanying consolidated balance sheet of Eignarhaldsfélagid Farice ehf. as of December 31* 2004,
and the related consolidated statement of income and cash flow for the year then ended. These financial statements are the
responsibility of the Company’s management. Qur responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with generally accepted auditing standards in Iceland. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable basis for
our opinion.

In our opinion, the financial statements give a true and fair view of the financial position of Eignarhaldsfélagid Farice ehf. as
of December 31% 2004 and of the results of its operations and its cash flows for the year then ended in accordance with
generally accepted accounting principles in Iceland applied on a consistent basis.

Reykjavik, February 25™ 2003
De|oitte hf.

> p / i r
Pall Grétar Stélngrimsson
State Authorized Public Accountant




Report by the Board of Directors and Managing Director

It is the opinion of the Board of Directors and the Managing Director that these Financial Statements present all the
information necessary to show the position of the Consolidated Company at year-end, the operating results for the year and
the financial developments during the year 2004.

The consolidated company s net loss from operations amounted to € 1.154,723. The Board recommends that the loss will be
carried forward to next year. Owners’ equity at year end amounted to € 10.416.263.

At year-end, shareholders in the company numbered 3. All shareholders owned more than 10% of the shares in the
Company.

The Board of Directors and Managing Director hereby confirm the Financial Statements for the year 2004 with their
signatures,

Reykjavik, February 25" 2005

Board of Directors

Z1r /ﬁW,Z»W_

Jon Birgir Jonsson
Chairman of the Board

. T _
Brymjo6lfur Bjarnason Eirikur S. Johanns

Managing Director

Guomundur Gunnarsson




Income Statement for the year 2004

Operating reVENUE.......ccoiuiee ettt
OPErating EXPENSES ...veviveieririeterieiereeresreesre st seebe st seeie e
AdMINIStrative BXPENSES .....cceivirierierieieieieeeeee e
DEPIECIALION ..o.vviiciiieiiiee e

OPErating 10SS ... i
Net interest eXpence/iNnCoMEe ..........ccveivrerirennineeseeseeeseeens
Minority interest in net income (10SS) ......coevvevveveienivcn e,

Net [0SS Defore taxeS.....o.couvveiiiiiiiiie e

INCOME TAX .ot sabrre e e

[N L= 0 L X1 T
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Note

Group Group
2004 2003

6.027.509 0
(1.739.247) 0
(711.205) (265.047)
(3.823.333) 0
(246.277) (265.047)
(1.395.685) (213.231)
187.964 93.400
(1.453.998) (384.878)
299.275 0
(1.154.723) (384.878)

Amounts in EUR



Balance sheet

Asset

Note
Non current assets
Cable system - Cable Stations ..........cccooeniiinininiiireesee, 4
Cable system - Wet SECLION ......ccccevveveriericiceeecr e
Cable system - Common [tEMS ........coevviriiniirececes
Cable system - Cantat ........cccccovieiiiinienienere e
Deferred taX @SSEL .......ccveireiiieiieerie et 7

Current assets

Accounts receivable ..........coceeeeeinens
Other receivables .........cccocvvveviivienenn,
Unpaid stock subscription ...................
Market SECUNIES ......cceevvvveeireerieireennenn,
Bank deposits and cash .........ccccccveveeee.

Eignarhaldsfélagio Farice ehf.
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Current assets

Total assets

Group Group
31.12.2004 31.12.2003

5.599.129 3.271.201
32.817.376 34.527.306
3.626.024 2.921.534
8.865.508 0
386.561 0
51.294.598 40.720.042
200.094 47.975
66.254 1.239.564
0 148.469
1.000.000 0
2.732.611 2.563.354
3.998.959 3.999.362
55.293.557 44.719.404

Amounts in EUR



31. December 2004

Stockholders' equity and liabilities

Group Group
Note  31.12.2004 31.12.2003
Stockholders' equity 5,6
Capital STOCK ....cvveveerciiceccccc s 11.868.544 10.561.044
L 0SS Carry-fOWArd ........cooeerieiiiieiiieeee e (1.452.281) (384.844)
Stockholders' equity 10.416.263 10.176.199
Minority interest in Stockholders” equity .......cccccecvvveennnee. 2.372.427 2.560.392
Long-term liabilities
LoNG-term BONAS .....c.eevvcieeeiece e 8 40.900.000 0
Current liabilities
Bridge [0aN.......ccviiiiece s 0 14.500.234
ACCOUNES PAYADIE. ...t 1.247.830 17.376.624
Other current Habilities. ..........ooevinieiee s 357.037 105.954
1.604.867 31.982.813
Liabilities 44.877.294 34.543.205
Total stockholders' equity and liabilites 55.293.557 44.719.404
Eignarhaldsfélagio Farice ehf. Amounts in EUR
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Statement of cash flows for the year 2004

Cash flows from operating activities

Net loss before other income and eXpPenses ........c.cccoevvevvvreveniennn,
Items not affecting Cash ...
Changes in current assets and liabilities .........c.cccovevvviviiviiniiiiiennns

Net cash used in operating activities before interest
Paid in iNtereSt INCOME ......ccoviiiiiieee e
Paid INTErest EXPENSES ....cvvcvrieieiiereriese st e e eneas

Net cash used in operating activities

Cash flows from investing activities

Investment in fiXed @SSELS ....cvvvereriireeeee e
Net cash provided by (used in) investing activities

Cash flows from financing activities

Long-term BOITOWINGS .....cvoveiiecice e
ShOrt-term DOITOWINGS ......oovvivieiriiiiece e
Short-term liabilities repaid ..........cccooeieiiiii e
Paid in capital StOCK ........cccooviriiiiic

Net cash provided by (used in) financing activities
Increase in cash and cash equivalents ..........cccccoeeeerninnen.
Effects of foreign exchange adjustments ...........ccccccceeenn.

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

Cash and cash equivalents at end of the period ...............
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Note

Group Group
2004 2003

(58.313) (265.047)
3.823.333 0
(600.358) (4.053.550)
3.164.662 (4.318.598)
75.785 71.626
(1.415.038) (284.857)
1.825.410 (4.531.828)
(12.703.828) (34.935.153)

(12.703.828)

(34.935.153)

40.900.000 0
0 45.965.354
(29.000.793) (16.856.838)
148.469 13.354.382
12.047.676 42.462.898
1.169.257 2.995.917

0 (453.680)

2.563.354 21.117
3.732.611 2.563.354

Amounts in EUR



Notes to financial statements

Operations

1.

The company was founded on December 11" 2003 by the three main holders of the Icelandic shares in Farice hf., the
Icelandic Ministry of Communications, Landssimi islands hf. and Og Fjarskipti hf. The purpose of the company is to
insure save telecommunications between Iceland and its neighbour countries. The company started operating the Farice
submarine cable in the year 2004.

Summary of accounting policies

2.

The financial statements are in accordance with Icelandic law and generally accepted accounting principles. In all
material respects are the financial statements consistent with the statements of the preceding year. Costing method is
used.

By legislation of Icelandic Act no. 144/1994 on Financial Statements, Icelandic legal entities were permitted to report
the results of their operations and financial positions in foreign currencies from 1. January 2002. Accordingly, the board
of E-Farice hf. decided to report in euros, which is the consolidated companies' functional currency.

Accounting principles concerning other items of the financial statements are listed in the notes below.

The Consolidation

3.

The Consolidated Financial Statements incorporate the financial statements of the Company and enterprises controlled

by the Company (its subsidiaries). Control is achieved where the Company has the power to govern the financial and

operating policies of an investee enterprise so as to obtain benefits from its acitvities.

The Consolidated Financial Statements have been prepared using the purchase method of consolidation accounting.

When ownership in subsidiaries is less than 100%, the minority interest in the subsidiaries' income or loss and

stockholders equity is accounted for in the calculation of the consolidated income or loss and the consolidated

stockholders equity.

One of the purposes of Consolidated Financial Statements is to show only the net external sales, expenses, assets and

liabilities of the consolidated entities as a whole. Hence, intercompany transactions have been eliminated within the

consolidated businesses in the presentation of the Consolidated Financial Statements.

The Consolidated Financial Statements of Eignarhaldsfélagid Farice ehf. pertain to the following subsidiaries.

Place of registration Principal

Name of company and operation Ownership activity

Farice hf. Iceland/Faroe Islands 79,90% Telecommunication
Eignarhaldsfélagid Farice ehf. Amounts in EUR
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Notes to financial statements

Cable system and depriciations

4,

Cable system items are recognised as an asset when it is probable that future economic benefits associated with the asset
will flow to the consolidation and the cost of the asset can be measured in a reliable manner. Cable system items which
qualifies for recognition as an asset is initially measured at cost.

The cost of the cable system comprises its purchase price and directly attributable cost of bringing the asset to working
condition for its intended use.

Cable system  Cable system  Cable system  Cable system Total
Cable stations Wet section ~ Common ltems Cantat
Total value L.1.....ccccovvvviiennnne, 3.271.201 34.527.306 2.921.534 0 40.720.041
Additions during the year............ 2.779.163 17.240 1.485.425 9.729.500 14.011.328
Depreciation during the year....... (451.236) (1.727.170) (780.935) (863.992) (3.823.333)
5.599.128 32.817.376 3.626.024 8.865.508 50.908.036
Depreciation ratio...........c.cccceuee 10% 5% 20% 10%

The depriciable amount of the asset is allocated on a straight-line basis over its useful life. The depreciation charge for
each year is recognised as an expense, on the above mentioned basis.

Stockholders' equity

5.

The capital stock is specified as follows:
Shares Per cent Amount
The total capital stock at end of year.........cccccoeeveivviviniencncse e, 11.868.544 100,0% 11.868.544
OWN SNAIES. ...ttt ittt ettt sbe e b e e sne 0 0,0% 0
11.868.544 100,0% 11.868.544
Each share of one EUR carries one vote.
Changes in stockholders' equity are as follows:
Capital Retained Total
stock earnings
Stockholders” eqUILY 1.1...cocvciriie e 10.561.044 (384.844) 10.176.200
Bought/sold 0Wn Shares.........c.ccoeeiiiiiiieicee e 1.307.500 1.307.500
Deferred taX @SSEL......iiiiiireiieiree s 87.286 87.286
INEE 0SS, ..ottt (1.154.723) (1.154.723)
11.868.544 (1.452.281) 10.416.263
Eignarhaldsfélagid Farice ehf. Amounts in EUR
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Notes to financial statements

Deferred tax

7. The income tax currently payable is based on taxable profit for the year. Taxable profit differs from net profit as
reported in the income statement because it excludes items of income or expense that are taxable or deductable in other
years and it further excludes items that are never taxable or deductable. The consolidated company’s current tax
liability is calculated using the tax rates for each country.

Deferred tax is the tax expected to be payable or recoverable on differences between the carrying amount of assets and
liabilities in the financial statements and the corresponding tax basis used in the computation of taxable profit. Deferred
tax liability are generally recognised for all taxable temporary differeces and deferred tax assets are recognised to the
extent that it is probable that taxable profits will be available against which deductable temporary differeces can be

utilised.
Deferred tax
asset
AT L JANUANY 2004 ...ttt b e b e a e e bRt e Rt R e e ke b e e R e e bRt e e Ee e e benteenneenas 0
) (=T T I g =) S 87.286
Calculated taX FOr the YEAT .....cc.oiiiieeeee ettt bbb b e sb bbb e 299.275
At 3L, DECEMDEET 2004... ... e ettt sttt e e e e teste e ee e eseesestesae st e e s e ereesesresaenae e eneenenrenreneeeeneas 386.561

There is no deferred income tax liability credited in the balance sheet due to taxation loss carry forward, even though
income tax liability is related to some individual items of the balance sheet.

The following are the major deferred tax liabilities and assets recognised:

Do e TaTo [ o] N T £ TR (979.750)
LLOSS CAMTY-FOPWEIT. ......eeitiiiie ettt b e bbbt b e b b e e st et et e 1.366.311
386.561

At balance sheet date the consolidation has unused tax losses available for offset against future profits as follows:

Tax loss Deferred tax
AVALADIE FOI 8 YEAIS ...ttt et 33.564 6.041
F Y TE o] o (0 IR =T: SRS 2.886.419 568.338
AVAIADIE FOF 10 YEAIS ..ttt bbb e 4.148.726 791.931
7.068.709 1.366.310

Eignarhaldsfélagid Farice ehf. Amounts in EUR

Consolidated Financial Statements of December 31 2004 10



Notes to financial statements

Long-term liabilities

8. Long-term liabilities are valued at nominal value less payments made and the remaining nominal balance is adusted be

exchange rate or index, if applicable.

Remaining
balance
LOANS TN EUR ...ttt bbb b bbbttt b et b ettt 40.900.000
Current maturities of 10ng-term HabiltIES .......c.ccoieriiecic e 0
Long-term liabilities as stated in Dalance SNEEL...........coco i 40.900.000
9. Installments of long-term liabilities:
CUTENE MALUITTIES. ...ttt ettt e bbbt e b et e e e Rt e bt e bt s b se e e es e et e s b e sbeebe e eneene e 0
INSEAIIMENTS 2006 ......eoviieiiieeiiieeie ettt ettt bbb bbb sttt bt e b e nes 3.240.833
INSEAIIMENTS 2007 ...ttt ettt bt b et s bbbt eb e b et e bt b e eb e e b e b e se et e bt ebesbesbeebeneeneans 3.545.000
INSEAIIMENTS 2008.........cuiieeiiieeiiieeteete bbbttt b bbb bbbt b bbb e b s 3.545.000
INSTAITIMENTS 2009....... ettt et st b bt b e sb e e et e b e b e e b e e b e s b e e et e bt ebenbenb e b eneeneans 3.545.000
INSEAIIMENTS TALEE ... ...ttt b et bbbttt 27.024.167
40.900.000
Other matters
10. Salaries and related expenses are specified as follows:
2004 2003
SAIATIES ..ttt ettt bbbttt 172.371 114.323
Salary-related EXPENSES. .....viveiviieeeese s sese ettt renre e e e 47.789 23.162
220.160 137.485
Average NUMDBEr OF POSITIONS.........coiirieiiesr e 1,90 1,20
11. Financial income and expenses are specified as follows:
2004 2003
Other INtEreSt INCOME.......ouiiieiirieiirieie ettt sb bbb nes 75.785 71.626
L] T o A=) 0L 55 TS (1.446.187) (77.299)
Exchange-rate differeNCe. ..o e (25.284) (207.559)
(1.471.470) (284.857)
(1.395.685) (213.231)

Eignarhaldsfélagid Farice ehf.
Consolidated Financial Statements of December 31 2004

Amounts in EUR
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Notes to financial statements

Operating revenue

Operating expenses
Administrative expenses

Depreciation

Operating profit (loss)

Net interest expence/income

Income tax...

Net loss........

12. Segment information

Eignarhaldsfélagid Farice ehf.
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Faroe Islands Iceland

Branch Branch Farice hf.
1.150.000 4.205.500 5.355.500
(363.854) (1.375.393) (1.739.247)
(156.059) (555.080) (711.139)
(518.152) (2.441.189) (2.959.341)
(1.038.065) (4.371.662) (5.409.727)
111.935 (166.162) (54.227)
(298.019) (792.648) (1.090.667)
37.217 172.586 209.803
(148.867) (786.224) (935.091)

Amounts in EUR





