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Endorsement and Signatures of the Board
of Directorsand the CEO

FL GROUP hf.'s financial statements are for the first time prepared according to International Financial
Reporting Standards. The Company's financial statements for the previous years have been prepared in
accordance with the Financial Statements Act and accounting principles in Iceland. The total effect of IFRS
adoption on the Company'sfinancia statementsis that equity at the beginning of the year 2005 decreases by 1SK
195 million, from ISK 14,935 million to ISK 14,740 million. The effect of IFRS adoption is further explained in
the notes to the financial statements.

During the year fundamental changes were made on the Group's organisational structure, the Company's main
operations are now considered to be investment activities. The Company's investments will fall under two key
areas which are on one hand strategic investments, and on the other hand asset management and investments. The
presentation of the financial statements and comparative amounts have been altered according to this new

strategy.
In the beginning of the year 2006 the Company announced its intention to float Icelandair Group ehf. on the

Icelandic Stock Exchange. A total of 11 subsidiaries of FL GROUP hf. at the end of the year 2005, form
Icelandair Group hf.

According to the income statement net profit for the year amounted to I1SK 17,251 million. According to the
balance sheet, equity at the end of the period amounted to 1SK 74,443 million, including share capital in the
amount of 1SK 5,802 million.

In August 2005 the acquisition of the subsidiaries Blafugl hf. and Flugflutningar ehf. was finalised. Both
subsidiaries are consolidated from that time.

In November 2005 the Company issued new shares at a nominal value of ISK 3,235 million at 1SK 13.6 per
share. The shares were, for the most part, paid with shares listed on the Icelandic Stock Exchange. At a
shareholders meeting in November 2005, the Board of Directors was granted permission to issue new shares at a
nominal value of ISK 330 million at the price of ISK 13.6 per share, with the intention to acquire Sterling
Airlines A/S and related companies. The Board of Directors used a large portion of this permission at the
beginning of the year 2006. The Company has taken over the operations of Sterling Airlines A/S as of January 6,
2006, financial statements of Sterling will be a part of the consolidated financial statements of FL. GROUP hf.
from that date.

The Company's share capital amounted to 1SK 5,845 million at the end of the year, the Company holds own
shares in the amount of 1SK 43 million. Shareholders at the end of the year 2005 were 5,024, but were 4,133 at
the beginning of the year, an increase of 891 during the year. Two shareholders held more then 10% of
outstanding shares, they are Landsbanki islands hf. with a 30.1% share, thereof a 28.3% share has been sold
forward, and Eignarhaldsfélagid Oddaflug ehf. with an 20.0% share. When forward agreements are taken into
account, Baugur Group hf. has a 19.4% share and the share of Icon ehf. and Materia Invest ehf., which are mostly
owned by the same shareholders, was 14.7%.

The Board of Directors proposes a dividend payment of 104% of the nominal value of share capital, in 2006
arising from operations in 2005 in the amount of 1SK 6,034 million. The dividend payment therefore is 35% of
profits for the year, reference is made to the notes to the financial statements regarding information on other
changesin equity.

The Board of Directors and the CEO of FL GROUP hf. hereby confirm the Company'sfinancial statements by
means of their signatures:

Reykjavik, March 10, 2006
The Board of Directors:

Skarphédinn Berg Steinarsson, stjérnarformadur
Magntis Armann Sméri S. Sigurdsson
porsteinn M. Jonsson Poréur Bogason

CEO:
Hannes Smérason
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Auditors Report

Board of Directors and Shareholders of FL GROUP hf.

We have audited the accompanying consolidated balance sheet of FL GROUP hf. (the "Company") as of
December 31, 2005 and the related consolidated statement of income and cash flows for the year then ended.
These consolidated financial statements are the responsibility of the Company's management. Our responsibility
isto express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with International Standards on Auditing. Those standards require that we
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 consolidated financial statements give a true and fair view of the financia position of the

Company as of December 31, 2005 and of the results of its operations and its cash flows for the year then ended
in accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, March 10, 2006

Jon S. Helgason
Saanundur Vadimarsson

KPMG Endurskodun hf.
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| ncome Statement for the year 2005

Note 2005 2004
I nvestment income:
Profits from investments and derivatives ..., 4 21.199 2.319
INEEIESE INCOIME ...ttt 1.270 545
INEEIESE EXPENSES ...ttt ettt eb e b e s b snene ( 2.258) 928)
Net foreign exchange (10SS) QAN .......ceveeeerereriereneeeeese e ( 621) 218
19.590 2.154
Operating income:
INncome from aviation SEIVICES ........cceiereeererere e 5 35.470 31.234
OtNEr TNCOIME ...ttt 12.174 11.352
47.644 42.586
Operating expenses.
AViation SErVICES EXPENSES .....cceeruerririereereeeeresieseeseesessessesseseessesesessesseseas 6 33.271 29.522
Other Operating EXPENSES ......vvvvereereeeriesestereeeeesesre e aeseee e sreseeseeneenens 13.420 10.900
46.691 40.422
Profit before inComMe tax ... 20.543 4.318
[NCOME tAX EXPENSE ..cuviveieiereeeeterteste et et see st se e eae st saesee e e e eneeneees 10,11 ( 3.292) 713)
Profit for theYEar ... 17.251 3.605
Attributable to:
Equity holders of the parent ............ccocvveveeerierie s 17.249 3.602
MINOTILY TNEEIESE ..ottt 2 3
Profit for the year ..., 17.251 3.605
Earnings per share:
Basic earnings per share (ISK) ..ceoovvvvicesereecese e 12 5,90 1,63
Diluted earnings per share (ISK) ..o 12 584 1,61
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Balance Sheet December 31, 2005

Note 2005 2004
Assets:
Cash and €ash eQUIVAIENES ..o e 10.350 2.819
SECUMTIES ..ttt 13 68.658 12.912
DEIIVALIVES ...ttt et et bbb 14 6.341 462
INVESIMENES IN COMPBNIES ..ottt bbb e e 15 480 384
INVENTOMIES ...t 16 876 832
Trade and other reCaiVabIES ..........ooiiiiieeee e 17-18 7.222 5.267
(@ 07C = Lo =55 = SRR 19-24 35.221 20.522
INtANQIDIE BSSELS ... e 25-27 3.470 284
Total assets 132.618 43.482
Equity:
Shar€ CaPItal ......ocerereeecece e s 28 5.802 2.525
SNEIE PrEMIUM ...t s e e ebe e 43.169 3.609
(@01 g 1= Y= S 434  ( 636)
RELAINED EAIMINGS ..ot e e sreneas 25.027 9.242
Total equity attributable to equity holders of the parent 74.432 14.740
MINOTILY TNEEIESE ...ttt 11 21
Total equity 29 74.443 14.761
Liabilities:
Interest-bearing 10ans and DOITOWINGS .........coeeriririereeere e 30-32 39.668 17.355
DENVALIVES ... 277 285
Deferred income tax [Hability ........c.coiieieiiinene s 33 4.694 1.451
LS S0 T Lo 1 SRR 345 191
Trade and other Payables ..o 34 10.550 7.290
= o= o T o]0 T R 35 2.641 2.149
Totd liabilities 58.175 28.721
Total equity and liabilities 132.618 43.482
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Statement of Cash Flowsfor the year 2005

Note
Cash flows from oper ating activities:
Profit fOr thE YEK .....oiveeeeeee e
Adjustments for:
D= o (= =0 o S 8
Other Operating iteIMS ......couiieiereee e e 39
Working capital from operations
Net change in operating assets and liabilitieS ........cooevveeevrie v 40
Net cash provided by operating activities
Cash flows from investing activities:
SECUNTIES, ChANJE ...t
Investmentsin companies and receiVables ...
Acquisition of subsidiary, net of cash acquired ..........cccccvevvvnereceece s 3
AcqUISItion Of OPErating ASSELS ......cvveeeeereeriere et
Acquisition of intangible aSSELS .......ccvcvvevrierccr e
Proceeds from the sale Of aSSELS ......coeiiieieiee e
Net cash used in investing activities
Cash flows from financing activities:
Proceeds from the issue of share capital ...,
OWN Shares, ChaNQE ......cccviiiirerieeeeec et
DivIidend Paid ..........coeieieiiieeie e et e
Proceeds from BOIOWING ......coveeeicee e e
Repayment Of DOMTOWINGS .......oovirieieieieiene e
Net cash provided by financing activities
Increase (decrease) in cash and cash equivalents...........coocoeeveeenns
Effect of exchangerate fluctuationson cash held .............cccc.........
Cash and cash equivalentsat 1 January ........cceeeeveeenereisereennn.
Cash and cash equivalents at 31 December ..........ccocoeinrineirneernenne.
Investment and financing with out cash flow effect:
SECUMTIES ...ttt
Issued Share Capital ........ccoceereie e e

Other information:

INtEreSt iINCOME FECEIVE ...ttt s sane s sabe e
INterest EXPENSES PAIT .......ccvererierierieieere e sre et s re e ne e

2005 2004
17.251 3.605
2.408 2.440
( 16003) (  1.183)
3.566 4.862
1.855 ( 266)
5.421 459
( 22000) ( 14599)
( 2607) ( 300)
(  2626) 0
( 18159) (  2.921)
( 111) ( 296)
5.269 83
(  40234) ( 18.033)
24.399 2.025
( 1471) 1.445
( 1466) ( 640)
24.190 6.819
(  3916) (  1.660)
41.736 7.989
6923 (  5448)
608 525
2.819 7.742
10.350 2.819
(  19513) 0
19.513 0
1.105 581
1.956 820
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Notes

Significant accounting policies

FL GROUP hf.'slegal residence is at Sudurlandsbraut 12, Reykjavik, Iceland. The consolidated financial statements
of the Company for the year ended 31 December 2005 comprise the Company and its subsidiaries, together referred
to asthe “Group”. The financia statements were authorised for issue by the directors on 10 March 2006.

a  Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) and its interpretations adopted by the International Accounting Standards Board (IASB), as
confirmed by the EU. These are the Group's first consolidated financial statements prepared according to IFRS and
IFRS 1, First-time Adoption of IFRS, has been applied.

An explanation of how the transition to |FRSs has affected the reported financial position and financia performance
of the Group is provided in note 44. In the note, the changes in equity's comparative figures and the Group's results
as they were disclosed according to Icelandic GAAP for the year 2004 and as they are according to IFRS, are
explained.

b.  Basis of preparation

The consolidated financial statements are presented in Icelandic kronas, rounded to the nearest million. They are
prepared on the historical cost basis except that securities and derivative financial instruments are stated at their fair
value.

The preparation of financial statements in conformity with IFRSs requires management to make judgements,
estimates and assumptions that affect the application of policies and reported amounts of assets and liabilities,
income and expenses. The estimates and associated assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of which form the basis of making the
judgements about carrying values of assets and liabilities that are not readily apparent from other sources. Actual
results mav differ from these estimates.

The consolidated financial statements have been prepared in accordance with valid International Financial Reporting
Standards (IFRSs) or those who are allowed for preparation of first consolidated financial statements according to
IFRS.

The preparation of financial statementsin conformity with IFRS has led to changes in accounting policies from the
previous year, the financial statements were prepared according to Icelandic GAAP for the year 2004. The
accounting policies set out below have been applied consistently to all periods presented in these consolidated
financial statements and in preparing an opening IFRS balance sheet at 1 January 2004 for the purposes of the
transition to IFRSs.

The accounting policies have been applied consistently by Group entities.
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Notes, contd.:

(i)

(i)

(iii)

(i)

(if)

Basis of consolidation
Subsidiaries

Subsidiaries are entities controlled by the Company. Control exists when the Company has the power, directly or
indirectly, 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 presently are exercisable or convertible 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.

Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. The consolidated financial statements include the Group's share of the total recognised gains and
losses of associates on an equity accounted basis, from the date that significant influence commences until the date
that significant influence ceases. When the Group's share of losses exceeds its interest in an associate, the Group's
carrying amount is reduced to nil and recognition of further losses is discontinued except to the extent that the Group
hasincurred legal or constructive obligations or made payments on behalf of an associate.

Transactions eliminated on consolidation

Intragroup balances and any unrealised gains and losses or income and expenses arising from intragroup
transactions, are eliminated in preparing the consolidated financial statements. Unrealised gains arising from
transactions with associates are eliminated to the extent of the Group's interest in the entity and are deducted from
the carrying value of associates. Unrealised losses are eliminated in the same way as unrealised gains, but only to the
extent that there is no evidence of impairment.

Foreign currency
Foreign currency transactions

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated to Icelandic
kronas at the foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are
recognised in the income statement. Operating expenses and sales in foreign currencies are translated at the foreign
exchange rate ruling at the date of the transaction.

Financial statements in foreign currencies and of foreign operations

The Parent Company and two domestic subsidiaries record their accounts in US dollars and prepare their financial
statements in the same currency. Also there are a few foreign subsidiaries a part of the consolidated financial
statements. The assets and liabilities of these foreign operations are translated to Icelandic kronas at foreign
exchange rates ruling at the balance sheet date. The revenues and expenses of foreign operations are trandated to
Icelandic kronas at the average exchange rate for the period. Foreign exchange differences arising on retrandlation
are recognised directly in a separate component of equity.

Derivative financial instruments

The Company uses derivative financial instruments to hedge its exposure to interest rate risk, foreign exchange rate
risk and fuel price risk arising from operational and financing activities. Derivative financia instruments are stated at
fair value and the underlying assets are not recognised in the balance sheet.

Where derivatives qualify for hedge accounting of cash flow hedges, any gain or loss is recognised as a separate
component of equity. The gain or loss on other derivative financial instruments is recognised in the income
Statement.
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Notes, contd.:

(i)

(i)

(i)

(if)

Contd.:

Hedge of monetary assets and liabilities

Where a derivative financia instrument is designated as a hedge of the variability in cash flows of a recognised asset
or liability, or a highly probable forecasted transaction, the effective part of any gain or loss on the derivative
financial instrument is recognised directly in equity. When the forecasted transaction affects profits or loss the
associated cumulative gain or loss is removed from equity and recognised in the income statement. The ineffective
part of any gain or lossis recognised immediately in the income statement.

Hedging of fuel price risk

Forward contracts and options entered into with the purpose of limiting exposure to fluctuation of jet fuel prices are
recognised in the financial statements when the related fuel is used.

Cash and cash equivalents
Cash and cash equivalents consist of cash balances and liquid bank deposits.

Securities and other financial instruments

Securities comprise of shares and various other short-term securities, on which the Company intends to make a profit.
Listed securities are stated at their latest quoted price and a change in their fair value is recognised in the income
Statement.

Classification

The Company's investments comprise of investments in debt and equity securities. The investments are classified as
current assets and stated at fair value through profit and loss and any resultant gain or loss recognised in the income
statement. The investments include listed debt and equity securities, unit shares in mutual funds, unlisted debt and
equity securities, derivative financial instruments and other short-term securities. Financial liabilities recognised at
fair value are derivative financial instruments.

Debt and equity securities whose fair value cannot be reliably measured are stated at cost less impairment losses.

Financial assets, other than those stated at fair value through profit and loss, are shares in related companies as well
as trade receivables and other receivables.

Financial liabilities, other than those stated at fair value through profit and loss, include interest-bearing loans and
borrowings and trade payables.

Initial recognition

Financial assets and liabilities and recognised when the Company becomes a party to the contractual provisions of
the instrument.

A conventional purchase of financial assets is recognised using trade date accounting. From this date any gains and
losses arising from changes in fair value of the financial assets or financial liabilities are recorded.

Financial liabilities are not recognised unless a contractor has fulfilled his part of the agreement or if it is aderivative
financial instrument not exempt from the scope of IAS 39.
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Notes, contd.:

(iii)

(iv)

v)

Contd.:

Measurement

Financial instruments are initially recognised at fair value (acquisition price). In case of afinancia asset or financial
liability not stated at fair value through profit and loss, transaction costs that are directly attributable to the
acquisition or issue of the financial asset or financial liability. Transaction costs on financial assets and financial
liabilities at fair value are expensed immediately, while the cost is amortised for other financial instruments.

Subsequent to initial recognition, all instruments classified at fair value through profit or loss, are measured at fair
value with changes recognised in the income statement.

Financial assets classified as loans and receivables are carried at amortised cost using the effective interest rate
method, less impairment losses.

Financial liabilities, other than those at fair value through profit and loss, are measured at amortised cost using the
effective interest rate.

Fair value measurement principles

The fair value of financial instrumentsis based on their quoted market prices or dealer price quotations for financial
instruments traded in active markets at the balance sheet date without any deduction for estimated future selling
costs.

If a quoted market price is not available on a recognised stock exchange or from broker for non-exchange-traded
financial instruments, the fair value of the instrument is estimated using approved vauation techniques. The
valuation techniques can include the use of recent arm's length market transactions, current fair value of another
instrument that is substantially the same, discounted cash flow techniques, option pricing models or any other
valuation technique that provides areliable estimate of prices obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows are based on management's best
estimates and the discount rate used is a market rate at the balance sheet date applicable for an instrument with
similar terms and conditions. Where other pricing models are used, inputs are based on market data at the balance
sheet date. Fair values for unquoted equity investments are estimated, if possible, using applicable price / earnings
ratios for similar listed companies adjusted to reflect the specific circumstances of the issuer.

The fair value of derivatives that are not exchange-traded is estimated at the amount that the Group would receive or
pay to terminate the contract at the balance sheet date taking into account current market conditions (volatility,
appropriate yield curve) and the current creditworthiness of the counterparties. Specifically, the fair value of a
forward contract is determined as a net present value of estimated future cash flows, discounted at appropriate market
rates on the valuation date and the fair value of an option contract is determined by applying the Black-Scholes
option valuation model.

Impairment

The carrying amounts of the Group's assets are reviewed at each balance sheet date to determine whether there is any
indication of impairment. If any such indication exists, the asset’s recoverable amount is estimated. An impairment
loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount. Impairment losses are recognised in the income statement. The recoverable amount is calculated as the
present value of estimated future cash flows, discounted at the original effective interest rate.

If an impairment loss, in respect of goodwill or non-current assets, is reversed the subsequent increase in recoverable
amount can be related objectively to an event occurring after the impairment loss was recognised.
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Notes, contd.:

(vi) Derecognition

(i)

(i)

The Group derecognises a financia asset when the contractual rightsto the cash flows from the financial asset expire
or it transfers the financial asset and the transfer qualifies for derecognition in accordance with IAS.

The Group uses thefirst in first out method to determine realised gains and losses on derecognition.

A financia liability is derecognised when the obligation specified in the contract is discharged, cancelled or expired.

Investments in companies

Investments in companies comprise investments in associates and other companies that are not a part of the
investment operation of the Group. Shares in associates are stated according to the equity method. Investments in
other securities are classified as held for sdle and stated at cost since their fair value is not evident. Financial assets
are recognised by the Group from the day the Group has committed to buy the financial assets and are derecognised
when the Group commits to sell them.

Inventories

Goods for resale and supplies are stated at the lower of cost and net realisable value. Net realisable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion and selling expenses.
Aircraft parts are capitalised at the foreign exchange rate ruling at the date of acquisition.

Trade and other receivables

Trade and other receivables are stated at their cost less impairment losses.

Long-term receivables consist of pre-payments, insurance deposits, deposits and debt securities classified as held to
maturity. Long-term receivables are stated according to the effective interest rate.

Operating assets
Aircrafts and flight equipment

Aircrafts and flight equipment, e.g. aircraft engines and aircraft spare parts, are stated at cost less accumulated
depreciation and impairment losses. When aircrafts are acquired the purchase price is divided between the aircraft
itself and engine hours. Aircrafts are depreciated over the estimated useful live of the relevant aircraft until aresidua
value is met. Engine hours are depreciated according to flown hours. When an engine is overhauled the cost of the
overhaul is capitalised and the remainder of the cost of the previous overhaul that has not already been depreciated, if
thereisany, is expensed in full.

Prepayments for undelivered aircrafts are recognised among aircrafts and related assets. The Company capitalises the
financing costs arising from these prepayments according to the Company's average cost of debt.

Buildings and other property and equipment
Buildings and other property and equipment are stated at cost |ess accumulated depreciation and impairment |osses.
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Notes, contd.:

(iii)

(iv)

(i)

(i)

(iii)

Contd.:

Subsequent costs

The Company recognises in the carrying amount of an item of operating assets the cost of replacing part of such an
item when that cost isincurred if it is probable that the future economic benefits embodied with the item will flow to
the Group and the cost of the item can be measured reliably. All other costs are recognised in the income statement
as an expense asincurred.

Depreciation

Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives and is
specified as follows:

Useful life
Aircraftsand flight @QUIPMENT .......c.oiiii e bbb 10-25 years
ENQINE NOUIS ...t e e s Flying hrs.
BUITAINGS ...ttt b bbbt bt bt 20-50 years
Other property and EQUIPMENT .......cocciieereeriee ettt ettt sb ettt 3-8 years

Theresidua value is estimated annually, if not immaterial.

Intangible assets
Goodwill

All business combinations are accounted for by applying the purchase method. Goodwill represents amounts arising
on acquisition of subsidiaries and associates. In respect of business acquisitions that have occurred since 1 January
2004, goodwill represents the difference between the cost of the acquisition and the fair value of the net identifiable
assets acquired.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to cash-generating units and

istested annually for impairment. Every year an impairment test is performed.

Negative goodwill arising on an acquisition is recognised directly in profit or loss.

Other intangible assets

Other intangible assets that are acquired by the Group are stated at cost less accumulated amortisation and
impairment losses. Amortisation is charged to the income statement on a straight line basis over the estimated useful
life of the relevant asset. Estimated useful lifeis specified as follows:

Useful life
SOFIWEIE ...ttt h bbbt b b bR R Rt R et R e b e b bRt r e 3years
Other INTANGIDIE BSSELS ..ottt ettt e b et et ettt e e 5years

Subsequent expenditure

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future economic
benefits embodied in the specific asset to which it relates. All other expenditure is expensed as incurred.
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Notes, contd.:

(i)

(i)

(i)

(i)

Impairment

The carrying amounts of the Group's assets, other than inventories and securities are reviewed at each balance sheet
date to determine whether there is any indication of impairment. If any such indication exists, the asset’ s recoverable
amount is estimated. An impairment test is performed at least every year for intangible assets believed to have
indefinite useful life.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognised in the income statement.

An impairment test was performed on goodwill at the beginning of the year 2006. An impairment test was not
performed on 1 January 2004, the day that the International Financial Reporting Standards were adopted, since the
subsidiaries to which the goodwill belongs were acquired in the year 2005.

Calculation of recoverable amount

The recoverable amount of the Group's long-term receivables is calculated as the present value of estimated future
cash flows, discounted at the original effective interest rate. Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the asset.

Reversals of impairment
An impairment loss in respect of receivables is reversed if the subsequent increase in recoverable amount can be
related objectively to an event occurring after the impairment |oss was recognised.

Goodwill impairment is not reversed.

In respect of other assets, 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 amortisation, if no impairment loss had been
recognised.

Share capital
Repurchase of share capital

When share capital recognised as equity is repurchased, the amount of the consideration paid, including directly
attributable costs, is recognised as a change in equity. Repurchased shares are classified as treasury shares and
presented as a deduction from total equity.

Dividends
Dividends are recognised as a decrease in equity in the period in which they are declared.
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Notes, contd.:

0.

(i)

(i)

(i)

(i)

Interest-bearing loans and borrowings

Interest-bearing loans and borrowings are recognised initially at fair value less attributable transaction costs.
Subsequent to initial recognition, interest-bearing loans and borrowings are stated on an effective interest basis.

Employee benefits
Retirement benefit obligation

The company has entered into pension plan agreements with some of its former employees. The obligation is
recognised in the balance sheet. The increase or decrease of the obligation is recognised in the income statement.
The obligation is estimated according to average life expectancy and its present value calculated using 2% interest
rates. Obligations arising from retirement agreements with former management personnel are recognised among trade
and other payables in the balance sheet.

Share-based payment transactions

The share option agreements entered into during the year 2005, allow Company employees to acquire shares of the
Company. The fair value of options granted is recognised as an employee expense with a corresponding increase in
equity. The fair value is measured at grant date and spread over the period during which the employees become
unconditionally entitled to the options. The fair value of the options granted is measured using the Black Scholes
model, taking into account the terms and conditions upon which the options were granted.

Provisions

A provision is recognised in the balance sheet when the Group has a present legal or constructive obligation as a
result of a past event, and it is probable that an outflow of economic benefits will be required to settle the obligation.
If the effect is material, provisions are determined by discounting the expected future cash flows at a pre-tax rate that
reflects current market assessments of the time value of money and, where appropriate, the risks specific to the
ligbility.

Trade and other payables
Trade and other payables are stated at cost.

Prepaid income
Sold unused flight documents and other prepayments are presented as prepaid income in the balance shest.

Investment income
Profits from investments and derivatives

Profits from investments and derivatives comprise gain on the sale of shares, changes in the market value of
securities, including dividend income, changes in the fair value of share based derivatives and gains and losses from
associ ates.

Interest income
Interest income is recognised in the income statement as it accrues, using the effective interest method.

Financial Statements of FL GROUP hf. 2005 15 In 1SK million



Notes, contd.:

(iii) Interest expenses

(iv)

(i)

(i)

(i)

Interest expenses comprise interest expenses of loans calculated using the effective interest rate method and other
financing expenses.

Net foreign exchange (loss) gain

Net foreign exchange gain (loss) comprises foreign exchange changes arising from assets and liabilities denominated
in foreign currencies and gains and losses arising from derivatives in relation to foreign currencies.

Operating income
Income from aviation services

Passenger tickets sales are not recognised as revenue until transportation has been provided. Sold documents not
used within nine months from the month of sale are recognised as revenue. Revenue from mail and cargo
transportation is recognised in the income statement after transportation has been provided.

Other operating income

Revenue from tourist and other services rendered is recognised in the income statement after the service has been
provided.

Operating expenses
Aviation services expenses

Aviation services expenses comprise aircraft leases, fuel costs, service charges, landing and handling fees, aircraft
maintenance, salaries and salary-related expenses, depreciation and other aviation services related costs.

Other operating expenses

Payments made according operating lease agreements are recognised on a straight-line basis of the duration of the
|ease agreement.

Income tax expenses

Income tax on the profit or loss for the period comprise current and deferred tax. Income tax is recognised in the
income statement except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation purposes.
The following temporary differences are not provided for: goodwill not deductible for tax purposes, the initial
recognition of assets or liabilities that affect neither accounting nor taxable profit, and differences relating to
investmentsin subsidiaries to the extent that they will probably not reverse in the foreseeable future. The income tax
effect arising from subsidiaries sold in the year 2006 have been recognised and entered in the financial statements.
The amount of deferred tax provided is based on the expected manner of realisation or settlement of the carrying
amount of assets and liabilities, using tax rates enacted or substantively enacted at the balance sheet date.
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Segment reporting

1. The segment information is presented in respect of the Group's business segments. The business segments are based
on the Group’s management and internal reporting structure. Results, assets and liabilities, and cash-flows are divided
between investment activities, and aviation and tourism activities. This format is consistent with the Company's new
direction, making investment activities its primary focus. In the interim financial statements published during the year
2005 the segment report has been presented differently, where in addition to the investment segment, there were also
segment information regarding international flights and tourism services. The two latter segments are now included in
one segment, aviation services and tourism. Included in the aviation and tourism services segment are al international
flights, domestic flights, hotel operations, car rentals and other tourism services.

Segment results, assets and liabilities include items directly attributable to a segment as well as those that can be
alocated on a reasonable basis. Aircrafts and real estate owned by the Parent Company and their operations are
included in the aviation and tourist services segment.

Inter-segment pricing is determined on an arm'’ s length basis.
Geographical segment information is not presented.

The Group's operations during the year 2005 by business segment is specified as follows:

Investment Aviation and
activities tourism services Eliminations Consolidated

2005 2004 2005 2004 2005 2004 2005 2004

Income statement:
Investment inCOMe ........cccceeeveeeene. 19.794 2560 ( 204) ( 406) 19590 2154
Operating inCome .........ccocvvereevenenn. 232 0 47412 42586 47.644 42586
Operating expenses

before depreciation ...........cc.c....... ( 1.652) ( 150) (42.631) (37.832) (44.283) (37.982)
Depreciation ........ccccevvvevvereeiennnenns 0 0 ( 2.408) ( 2.440) ( 2.408) ( 2.440)
Profit beforetax .........coeoevvecincnne. 18.374  2.410 2169 1.908 0 0 20543 4318
INCome taX EeXPENSE ...c.eevvrvereereeeenene (2969 ( 530) ( 323)( 183 (329 ( 713)
Profit for theyear .........ccccevveeveenee. 15405 1.880 1846 1.725 0 0 17251 3.605
EBITDA ...t ( 1.420) ( 150) 4781 4754 0 0 3361 4.604
EBIT oo ( 1.420) ( 150) 2373 2314 953 2164
Balance sheet:
Segment aSSetS ......oceoveerereneneneens 106.524 21.014  37.837 33.212 (11.743) (10.744) 132.618 43.482
Segment ligbilities ........cccccveeenennne. (32.093) ( 6.079) (30.835) (27.905) 4.753 5.263 (58.175) (28.721)
Cash flow statement:
Net cash provided

by operating activities.................. ( 278) 329 5699 4.267 5421 4.596
Investing activities ..........coveerenee (37.708) ( 9.186) ( 2.526) ( 8.847) (40.234) (18.033)
Financing activities ........cc.ccceevrienen. 41892 7.843 ( 156) 146 41.736  7.989
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Quarterly Statements

2. Summary of the Group’'s operating results by quarters:

Theyear 2005

INVestment iNCOME ........c.cceeenenenenenenens
Operating iNCOME ......ceevveverereereeririenenes
Total INCOME ...
Operating expenses without aircraft
leases and depreciation ............ccocoeuenee
Aircraft 1€aSeS .....oveveveveeeecccccceeseene
DEPreCiation .......cceeeveeeerererrereresieesesienens

Profit beforeincometax ...........cceceeveuee
INCOME taX EXPENSES ......oveveveverererereieeenans

Profit .o

Attributableto:
Equity holders of the parent ...................
MinOrity INtErest ....coovveerereirerieeserienene

Profit .o
Operating profit without depreciation
and aircraft leases (EBITDAR) ......
Operating pr. before depr. (EBITDA) ....
Operating profit (EBIT) ....cccceevrecerinnns

Theyear 2004

Investment iNCOME ........ccceevveeeeeereiiennne
Operating iNCOME ......ccevveeverereeeereririenenes
Total INCOME .....ceeveereieeeeereceeee e

Operating expenses without aircraft
leases and depreciation ............ccoeeuenene

Aircraft 1€ases ........occcecccceecieeeeeene

Depreciation

Profit beforeincometax ...........cceceeveneee
INCOME taX EXPENSES ......cvevevevererererererenans

Profit .o

Attributableto:

Equity holders of the parent ...................

Minority iNErest .......ccoeevreenereerenienne

Profit (10SS) ...cocvveeenereeeieriecnereecereeeens

Operating profit without depreciation
and aircraft leases (EBITDAR) .....

Operating pr. before depr. (EBITDA) ....

Operating profit (EBIT) ....coceevrererennns

Financial Statements of FL GROUP hf. 2005

Q1 Q2 Q3 Q4
2005 2005 2005 2005 Tota
1.594 1.421 2.635 13.940 19.590
7.816 12.248 16.774 10.806 47.644
9.410 13.669 19.409 24.746 67.234
8.544 10.407 12.531 10.991 42.473
296 328 558 628 1.810
542 626 626 614 2.408
9.382 11.361 13.715 12.233 46.691
28 2.308 5.694 12.513 20.543
3 ( 400) 1052) ( 1.837) 3.20)
25 1.908 4.642 10.676 17.251
26 1.907 4.638 10.678 17.249
1) 1 4 2) 2
25 1.908 4.642 10.676 17.251
728) 1.841 4243 ( 185) 5171
1.024) 1513 3685 ( 813) 3.361
1.566) 887 3059 ( 1.427) 953
158 193 42) 1.845 2.154
7.280 11.576 15.160 8.570 42.586
7.438 11.769 15.118 10.415 44,740
7.532 9.541 10.811 8.653 36.537
381 407 369 288 1.445
570 628 646 596 2.440
8.483 10.576 11.826 9.537 40.422
1.045) 1.193 3.292 878 4.318
190 221) 575) ( 107) 713)
855) 972 2.717 771 3.605
856) 973 2.716 769 3.602
1 1) 1 2 3
855) 972 2.717 771 3.605
252) 2.035 4349 ( 83) 6.049
633) 1.628 3980 ( 371) 4,604
1.203) 1.000 333 ( 967) 2.164
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Notes, contd.:

Investmentsin subsidiaries

3.  In February 2005 the Company acquired all outstanding shares in Blafugl hf. and Flugflutningar hf. On August 16,
2005 the acquisition was finalized. The companies are therefore part of FL GROUP hf."s consolidated financial
statements as of that date.

Comparative amounts in the Consolidated Financial Statements do not contain amounts from the Financial Statements
of the aforementioned companies.

The acquisitions, accounted for according to the purchase method, had the following effect on the Group’s balance

sheet:
Cash and Cash EQUIVAIENES ......ccuiiieiiiese ettt e te s testesbestestestesteatestestestestestenrenean 153
Trade and Other FECEIVANIES ..o ettt st be b ne b e et eee 545
(00 1c = 110 = S5 £SO 1.988
DEFEITEI TNCOMEB LBX ..evveuieiieieieieiete ettt ettt e e et et e e s et et et et et e ae s et e tesesaeaensensenaensanaenean ( 71)
Interest-bearing 108NS aNd DOTTOWINGS .......coveieieieieietesee et sa et e e e e e e e eeneens ( 1.467)
Trade and Other PAYBDIES .......ccoiiii ettt et et e st et e s e e e e e naeaeeens ( 262)
Net identifiable assets and [1@DIITIES .......c..ovieuiicee e 886
L€ oToTe V1 {0 = oto 1 =] o o SR 3.243
CONSIAEAION PAIM .....cueeeeeeeeeeieieee ettt e et e e et e e et e s e s e s e s e se s e sesesesesesensesesasensensansans 4.129
Consideration satisfied DY Shar@ iSSUE .......ccuieieiiiececese et sne e ( 1.350)
Consideration SatiSfied IN CAS ..o bbb bbb e 2779
= 0= S g I oo U1 = o ST ( 153)
Acquisition of subsidiary, net of cash acquired according to the statement of cash flows.........cccccceueee. 2.626

Included in the consideration paid are acquisition related expenses, for example expert advisors fees and other fees.

The alocation of the consideration according to IFRS 3 is in process. It is estimated that the outcome will have
insubstantial effect on the Group's financial statements.

I nvestment income

4,  Profit from investments and derivatives are specified as follows:

2005 2004
Gain ONthe SAE Of SNAIES .....c.ccvcieieceee e 1.473 592
Share of Profit Of @SSOCIALES ........ccuevveieieiceee e eaen 49 0
Changein fair value Of SECUMTIES ........cccviiiiii s 12.940 1.727
Changeinthefair value Of deriVatiVeS ........cccceveieieieicceeee e 6.737 0
Profit from investment and deriVatiVES ..........ccucvcuevererceveveice e 21.199 2.319
Income from aviation services
5. Income from aviation servicesis specified as follows:
e < 10 PSS 25.549 21.789
(0= 0 [0 oo [ 0171 TSRS 3.504 3.373
Charter revenue and airCraft [€8SE .........cccvviiiiiciiesese e 6.038 5.594
Other OPErating FEVENUE .......c.cvevivivieieereeceeteiesete ettt ettt ss sttt ss s bbb seaesesenas 379 478
Total income from aviation SEIVICES .......ccoceeeieeeeeeeeeeeeeeeeeee et 35.470 31.234

Financial Statements of FL GROUP hf. 2005 19 In 1SK million



Notes, contd.:

Aviation services expenses

6. Aviation services expensesis specified as follows:

2005 2004

Salaries, salary-related expenses and other personnel EXPeNnsES .......covvvveeereerererereenennns 12.117 10.536
ATFCTAE FUBL ...t 7.149 5.582
ATFCTAT IEASE ...t 2.919 2.059
Aircraft servicing, handling and COMMUNICALION ..........cccoeeeiereninee e 3434 3.923
Aircraft maintenance expenses and cost of maintenance services sold ..........ccocccvveueneene. 1.746 1.280
Booking fee and COMMISSION EXPENSES .......ccoiveerirrerierieesieesieesteses e seesesaesesseessesessesensens 1.282 1.361
COMMUNICALION EXPENSES .....vvereeteeeeesiesesieessesessesaesessesessesessessesessesessessssessssessesessesessessnses 945 886
(D= o] ot - 1 o o [P 1.840 1.891
Other OPErating EXPENSES .....vviviiieiiesiesiesiesesesestesesestessestesessessessessessessessessessessessessessesses 1.839 2.004
Total aviation SErVICES EXPENSES ........eviereriirerriseeesteseseesesessessesesaesessessssesessensssessesesseses 33.271 29.522

Salary and related expenses

7. Sdariesand related expenses are specified as follows:
SAlAIES ...eeee ettt ettt ettt ettt R et e bR et et b et e At eRe et e ben e e e eerene s 12.407 10.173
SAlArY-related EXPENSES ......cuviieerieeeerieesiee e e seseseses e sae e sae e saesesseesseneesesaesessenessenensenens 2.567 2.048
Total salary and salary-related EXPENSES .......coivriirriire e 14.974 12.221
Other PErsONNEl EXPENSES ....ocvviiiieiece e e et te e stestesrestestestessennens 2.664 2214
Salaries, saary-related expenses and other personnel expenses, total .........c.ceeevveereee. 17.638 14.435
Average number of employeesfor the YEar .........cccvceveceveieresee s 2.574 2.465
Salaries and salary-related expenses are allocated as follows on items in the income statement:
AViatioN SEIVICES EXPENSES .....vveuereietierisieteesesies et st b ettt b bbb 12.117 10.536
Other OPErating EXPENSES .....c.eovreierireresietesereseebestre st eb et ettt ettt e bbbt se b s 5.521 3.899
Salaries, saary-related expenses and other personnel expenses, total .........c.ceeevveereeee. 17.638 14.435

Depreciation

8. The Group’s depreciation charge in the income statement is specified as follows: 2005 2004
Depreciation of operating assets, SEe NOE 20 ........cciereririeierierererese e 2.240 2.310
Amortisation of intangible assets, SEENOLE 25 ... 168 130
Depreciation and amortisation recognised in the income statement ..........cc.ccccveevvviieneenn 2.408 2.440
Depreciation is alocated as follows on operating items:
AViEtioN SEIVICES EXPENSES .....cviertiertireeie e sieeste st sreseeseste e sbe e sbesesbeseeaesbe e sbeessesesaesennens 1.840 1.891
OPEraLiNG EXPENSES .....uctierterertereesesteesterestesesaeseesesbesesbesesseseeseseesesbenesbeneebeseeseseeneseenesbenenns 568 549
Depreciation according to the income StatemMent ...........ccocerrireinernereeee s 2.408 2.440
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Auditors fees

9. Remuneration to the Company's Auditors are specified as follows:

2005 2004
Audit of FINaNCial SEAEMENES .......veeiiii it saee e 18 11
Review of Interim FinanCial SLAtEMENES ........ccueeveiiiii it 15 13
(@101 =S V03T 19 2
0= = 100 | (0 3R (== 52 26

The abovementioned figures include fees to the auditors of all companies within the Group. Fees to other auditors then
the auditors of the Parent Company amounted to ISK 11 million during the year 2005.

Income tax expense

10. Income tax recognised in the income statement is specified as follows:

2005 2004
Change in the deferred income-tax [iability .........ccoevveiieiiiieciciicce e 3.292 713
11. Reconciliation of effective tax rate

2005 2004

Profit DEfOre tax ..o 20.543 4.318
Income tax according to current tax rate ...........eeneee. 18,0% 3.697 18,0% 777
Non-deductible eXpenses...........ccceevvevreevseresienenenens 0,1% 25 0,7% 30
Tax EXEMPL FEVENUES .....c.covvviverererseeierenssasesesseseesenees ( 0,2%) ( 48) ( 2,2%) ( 94)
Deferred tax asset of subsidiaries........ccocoovveevieenrennns ( 0,9%) ( 193) 0,0% 0
Other ITEMS ...t ( 0,9%) ( 189) 0,0% 0
EffectivetaX rate ..o 16,0% 3.292 16,5% 713

Earningsper share

12. Basic earnings per share is calculated by dividing the net profit attributable to equity holders of the Parent by the
weighted average outstanding number of shares during the year and shows the earnings per each share. The calculation
of diluted earnings per share takes into consideration the outstanding stock options when calculating the share capital.
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12. Contd.:

2005 2004

Basic earnings per share:

Profit for the year attributable to equity holders of the parent ..........ccoceevieeccvrcivccnee, 17.249 3.602
Share capital at the beginning of the Year ..o 2.525 2132
Effect of bought and sold OWN SNAIES .........cceeiiereiecececeseee e 9) 52
Effect of the increase of share capital in November 2004 ............ccccvveveveiesiesesesesens 28
Effect of the increase of share capital in November 2005 ..........cccccovveeerererenseseeenieens 408
Calculated average share Capital ..........cocovvvrrrnnrrrrrr e 2.924 2212
Earnings per share of ISK L ..o 5,90 1,63

Diluted earnings per share:

Profit for the year attributable to equity holders of the parent ..........c..ccocvvvvvivvivicvieinnnns 17.249 3.602

Share capital at the beginning of the YEAN ........cccoeiveieeiee s 2.525 2132
Effect of bought and sold OWN Shares ..........coeeveireiiceseeeee e 9) 52
Effect of the increase of share capital in November 2004 ..........cccccovveeeveeenenneseennieens 28
Effect of the increase of share capital in November 2005 ..........cccccovveeevererensesseenieens 408
Effect of Shar€@ OPtiONS ..o s 32 25
Calculated average share Capital ..........cocovvrrrrrnnrrrs e 2.956 2.237
Diluted earnings per share 0f ISK 1 ......ccoiiiiiiiesecesese e 5,84 1,61

Securities
13. Securities are specified as follows:
Market Thereof Carrying
value assetsin amount
31.12.2005 forwards 31.12.2005

Listed on foreign stock exchanges:

EASYJEL PIC. .ot 26.697 3.628 23.069

Other COMPABNIES ......eecveieciecese et ste e seesnen 2.636 1.999 637

Total listed on foreign stock eXChanges .......c.ccveveveveveseseseseseseens 29.333 5.627 23.706

Listed on the Icelandic Stock Exchange:

TSIANASDANKT N, ..o 22.320 8.494 13.826

KB BanKi Nf. .....c.oiiiiiiiecceeeeeeceeeeeeeeee e 31.250 17.639 13.611
Straumur - Burdarés fjarfestingarbanki hf. .........cccocoovivveeiecniicnenn, 10.380 885 9.495

Landsbanki [S1andS Nf. ..........eeeeerereeeeierieeiessesiseseseeesseseessseeens 11.375 8.857 2518

KBGUN . e 2134 550 1.584

Other COMPANIES ....c.ecveieeeesieiceree ettt et e e sae s seenas 6.650 3.284 3.366
LiSted DONGS ......cuoiieiiieiiet e 552 552

Total listed on the Icelandic Stock Exchange ..........cvevvevvecevieccniennn 84.661 39.709 44.952

TOtAl SECUNTIES ...ttt 113.994 45.336 68.658
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Derivatives

14. Net assetsin derivatives are specified asfollows:

Market value
31.12.2005 31.12.2004
ASSELS N listed Shares, SEENOLE 13 ......ooeviiieeeeee et s s 45.336 0
Liabilitiesin share based defiVatiVeS ... ( 40.377) 0
Nett asset in share based AEMIVALIVES ........c.coovviiiei it 4,959 0
Net position of currency based deriVaLiVES .........cccooeiieiiernireee e 1.382 462
INEL ASSEL IN UEMVALIVES ...ttt ettt st s s st e s s be s s ae e sbas s bessabessareeans 6.341 462

I nvestments in companies

15. Investment in companiesis specified as follows:

2005 2004
Investment in assoCiated COMPABNIES .......c.eveerereeerieeriereseseee e ee st saese e sseesseseenes 225 192
Investment iN Other COMPABNIES .........ccccviiiiiiii e sre s 255 192
Total investment iN COMPANIES .......ccucveeeieieieerie et sa et sa e e s aenes 480 384
Inventories
16. Inventories are specified as follows:
2005 2004
Flight equipment expendable Parts ... 633 587
FUEH TNVENTOTTES ...ttt et e 10 6
OLhEr TNVENTOMTES ...ttt et s e et nesbe e sbe e 233 239
I I L1V 010 =SSOSR 876 832
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Trade and other recievables

17. Trade and other receivables are specified as follows:

Trade FECEIVADIES .......cviiiiict ettt
Prepaid EXPENSES ......cvevieeeeietesieisieestees e sassesae e saesessesessesassessesessesesseesseseesessesessesessenenses
Other FECAIVADIES ...ttt bbb b e
Long-term receivables, SEE NOLES 18 .......ccccevevireeiriee e sees et saeneseenens
(270 o (< o1 o0 1= ' o TR
Receivables and other payableStotal .........cccovieeieirciiscre s

2005 2004
4.392 3.931

350 307

1.273 736

1.442 515

( 235) ( 222)
7.222 5.267

Bad debt provision has been calculated because of receivables that may be lost. The bad debt provision is based on the

judgement of the Group's management and historical experience.

18. Among long-term receivables there are payments of insurance deposits arising from aircraft and real estate leases, and
loansin relations to investment projects. Long-term receivables are specified as follows:
Loansin relations to investment projects and other [0anS ........cccovveevveieececcenccsee 928 116
Aircraft 1ease iNSUranCe dEPOSIES .....ovevrueireieeeere e ene s 366 188
=0 o = o | R 57 59
(0107 0 1= £ 91 152
Total 10Ng-termM reCaIVADIES ........cveieeeceese e 1.442 515
Operating assets
19. Operating assets according to the balance sheet is specified as follows:
2005 2004
Operating aSSets, SEE NOLE 20 .......ecvevieciecieciese e e e e e e e et stesrestesresrestesresseeneens 20.731 19.785
Prepaid aircraft acquiSItions, SEENOLE 21 .......cc.cvveiierieieierere e 14.490 737
TOtal OPErAtiNg @SSELS ......cvveeeeeieieieieeeeee ettt reereereereereerenns 35.221 20.522
20. Operating assets are specified as follows:
Aircraft Other
and flight  property and
Cost Buildings equipment equipment Total
Balance at 1.1.2004 ......coooueueerererieieeneseeieeneses e 3.802 24.297 3.352 31.451
Changesdueto IFRS .........cccocvvvvevivece e 118 118
Balance at 1.1.2004, restated (IFRSS) ......ccccoveeeerereenne. 3.802 24.415 3.352 31.569
Exchangerate difference .......cccoevevevevevesesesesienns ( 488) ( 3.054) D ( 3.543)
Additions during the year .........cccccoovevvevecvnvncnneceee, 9 1234 771 2.014
Sales and disposals during theyear ........cc.ccocvvvvenennee. 0 ( 88) 296) ( 384)
Balance at 31.12.2004 ........ccoerererereeenerinieeneseseieneeeeas 3.323 22.507 3.826 29.656
Exchangerate difference ......ccoeveveveveveseseseseniens 90 573 0 663
Additions through business combinations ................... 0 2.794 52 2.846
Additions during theyear .........cccccocvevvevvevncencnneceee, 181 3.646 1.108 4.935
Sales and disposalsduring theyear ........c..ccocvvvvernnnee. ( 252) ( 5.484) 690) ( 6.426)
Transferred to other items ........cccoevvvvevievc e, 0 ( 67) 31D ( 98)
Balance 31.12.2005 ........cccovrereruerenererieeeesesieeeeseseneenes 3.342 23.969 4.265 31.576
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20. Contd.:
Aircraft Other

and flight  property and
Depreciation and impair ment losses Buildings equipment equipment Total
Balance at 1.1.2004, restated (IFRSS) ......coccovevrerereenne. 1.696 5.376 1.685 8.757
Exchangerate difference .......cccoeveveveievesesesesesns ( 235) ( 670) ( 905)
(DI o = W T 110 o[BS 138 1.680 492 2.310
Sales and disposals during theyear .........ccccocvvvvvenenee. ( 73) ( 218) ( 291)
Balance 31.12.2004 ........cccoenerererenererieeee e 1.599 6.313 1.959 9.871
Exchangerate difference ......ccooceveveveveveseseseseniens 44 122 166
Additions through business combinations ................... 802 25 827
(DI o = W T 110 o[BS 116 1.605 519 2.240
Sales and disposals during theyear ........c..ccocvvevveninnen. ( 87) ( 1.685) ( 475) ( 2.247)
Transferred to other items ........ccccoecevevecvvccese e, ( 12) ( 12)
Balance 31.12.2005 ........cccoerererueeenererieeee e seseneenens 1.672 7.145 2.028 10.845
Carrying amounts
L.2.2004 ..ottt e 2.106 1.891 1.667 22.694
3112.2004 ...t 1724 16.194 1.867 19.785
31.12.2005 ...t e 1.670 16.824 2.237 20.731
Depreciation ratios ........cceeeeeeeeeseseseseseeeeeeeeeenes 2-4% 4-10% 12-33%

During the year the Company sold operating assets in the amount of 1SK 3,584 million. The gain on the sale is entered
among other operating income in the income statement, the gain on the sale amounted to ISK 263 million.

Due to indications that the fair value of aircrafts was lower then their carrying amount, an impairment test was
performed on aircrafts held by the Parent Company. According to the outcome, the estimated value in use was higher
then the carrying amount and therefore no impairment |osses were recogni sed.

21. Among aircraft prepaymentsin the financial statements there is a contract in the amount of 1SK 14,490 million, for the
purchase of 10 Boeing 737-800 aircrafts which will be delivered to the Company in the year 2006. The first aircraft
will be delivered in March 2006. In May 2005 the Company entered into a contract regarding the purchase of
additional five Boeing 737-800 aircrafts which will be delivered in the year 2007. The intention is to lease out all the
aircrafts. In February 2005 the Company entered into an agreement with Boeing regarding the purchase of two Boeing
787 Dreamliner aircrafts to be delivered in the year 2010. The intention is to use these aircrafts in on scheduled routes
in Icelandair ehf.

Mortgages and commitments

22. The Group's assets are mortgaged to secure debt, the remaining balance of which amounted to 1SK 28,034 million at
the end of the year 2005.
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I nsurance value and official assessment value

Insurance value of aircraft and flight equipment

23. The insurance value and book value of aircraft and related equipment of the parent company at year-end 2005 are
specified asfollows:

Insurance Carrying

vaue amount

Boeing 757-200/ 300 - 5 aIFCraftS .....oeueuiriririeieiririeie et 14.353 11.372
OtNEN GITCIAMIS ..ttt ettt st 2.693 2541
FHONt @QUIPIMENT ...ttt et bbb 3.054 1.852
Total aircraft and flight @QUIPMENE ........cooviiiiiicee e 20.100 15.765
ENQINE NOUPS ...ttt ettt 2.277 1.059
Total aircraft, flight equipment and enginE NOUNS ........c.cccoieerirriceiinreeee e 22.377 16.824

The insurance value of the Group's other operating assets and equipment amounted to ISK 2,455 million at the end of
the year 2005.

Real estate insurance value
24, Theprincipal buildings owned by the Group at 31 December 2004 are the following:

Official assessment Insurance Carrying

value value amount

Maintenance hangar, Keflavik Airport ..........ccccoeeeeveevcvecececcceeeene, 1.209 1.786 560
Freight building, Keflavik Airport ... 326 500 346
Office building, Reykjavik Airport .........cccccoeeveeieeeeiee e, 606 751 187
Service building, Keflavik Airport ... 332 484 128
Hangar 4 and other buildings, Reykjavik Airport ..........ccccoceeeeiecinenns 396 489 116
Other BUITAINGS ....ocvviiiecee s 332 602 333
BUITAINGSTOLAl .....ccecvvieiieiiicicece e 3.201 4.612 1.670

Official valuation of the Group's leased land for buildings at December 31, 2005 amounted to ISK 512 million, and is
not included in the Balance Sheet

Intangible assets

25. The Group'sintangible assets are specified as follows:

Other
intangible
Cost: Goodwill assets Total
Balance at 1 January 2004 .........ccooeeereererireneseseeesaeesesessesessesessesaesens 233 233
7AYo [0 11 (1] T 213 213
Balance at 31 December 2004 ........c.ooeeiveeeeecee et 0 446 446
7AYo [0 11 (1] T 3.267 113 3.380
Sales and disposals during the YEar .........cceevvevieeerereserse e ( 29) ( 29)
Balance at 31 December 2005 ........ooociviiiieirisiie e 3.267 530 3.797
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25. Contd.: Other
intangible
Amortisation and impair ment losses Goodwill assets Total
Balance at 1 January 2004 .........ccooererueenerereeeeneseeeee e sesees 0 32 32
F N 00015 (1= 1 o] o [OOSR 0 130 130
Balance 31.12.2004 ........oueeeerereeeee et s e 0 162 162
F N 00015 (1= 1 o] o [OOSR 0 168 168
Sales and disposals during the Year ..o 0 ( 3 ( 3)
Balance at 31 December 2005 ... 0 327 327
Carrying amounts
LL1.2004 ..ottt bbb bbb 0 201 201
3L12.2004 ..ot bbb 0 284 284
I 2202 00 S 3.267 203 3.470
26. Goodwill isdivided down to cash generating units as follows:
Blafugl hf. and Flugflutningar €hf. ..o e s besrene s 3.243
QYT = o T = o RS 24
o= 0o oo 1171 1 OO 3.267

27. Attheend of the year an impairment test was performed on the Group's goodwill. The present value of estimated future
cash flows is used to decide if impairment losses have occurred. In the present value calculations, an interest rate is
used that reflects the weighted average of cost of capital, or the cost of debt and equity allowed for income tax effects.
If the fair value of goodwill, which is the present value of future cash flows, is lower than the carrying amount the
difference is charged to the income statement. The present value at the end of the year was higher then the carrying
amount.

Equity

28. Issued capital

A shareholders meeting on November 1, 2005 approved an increase in share capital for the maximum of 1SK 3,235
million nominal value or 44,000 million at market value according to the share offering price of 1SK 13.6 per share.
The increase was executed at the end of November 2005. Also approved was an increase in share capital amounting to
ISK 330 million nominal value to fulfil the acquisition agreement for Sterling Airlines A/S. In the beginning of the year
2006 the Board of Directors issued new share capital at the nomina value of 1SK 296 million on the basis of this
permission because of the takeover of Sterling Airlines A/S. The Board of Directors was also given permission to
increase share capital by 1SK 73 million nominal value to fulfil employee stock option agreements. This permission was
used in December 2005.
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28. Contd.:

The Company's share capital, according to its Articles of Association amounts to 1SK 5,845 million. One vote is
attached to each 1SK one share. Share capital was increased by a nominal value of 1SK 3,308 million, from I1SK 2,537
million to ISK 5,845 million. The Company bought own shares at a nominal value of 1SK 238 million during the year
for 1ISK 3,609 million. The Company sold own shares in at a nominal value of ISK 206 million for 1SK 2,138 million.
Share capital according to the balance sheet amounted to I1SK 5,802 million at the end of the year, share capital is
specified asfollows:

Amounts Ratio
Total issued shares at the end Of the YEar .........ccvveevviicirec s 5.802 99,3%
OWN SNAMES ...ttt bbbt bbb bt b bbb 43 0,7%
Share capital according to the Articles of ASSOCIAEION ........ccovveveeereeirieisee e 5.845 100,0%

Other reserves
Fair value of share options
The item share option reserve includes the accrued part of the fair value of share options.

Hedging reserve

The hedging reserve comprise the effective portion of the cumulative net change in the fair value of cash flow hedging
instruments related to hedged transactions that have not yet occurred.

Translation reserve

Foreign exchange differences arising on translation of financial statements of subsidiaries are recognised directly in a
separate component of equity.
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29. Summary of equity:

Equity 1.1 2004 ......cccoveverieene,
IFRS adoption ........ccccceevvevreneennne.

Equity 1.1.2004, restated ...............
I ssued share capital

Dividendsto shareholders.............
Own shares, change ........cccccvvreneee
Net profit (loss) for theyear ..........
Equity 31.12.2004 .......ccoevvvreennne.
Adoption of IAS32/39.................
Restated equity 1.1.2005 ...............

Equity 31.12.2004 ......cccocvvvreennne.
IFRS adoption ........ccccceevveereneennne.
Equity 1.1.2005, restated ...............
I ssued share capital

Dividendsto shareholders.............
Own shares, change ........ccocceeveeene
Exercised stock options.................
Net profit (loss) for theyear ..........
Minority interest, change ...............
Equity 31.12.2005 ......ccccoeevrvreenenne.

Financial Statements of FL GROUP hf. 2005

Other reserves

Share Share Share option Hedging Tranglation  Unrealised Retained Shareholders Minority Total
capital premium reserve reserve reserve gain on shares earnings of the Parent interest equity
2132 533 1 6.544 9.210 20 9.230

6 ( 72) ( 66) ( 2) ( 68)
2132 533 7 0 0 0 6.472 9.144 18 9.162
230 1.795 2.025 2.025
( 640) ( 640) ( 640)
163 1.281 1.444 1.444
80 223 958) 3.602 2.947 3 2.950
2.525 3.609 87 223 958) 9.434 14.920 21 14.941
( 323) 335 ( 192) ( 180) ( 180)
2.525 3.609 87 ( 100) 623) 9.242 14.740 21 14.761
2.525 3.609 213 223 958) 1417 7.906 14.935 21 14.956
( 126) ( 323) 33 ( 1.417) 1336 ( 195) ( 195)
2.525 3.609 87 ( 100) 623) 0 9.242 14.740 21 14.761
3.308 40.839 44.147 44.147
( 1466) ( 1.466) ( 1.466)
31) ( 1.440) ( 1.471) ( 147)
161 ( 161) 0
142 287 802 17.251 18.482 2 18.484
0 ( 12) ( 12)
5.802 43.169 68 187 179 0 25.027 74.432 11 74.443
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I nter est-bearing loans and borrowings

30. Interest-bearing loans and borrowings are specified as follows:
2005 2004
BONAS ...ttt 10.366 0
Short-term [oans from credit INSHIULIONS .......c.cocrvieeiiirniei s 1.760 3.566
Non-current borrowings from credit iNStTULIONS ........ccceevveeevereie e 27.542 13.789
Total interest-bearing 10ans and DOIMTOWINGS .........cccoooveieieieieeeeeeeeeeeeeeeeee e 39.668 17.355
The bonds are indexed and in ISK. They maturein 2012. Interest rate payments are yearly.
32.  Non-current interest-bearing borrowings from credit institutions are specified as follows:
2005 2004
Average Remaining Average Remaining
interest rates Baance  interestrates Balance
DDt INUSD ... 5,2% 26.701 3,9% 12.921
Dbt iNEUR ..o 3,4% 240 3,3% 283
Debt iN CHF ..o 2,1% 58 2,0% 60
DEDLINJPY ..o 1,4% 57 1,1% 60
DEDE INGBP ... 5,8% 23 6,3% 25
27.079 13.349
DDt iNTISK ..o 6,7% 463 6,2% 440
Total non-current BOrrOWINGS ......ccceveveereevrenenennens 27.542 13.789
31. Repayment of non-current interest-bearing borrowings are specified as follows:
RePaymMentSin 2005 ......ccoveereeerieerieneseseseseeeesesesesessesesseseessseesens 1773
RePAyMENtSIN 2006 ........covveeereerrieerieneseseseseeeeseeseseseesesseseessssesens 11.573 1.213
RePaymMentSin 2007 ........ccoveereerieresieneseseseseeeseesesessesessesaesessenens 5.819 1.248
Repaymentsin 2008 ..........cocevveerererieneseseseseeeeseesesessesesseseesnssesens 3.080 2.827
Repaymentsin 2009 .........cooeeveerieeseneseneeeseeeesesesesessesessesaesessenens 1.502 1.418
RePaymMeNntSin 2010 .....ccccvveeereeerieereneseseeeseeee e et seenens 2.295 2.195
Subsequent FEPAYMENES ........coevreererererese e s sseees 3.273 3.115
Total NON-CUrrent DOMTOWINGS ......cvivereeeeeeeesee s e 27.542 13.789
Deferred income tax liability
33. The Company's deferred income tax liability is specified as follows:
2005 2004
Deferred income tax liahility 1.1, ......cooiiiiiiieereeseere e 1451 989
[FRS @JOPION ...ttt 0 ( 60)
Deferred income tax liability of Blafugl and Flugflutningar on acquisition ................ 77 0
Exchange rate differeNCe ... 109 ( 191)
INCOME tAX EXPENSE ....cteeiieieieiteeieeeee sttt sttt et e s e s ee e te st e saeebesaeesseeteeneesaeesbeeneesneensean 3.292 713
Income tax recognised in share Premium aCCOUNT ...........cvevrrrereeerenrereeseseereeseseeneeees ( 235) 0
Deferred income tax 1iability 31.12. ......cooeiveiiieereeserese e 4.694 1.451
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33. Contd.:

The deferred income tax liability is attributable to the following items:

2005 2004
0SS o U ] (=SSP 3.729 276
OFhEE SNAMES ...ttt b et b e sttt b e b e neseeneas 37 73
Trade reCEIVADIES ......coiiiie et e e e 361 91
Deferred tax asset Of aSUDSIAIANY .......cccoeeeiiininre e ( 194) 0
OPEXELING BSSELS .....vuereeuertereeterieierieeete et se et seesesee e be e s be e ebeseeseseesesbenesbeesaeaeesesseneseans 1.312 1.087
Other balanCe SNEEL ITEIMS ........ouieeeee e ( 86) ( 55)
5.159 1472
Tax 10SSeS CaTi€d FONWEIT .....c.oiveeeieiieerie e e ( 465) ( 21)
Deferred income tax 1iability 31.12. ......cceveieiieieseseesesese e 4.694 1451
Trade and other payables
34. Trade and other payables are specified as follows:
Trade PAYADIES ... 3.532 2.947
Other PAYADIES ..ottt b e b ene 7.018 4.343
Total trade and other PayableS ... e 10.550 7.290
Prepaid income
35. Prepaid income is specified as follows:
Unused sold flight OCUMENES ........cveiieicieeses e 2.152 1.683
Other PIrEPAYMENLES .....cviverieirerier ettt sttt ettt et b et e b b e eb e 489 466
Total Prepaid INCOIME .......coviiiieeiiieieteere ettt sttt 2.641 2.149

Risk management

36. The source of risks, arising from interest rates and foreign currencies, lies mostly in the aviation and tourism segment
of the Group. Companies held by FL GROUP hf. operate on international markets and therefore the Company is
subject to risks of fluctuation in currency, interest rates and oil prices. The Company has adopted a policy to decrease
those risks with the use of derivatives. The risk management for companies held by FL. GROUP hf. was, at the end of
the year 2005 controlled by the risk management department of Icelandair ehf.
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36. Contd.:

Foreign currency risk

The Company's goal is to hedge 50-90% of exposure to currency risk in its cash flows. The primary source of
currency risk isin Icelandair and therefore the Company places emphasis on hedging those risks. Other companies
held by FL GROUP hf. are subject to relatively lesser currency risk, but never the less, companies where fluctuations
in currency exchange rates can have significant effect on their operations, the risks are hedged. Before the currency
risk is hedged the aim is to obtain inner balance in the relevant company's operations. Therefore, only the difference
in outflows and inflows of foreign currencies are hedged. The largest differences are in net inflows of European
currencies and net outflows in USD. This risk exposure arises mostly in the operations of Icelandair. The risk
exposure is hedged with forward contracts and options 12 months into the future. The Company only deals with
recognised banks as it aims to minimise its counterparty risk. At the end of the year 2005 approximately 80% of
currency risk in Icelandair's cash flows was hedged. At the end of the year 2005 80% of the currency risk in
Icelandair ehf.'s cash flows was hedged.

Interest rate risk

The Company's primary exposure to interest rate risk arises from financing of aircrafts. The Company sold bonds
amounting to 1SK 10,000 million and funded prepayments of 15 Boeing 737-800 by borrowing. The bonds carry fixed
rates. The interest rate risk exposure arising from funding of the aircrafts has been hedged until 2010. The Company
has hedged approximately 80% of that particular interest rate risk.

Oil price risk

Companies owned by FL. GROUP hf. are exposed to substantial risks arising from fluctuationsin jet fuel. The largest
user of jet fuel in the Group is Icelandair. Fuel prices have increased significantly in the last few years. The policy of
the Company is to hedge 40-80% of fuel pricerisks.

Liquidity risk
It is the Company's policy to always hold 25% of total income in cash, mortgage availability on assets and in short-
term positions. The Company was well within those limits at the end of the year 2005.

Counterparty risk

The Company is committed to only trade derivatives with trusted parties. The counterparty risk that arises from
trading derivatives, used in risk management, is therefore minimised.

Off-balance sheet items

37. At the end of October 2005 the Company entered into a contract regarding the acquisition of all outstanding sharesin
the airline Sterling Airlines A/S. According to the contract, the acquisition price of the shares amounts to DKK 1,500
million but a portion of the price is success related. The consideration is paid with DKK 1,100 million in cash and
DKK 400 million with shares. FL. GROUP hf. took over operations of the company on January 1, 2006 when the
conditions in the acquisition agreement were fulfilled.
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38. The Company has in place operating leases for 17 aircrafts at the end of December 2005. The leases are for ten
Boeing 757 aircrafts, three Boeing 767 aircrafts and four smaller aircrafts. The Company aso has in place operating
leases for storage facilities, accommodations, equipment and fixtures for its operations, the longest until the year

2018. At the end of the year 2005 the leases are payable as follows:

Real estate Aircrafts Other Total
INtheyear 2006 .........ccoveererreeeeneneeeeeseee e 778 2.095 212 3.085
INtheyear 2007 .......cccovreeienneeenrieeeessee e 605 1.935 123 2.663
INtheyear 2008 ..o 566 1.147 100 1.813
INtheyear 2009 .........cocoreerirneeenereeeerseeeeens 556 931 5 1.492
INtheyear 2010 ........cccovreeeierreeieenereeeesesee e 552 502 3 1.057
SUDSEQUENE ...t 2.809 302 0 3111
L0 = ST 5.866 6.912 443 13.221
Cash flow statement
39. Other operating items in the cash flow statement are specified as follows:
2005 2004
Changesin the fair value Of SECUMTIES ........ocvicivrierici s 12.940) 1.727)
Changesin fair value of deriVatiVES ... 5.879) 0
(0107 g1 (= 01 LTSS 2.726 544
Total other OPErating ItEMS ........ooriiee e e e eae e 16.093) 1.183)
40. Net change in operating assets and liabilities in the cash flow statement are specified as follows:
Trade PayablES, INCIEASE ........cccviiiieieiee ettt sttt resresresse e 3.270 1.645
(0107 g1 (= 01 LSRR 1.415) 1.911)
Net change in operating assets and [HabilitieS ........ccccceveveiereceseseere e 1855 ( 266)

Related parties

Identity of related parties

41. The Group has a related party relationship with its subsidiaries, associates, and with its directors and executive

officers.

Transaction with associates

During the year 2005 the Group purchased services from associates for an amount of ISK 238 million but the Group
did not sell them any services. Transactions with associates are priced on an arm's length basis.
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41. Contd.

Transactions with management and key personnel

Salaries and benefits of management paid for their work for Group companies, stock option agreements and shares in
the Company are specified as follows:

Salaries and Shares held at
benefits  Stock options year-end 2005

Board of Directors:

Skarphédinn Berg Steinarsson, Chairman of the Board .................... 11
JON ASGEIT JONBNNESSON ... 16
MAGNUS AMMENN <......ooveeeeeeeeeee st eeeees st 1,1
SMAN S, SIQUIOSSON ....vveveeiereiete ettt st e b e resnenens 11
POrsteiNn M. JONSSON .......ceiviieicee et e et saee s an 11 25
Arni Oddur bérdarson, former board member ..........ccovveeveveeveeenn. 15
Benedikt Sveinsson, former board member .........coccevvevivicieciienenn. 1,8
Einar Orn Jonsson, former board Member ........oooveeeeeeeeeeeeeeeeees 15
Einar Olafsson, former board Member ........c.o.veeeeeeeeeeeeeeeeeseeeeeeeses 0,7
Gunnar borldksson, former board member .........cccoeeeeiveeieece e, 15
Gylfi Omar Hédinsson, former board Member ...........ooeveeeeveveenennee. 21
Hreggvidur Jonsson, former board member ..........cccoceeeeverceneierieen. 34
Inga Jona bPérdarddttir, former board member .........ccceeeeeeeeiienen, 0,7
Jon borsteinn Jonsson, former board member ..o veeeeieei e 21
PaAmi Kristinsson, former board member ..........ccooeeeeeeveeieeceieceeee 0,8
Sigurdur Bollason, former board member ..........ccccevevevevecesesennns 0,7

Managing directors:

Hannes SmMarason, CEO ........ccoecvieeiieeee ettt 53,8 1.159
Jon Karl Olafsson, CEO of Icalandair hf. .........coveeeeeeeeeeerieeeeeen. 21,3 3 18 8
Ragnhildur Geirsd6ttir, former CEO ......cccoovvivveinei e 23,8 1
Sigurdur Helgason, former CEO ........cccovveeeeneeeneeeeesesee e 35,9 1

Included in the above mentioned list of shares held by management and directors are shares held by companies
controlled by them and derivative agreements entered into regarding shares in the Company.

The Company entered into retirement agreements with Sigurdur Helgason and Ragnhildur Geirsdéttir, both former
CEOs of the Company. A liability in the amount of ISK 238 million has been recognised in the financia statements as
aresult of this.

* During the year Jon Karl Olafsson exercised share options at the value of 1SK 57.0 million, Ragnhildur Geirsdéttir
at the value of 1SK 65.2 million and Sigurdur Helgason at the value of 1SK 108.1 million.

Financial Statements of FL GROUP hf. 2005 34 In 1SK million



Notes, contd.:

Group entities

42. The Company holds nineteen subsidiaries which al are included in the consolidated financial statements. The
subsidiaries own thirteen subsidiaries which are also included. The subsidiaries included in the consolidated financial
statements are specified as follows:

Share
Investments:
Flugleidir fj&rfestingaf@lag €hf. ..o e 100%
Aviation and tourist industry:

Bilaleiga FlugIEida €. ..o bbb s 100%
BIAFUGL DL bbbttt 100%
Ferdaskrifstofa IS lanads Nf. ........c.cccciueiucieieecce et 100%
Fjarvakur - fJarmaAapjOnUSIa ENf. ........cociieeece s 100%
FL Travel GroUD ENF. ...ttt e 100%
FIUGFEAg TSIANAS . ..ottt 100%
FIUGFIUENINGA €. ettt 100%
FIUGIEIABNGLE] N ..o b 100%
FIUGIBIBIT - Frakt Bhf. ..ot 100%
Flugpjonustan KeflavikurflugVelli €hf. ... e 100%
[CECAP, GUEIMSEY ..ottt e 100%
[CEIANTAIT BNF. ..t 100%
[CElanNdair GrOUP BH. ......cuiiiieeeeiet bbb bbbttt 100%
[CEIEASE BNF. ...t bbb bbb 100%
TSIANOSTEISIT BN, ...eooceeeeerceeeeiscee ettt 100%
KYNNISFEIGIT BNF. .o enene 96%
LOftIEiAIr - [CElandiC @Nf. ..o e 100%
Tasknipjonustan Keflavikurflugvelli €hf. ... 100%

FL Travel Group ehf. and Icelandair Group ehf. were established at the end of the year 2005. These two companies
were dormant during the year.

Subsequent events

43. FL Group hf. sold its share in Ferdaskrifstofa islands hf. on January 23, 2006 to the company Exit hf. The buyer took
over operations as of that date.

At the beginning of the year 2006 the Company announced its intentions to float Icelandair Group ehf. on the
Icelandic Stock Exchange. The intention is that eleven of FL Group hf.'s subsidiaries will form Icelandair Group ehf.
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Changes due to Adoption of International Financial Reporting Standards

44. As stated in notes regarding significant accounting policies, these are the Group's first year consolidated financial
statements prepared in accordance with IFRSs.

The accounting policies set out in notes regarding significant accounting policies have been applied in preparing the
financial statements for the year, the comparative information presented in these financial statements for the year
ended 31 December 2004 and in the preparation of an opening IFRS balance sheet at 1 January 2004 (the Group’s
date of transition).

In preparing its opening IFRS balance sheet, the Group has adjusted amounts reported previously in financial
statements prepared in accordance with its old basis of accounting (previous GAAP). An explanation of how the
transition from previous GAAP to IFRSs has affected the Group’s financial position and financial performance is set
out in the following tables and the notes that accompany the tables. No significant adjustments due to IFRS adoption
were made to the cash flow statement previously published according to previous GAAP.

Equity 1.1. 2005:

Equity according to previous GAAP 31.12.2004 .......cc.ccevererierieriesieseesieseeseessessessessessessessessessessessessensens 14.935
Equity according to IFRS 1.1.2005 .......cccoeieriesiesiesiesiesesteseessessessessessessassessessessassessessassessessessessessessenses 14.740
Net change from previous GAAP tO IFRSS ..o 195
1.1.2004 1.1.2005 Total

Changes in measurements:
INtangibl@ @SSELS ......cervreeeeee e IAS38 ( 121) 4 ( 117)
Fair value of stock options .........cccccceveverierieniennns IFRS 2 1 | 21) ( 20)
Impairment of prepayments ..........ccoceeevevnvnenennnns IAS36 ( 44) 4 | 40)
Pension liabilities ........cccoieeeinrnceece e IAS19 ( 9) 0 ( 9
Engine overhaul liability derecognised ................. IAS 16, 37 97 112 209
Derivatives and financial assetsto fair value......... IAS 39 ( 180) ( 180)
Other changes ........coceoveievieiicicccee e 8 ( 46) ( 38)
Net change from previous GAAPtO IFRSS .........ccccovieinnnieiecnnnns ( 68) ( 127) ( 195)

Changesin equity are stated after the deduction of income tax

Changes in measurements

Some expenses that have been capitalized as intangible assets are not in compliance with IAS 38 on intangible assets,
e.g. pilot training. This causes a decrease in the Group's equity by 1SK 117 million, with regards to income tax effects.
The comparative figures in the interim income statements have been adjusted accordingly.

The fair value of stock options was estimated based on the grant date according to IFRS 2. The fair value is measured
at grant date and spread over the period during which the employees become unconditionally entitled to the options.
The fair value of the options granted is measured using the Black Scholes model, taking into account the terms and
conditions upon which the options were granted.

Prepayments recognized among long-term receivables have now been stated according to effective interest rates and
therefore equity decreases by 1SK 40 million, with regards to income tax effects.

Pension benefit obligation is recognized according to IAS 19. As a result equity decreases by ISK 9 million, with
regards to income tax effects.
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44. Contd.:

The Company has in previous years expensed estimated costs of future overhauls of engines owned by the Company.
According to IAS 37 a liability arising from future expenses such as this can not be recognized. As a result, the
Group's equity increases by 1SK 209 million, with regards to income tax effects. The comparative amounts in the
interim income statements have been adjusted accordingly.

Unsettled derivatives at the end of the year 2004 and some financial assets are recognized at their fair value according
to IAS 39. As a result equity decreases by ISK 180 million, with regards to income tax effects. The comparative
figuresin the income statement have not been adjusted asis permitted in IFRS 1.

Other changes comprise various adjustments in measurement of current assets.

Changes in Presentation

When adopting the standards some assets, previously presented as operating assets but classified as intangible assets
according to IAS 38, have been transferred to intangible assets. Loan charges previously presented as intangible
assets are now subtracted from relevant loans.

Next years use of engine hours has been presented as current assets but now thisitem is recognized among operating
assets.

The Group's securities which were classified as cash and cash equivalents on December 31, 2004 do not fulfil the
requirements of cash and cash equivalents according to IAS 7 and therefore presentation has been changed and they
are presented as securities in the balance sheet.

Shares acquired with a forward contract and previously presented as securities are not recognised in the balance sheet
according to I1AS 39, instead the net fair value of the forward contract is recognised in the accounts.

In addition, minority interest in the Group's equity, previously included among current liabilities, is now presented as
aseparate item in equity.

Balance Sheet 1.1.2005

Icelandic
GAAP Changesin Changesin

31.12.2004  presentation  measurement IFRSs

Assets:
Cash and cash equIVAlENtS .......cccocvereeeenerereererereeeee 5.898 ( 3.079) 2.819
SECUNMTIES ...ttt 13.246 ( 147) ( 187) 12.912
DEMIVALIVES ....oceeceeeeeeeececeeese e 0 462 462
INvestments in COMPANI€S .........ccevvevveeereeseereesieens 384 384
[NVENEOTIES ... 832 832
Trade and other receivables ..........ccoceveveieveriennns 5799 ( 441) ( 91) 5.267
OpErating @SSELS ....c.coveveueuererereeenereeieese e 19.893 374 255 20.522
INtangible @SSetS ......ccevveeecereee e 501 ( 74) ( 143) 284
Total assets 46.553 ( 2.905) ( 166) 43.482

Equity:
Share capital ......ccccovvevreiireeere e 2.525 2.525
Share premium .....cccveev e 3.609 3.609
RESEIVES ... 895 ( 1.405) ( 126) ( 636)
Retained €arnings ........coceveverererererererererereerererererenas 7.906 1405 ( 69) 9.242

Total equity attributable to

equity holders of the Parent 14.935 0 ( 195) 14.740
MiINOFty INtEreSt .....c.cveeieceeeireeeeeee e 21 21
Total equity 14.935 21 ( 195) 14.761
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Contd.:

44. Contd.: Icelandic
GAAP Changesin Changesin
31.12.2004  presentation  measurement IFRSs
Liabilities:
Interest-bearing loans and borrowings.................... 20545 ( 3.190) 17.355
DENVALIVES ... 0 285 285
Deferred income tax liability .......cccceeeveveicieinennn, 1.466 ( 15) 1451
Pension plan obligation ...........cccceeevierevenesesienine 180 11 191
Trade and other payables .........cc.ccoovvevvviiviieiininnnnns 7278 ( 21) 33 7.290
Prepaid inCOME ........coeeveveierese e 2.149 2.149
Total liabilities 31.618 ( 2.926) 29 28.721
Total equity and liabilities 46.553 ( 2.905) ( 166) 43.482

Balance sheet changes are presented without the effect of income tax, changes in equity were presented with regards
to income tax effects.

Income statement for the year 2004

Icelandic
GAAP Changes IFRSs
I nvestment income:
Profits from investments and derivatives ...........ccooeevvervrereeeneeeen, 2.319 2.319
[NEEIESE INCOME ...eevieeeeieiee ettt saeneseenas 545 545
[NEEIESt EXPENSES ...voveeveeeees e ettt et e et se s e sae e sre e naeseenas ( 924) ( 4) ( 928)
Net foreign exchange gain .......cccoveeeveeveeeseeseee e 218 218
2158 ( 4) 2.154
Operating expenses:
Income from aviation SENVICES .......ccevereeriesesese e se e 31.234 31.234
(@107 ST o 1 1= R 11.352 11.352
42.586 0 42.586
Operating expenses:
AViation SErVICES EXPENSES .....ccveiverierieriesiesiesesiesiestesses e ssesaessessessesees 29.757  ( 235) 29.522
Other Operating EXPENSES ......ccvivierereresiesesesesesesessessesseseesseseens 10.900 10.900
40.657  ( 235) 40.422
Profit beforeinComMetaX .......cccvveeevvneriree e 4.087 231 4.318
INCOME tAX EXPENSE ....veviiecieciesiesie ettt se sttt sttt snesne e ( 668) ( 45) ( 713)
Profit for theyear ... 3.419 186 3.605
Attributable to:
Equity holders of the parent ..........cccocevevevesesececeeeee e 3.419 183 3.602
MINOFItY INTEFESE ..o s 0 3 3
Profit for the Year ... 3.419 186 3.605
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Contd.:

44. Contd.:
Icelandic
GAAP Changes IFRSs
Earnings per share:
Basic earnings per share (ISK) .....ccvvvevvree e 1,55 1,63
Diluted earnings per share (ISK) ....coovcevveeerereeereeseesees e 1,53 1,61

Net profit attributable to the shareholders of the Parent Company increases by 1SK 186 million, in the comparative
figuresin the financial statements for the year 2004 due to the adaptation of the standards.

Salaries and related expense decrease by 1SK 109 million due to changes in the treatment of employee stock options.

Aviation services expenses decrease by ISK 235 million as a result of, among other things, the discontinuation of
expensing estimated expenses of future engine overhaul.

Changes in the income tax for the period result from the changes discussed here above.

Minority interest in the performance for the year is now presented separately among profits for the period but the
minority interest was previously expensed among financial income and financial expenses.

Ratios

45. The Group's primary ratios are specified as follows

2005 2004
Working capital from OPErations ........c..ccoevereeirieereeseesesese e 3.566 4.862
Equty ratio - equity / capital employed .........ccccevveireineereserse s 56,1% 33,9%
Total equity t0ISSUEH CAPILAl .....covevireeireercerer e 12,83 5,84

Cor por ate gover nance

46. The Board of Directors of FL Group hf. places emphasis on maintaining appropriate corporate governance. The
Board of Directors has put in place written guidelines which among other things include the division of duties
between the Board and the CEO. The guidelines aso include rules on the order of meetings, the ability of Board
Members to take part in decision making, confidentiality obligation, the CEO's duties regarding the flow of
information to the Board of Directors and etc. The Board of Directors negotiates the CEO's remuneration, has regular
meetings with the Company's auditors and has hired an internal auditor. The Board of Directors satisfies the
independence clauses set forth in article 2.6. in the guidelines from the Icelandic Stock Exchange on corporate
governance.

Financial Statements of FL GROUP hf. 2005 39 In 1SK million



