Hagar hf.

Consolidated Financial Statements
for Year Ended 29 February 2008
| SK

Hagar hf.
Skdtuvogi 7
104 Reykjavik
Iceland

Reg. no. 670203-2120



Contents

Endorsement and Signatures by the Board
of Directorsand the CEO .........cccoerevevrenenn.

Independent Auditor's Report .......ccccceeveeenen.
Consolidated Income Statement .....................

Consolidated Balance Sheet ...........coovveueeeee.

Financial Statements of Hagar hf. 29 February 2008

Consolidated Statement of Changes
I o U ]

Consolidated Statement
Of CaSh FIOWS .....eeeeieieceee e

Notes to the Consolidated Financial
SEAEMENES oo




Endorsement and Signatures by the
Board of Directorsand the CEO

The consolidated financial statements of Hagar hf. ("the Company") have been prepared in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the EU. These are the Company'sfirst IFRS
consolidated financial statements. The Company's financial statements for the previous years have been
prepared in accordance with the Financial Statements Act and I celandic General accepted accounting principles
in Iceland ("IS-GAAP"). The transition to IFRS resulted in an increase of equity of ISK 73 million as at 1
March 2007 and decrease of 61 million as at 1 March 2006. The financia statements comprise the
consolidated financial statements of Hagar hf. and its subsidiaries ("the Group™).

In April 2007, the Company acquired a 50% share in P/f SMS from its shareholder Baugur Group hf. and in
June 2007 the Company acquired a 45% share in Hisasmidjan hf. also from its shareholder Baugur Group hf.

According to the income statement, profit of the Group for the year amounted to 1SK 527 million. According
to the balance sheet, equity at the end of the year amounted to I1SK 8,808 million.

The Company's share capital amounted to ISK 1,218 million at the end of the fiscal year. Shareholders were 4
at the end of the fiscal year. Baugur Group hf. held atotal of 95% of outstanding shares.

The Board of Directors proposes that no dividend shall be paid to shareholders.
Statement by the Board of Directorsand the CEO

To the best of our knowledge the consolidated financial statements give a true and fair view of the consolidated
financial performance of the Company for the fiscal year ended 29 February 2008, its assets, liabilities and
consolidated financial position as at 29 February 2008 and its consolidated cash flows for the fiscal year ended
29 February 2008.

Further, in our opinion the consolidated financial statements and the endorsement by the Board of Directors
and the CEO give a fair view of the development and performance of the Group's operations and its position
and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the annual consolidated financial statements of
Hagar hf. for the year ended 29 February 2008 and confirm them by means of their signatures. The Board of
Directors and the CEO recommend that the consolidated financial statements will be approved at the annual
general meeting of Hagar hf.

Reykjavik, 29 May 2008.

The Board of Directors:

Jéhannes Jonsson
Jon Asgeir Johannesson

Tinna Olaf sdéttir

CEO:

Finnur Arnason
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|ndependent Auditor”s Report

To the Board of Directors and Shareholders of Hagar hf.

We have audited the accompanying consolidated financial statements of Hagar hf. and its subsidiaries (the
"Group"), which comprise the balance sheet as at 29 February 2008, and the consolidated income statement,
consolidated statement of changes in equity and consolidated cash flow statement for the year then ended, and a
summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

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

Auditor's Responsibility

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

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

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

Opinion
In our opinion, the financial statements give a true and fair view of the consolidated financial position of Hagar

hf. as at 29 February 2008 and of its consolidated financial performance and its consolidated cash flows for the
year then ended in accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, 29 May 2008.

KPMG hf.
Anna bordardottir
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Consolidated | ncome Statement
for theYear Ended 29 February 2008

Note 2008/07 2006/07

SAIES bR bR R R R Rt bt r Rt n R n e 52,210 46,513
COSt Of GOOUS SOIA ...t ( 38488) ( 34,645
G OSS PFOFIT ..ot 13,722 11,868
Other Operating INCOMIE ......coui ittt ettt se et se e e st e sbeseeseaneeneenas 7 112 76
Salaries and salary-related EXPENSES ......vvveveeee e see et e st e seens 8 ( 5907) ( 5288
Other Operating EXPENSES ..o s s ( 5021 ( 4582
Results from oper ating activities befor e depreciation and amortisatior 2,906 2,074
Depreciation and amortisation of Operating aSSELS ........ocoervereeierierereriereee e 9 ( 992) ( 856)
Resultsfrom operating aCtiVItieS ... 1,914 1,218
FINANCE INCOME ...ttt b ettt 471 1,182
FiNBNCE EXPENSES ....veveeeeeeeiesie e e e et e s e e e s e s se s s s te e nae e eneesesbesteseeeeneesesseseeseensenennen ( 1779 ( 1,659
NEt FINANCE BXPENSE ... 10 ( 1,308 (  477)
Share of loss of equity acCOUNtEd INVESIEES ..o 14 ( 36) ( 18)
Profit DEFOr € INCOME LAX ..o 570 723
[NCOME X EXPENSE ..e.veviteieeeseesestesteseesseeesessessesses e sesseseasestesseseesseseesessessessessesensesessenses 11 ( 43) ( 172)
Net profit fOr tNEYEAN ... 527 551

Earnings per share:
Basic and diluted earnings per share of ISK 1 .......cccvveievereennsiese e e 0.45 0.52

The notes on pages 9 to 32 are an integral part of these consolidated financial statements.
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Consolidated Balance Sheet as at 29 February 2008

Note 29/02/2008 28/02/2007

AsSsets
OPErELING BSSELS ...veuvereeeeeeeierierieseesee et sttt se et besbe b e e e e s e saesbesbesbeseaneaneas 12 4,532 4,113
INtANQIDIE BSSELS ..o 13 9,697 9,645
INVESEMENES 1N BSSOCIALES .....c.vviecieiecieieseee e et e e seee s s te e s st e s sear e s s be e s sbee s sarnessabeeeas 14 1,004 82
Investmentsin Other COMPANIES ........ccccvveierereceee e 15 3,905 2,484
INVESEMENES INDONAS ...t ear e s s be e s e e e 28 518 448
(DS (S (=0 =N = o < 16 0 8
Total non-current assets 19,656 16,780
1 01Y7= 010 = 17 3,657 3,063
Trade and other rECEIVADIES .........oooieieiie e 18 849 956
Trade receivable - customers' credit Cards ......oovvvevvviceeecee e 18 3,112 2,667
RESITICIE CASN ...ttt e e s s be e s sae e s saaeessabeeeans 19 508 0
Cash and Cash eQUIVAIENES ......ccveeeeeeeiece et s snens 19 213 150
Total current assets 8,339 6,836
Total assets 27,995 23,616

Equity
ShEr€ CAPITAL ..ottt et bbb e 20 1,218 1,067
RS gT= T o]0 T 0 S 6,536 3,975
TrANS AHON FTESEIVE ..ottt ettt e s te s s e e s s be e s sebe s s ssne s sabeesenbensans 31 0
S =TT a1c o == T T o S 1,023 1,496
Total equity 8,808 6,538

Liabilities

Loans from Credit iNSHIULIONS ........oeiieeeceec ettt e sae s 22 610 1,792
BONOS ...ttt ettt ettt e et e e te e eae e e beenreeereean 22 8,506 8,641
Incentives from Operating [€3SES .........cvvviveieieece e 25 373 434
Deferred tax [HabilitiES ........ccviiiceeie et e s 16 37 0
Total non-current liabilities 9,526 10,867
Interest-bearing 10ans and DOMTOWINGS ......c.oveeererere e 22 3,606 1,187
Trade and other payables, including derivatives ..........ccoooveeeivieve e 23 5,805 4,774
PrOVISIONS ...ttt ettt ettt e e s st e e s bt e s sar e s sbe e s ssbesssasnessabeesasbessanns 24 250 250
Total current liabilities 9,661 6,211
Total liabilities 19,187 17,078
Total equity and liabilities 27,995 23,616

The notes on pages 9 to 32 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changesin Equity
for the Year Ended 29 February 2008

Share Share Trandlation  Retained Total
capital premium reserve earnings equity
Changesin equity from 1 March 2006 to 28 February 2007
Equity at 28 February 2006, IS-GAAP ......cccccovvevee. 1,015 3,611 0 2,320 6,946
Changes due to IFRSs adoption .........cccceevvevereeeeenn, ( 61) ( 61)
Equity at 1 March 2006, IFRSS .........cccoovvrrenerieene, 1,015 3,611 0 2,259 6,885
Net profit for theyear ........ccccovvvevevccvev e 551 551
Issued share capital ........cccoceveiirieieinere e 52 364 416
Dividend received recognised directly in equity .......... 18 18
Dividendsto shareholders .........cccooeviiiiiiencincnne ( 1,332) ( 1,332)
Equity at 28 February 2007, IFRSS .......ccccecvveeririennn. 1,067 3,975 0 1,496 6,538
Changesin equity from 1 March 2007 to 29 February 2008
Equity at 28 February 2007, IS GAAP ......ccccevveeen. 1,067 3,975 0 1,423 6,465
Changes due to IFRSs adoption .........cccccccvvevereeeennn, 73 73
Equity at 1 March 2007, IFRSS ......ccccccvvvvnrenesieeee, 1,067 3,975 0 1,496 6,538
Net profit for theyear ........cccccoveveveeccscv e 527 527
Foreign currency diffrences for foreign operations...... 31 31
Issued share capital .......ccccocvvevevereeienere e 151 2,561 2,712
Dividends to shareholders .........cccoeevveieveinvinieniniennns ( 1,000) ( 1,000)
Equity at 29 February 2008, IFRSS.........cccccvevrerennn. 1,218 6,536 31 1,023 8,808

The notes on pages 9 to 32 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows
for the Year Ended 29 February 2008

Note 2008/07 2006/07
Cash flows from oper ating activities:

Net Profit fOr the YEAr ......ocvveeecec e s 527 551
Adjustments for NON-cash tranSaCtions ............ococereiininesee e 27 1,888 1,854
Working capital provided by operating activities 2,415 2,405

Net change in operating assets and liabilities ... 203 141
Cash from operations before interest and taxes 2,618 2,546

INEErESE FECEIVET ...t et s 56 182
L1 1= (=== 0 0 7= o ( 796) ( 931)
Net cash provided by operating activities 1,878 1,797

Cash flows from investing activities:

Acquisition of iNtanNgible 8SSELS .........coeie e 13 ( 110) ( 116)
ACqUISItioN Of OPErating ASSELS ...e.veveeeeereriesieseeee s ste et see e e e seesnens 12 ( 1,398) ( 934)
Acquisition of subsidiaries, net of cash acquired ...........coceveeeinininenere e, 0 ( 258)
Acquisition in sharesin other COMPanies .........cccceeveeereresieseseeceees e ( 397) ( 103)
Restricted Cash, Change ..o e ( 508) 0
Proceeds from sale Of Operating @SSELS .......cccvveeereeesesiese e 49 47
Proceeds from forward sale of investments in other companies ..........c.cccceeeeeenenee. 1,000 0
DIvIdendS rECEIVEL ........cooivieirieiriee et 85 18
Receivables and Securities, ChangEeS .........cvcvvereeerine s 45 3,964
Net cash provided by investing activities ( 1,234) 2,618
Cash flows from financing activities:
DRV (= g0 (S3 o = ] o OSSR ( 1,000) 0
Proceeds from DOFTOWINGS ......c.ooueieiiere e 351 800
Repayment Of DOTTOWINGS ........oceriereeeeesese et e et e e snesnens ( 912) ( 5,753)
Short term borrowings, ChangesS ...........coe e 980 456
Net cash used in financing activities ( 581) ( 4,497)
Net increasein cash and cash equivalents ..., 63 ( 82)
Cash and cash equivalentsat 1 March ..., 150 232
Cash and cash equivalentsat 29 FEbruary ..o, 213 150
Investment and financing activities without cash flow effect:
ACQUISITION Of BSSOCIALES ....ccveiuiieiieieieeee ettt eae e 2,712 0
Issued Share Capital ........cccceveiireeecir e e ( 2,712) 0
DIVIAENAS ...ttt et sttt be s besee e e e enea 0 ( 1,332)
2707010 L3O 0 1,723
INVESIMENES TN COMPBNIES .....eeuiitiieie ettt e et a e sae e e e e s 0 ( 2,189)
Proceeds from the issue of share capital and sale of own shares............cccceeevieeeee. 0 416
CUTENt lIADITTIES ...t 0 133
CUITENE FECEIVADIES ...t st 0 1,249
o 7= S =0 o (00 111 RS 0 ( 4)
00T T 1= 1 010 L= o) 0 4
The notes on pages 9 to 32 are an integral part of these consolidated financial statements.
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Notesto the Consolidated Financial Statements

1.  Reporting entity

Hagar hf. (the "Company") is a limited liability company incorporated and domiciled in Iceland. The address of
the Company's registered office is Skutuvogi 7, Reykjavik, Iceland. The consolidated financial statements of the
Company as at and for the year ended 28 February 2008 comprise the Company and its subsidiaries (together
referred to as the "Group” and individually as "Group entities')) and the Groups' interest in associates. The main
activity of the Group is retail.

2. Basisof preparation

a  Statement of compliance

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

The Company's Board of Directors approved the financial statements on 29 May 2008.

These are the Group's first financial statements prepared according to International Financial Reporting Standards
and IFRS 1, Introduction of International Financial Reporting Standards, has been applied.

The preparation of the Group's financial statements according to IFRSs leads to changes in accounting methods
from the Group's last financia statements which were prepared according to Icelandic GAAP. The accounting
methods described here below have been applied in a unitary way for those periods included in these financial
statements. Furthermore, they have also been applied in the preparation of the opening balance sheet according to
IFRS. Note 32 contains information on the effects of the changes upon the implementation of the IFRS on the
Group's financial position and performance. The note includes reconciliation of the Group's equity and return for
comparative periods, on the one hand according Icelandic GAAP and on the other, according to IFRSs.

b. Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis except for the following:

« derivative financia instruments
« financia instruments are measured at fair value through profit or loss
The methods used to measure fair values are discussed further in note 4.

¢. Functional and presentation currency

These consolidated financial statements are presented in Icelandic kronas (1SK), which is the Company's functional
currency. All financial information presented in Icelandic kronas has been rounded to the nearest million.

d. Use of estimates and judgements

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

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

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

Financial Statements of Hagar hf. 29 February 2008 Amounts are in ISK million
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Notes, cont.:

2. Basisof preparation, cont.:

d.  Use of estimates and judgements, cont.:

« Note 13 — measurement of the recoverable amounts of cash-generating units
 Note 23 — measurement of share-based payments
 Note 24 — provision and contingencies

3. Significant accounting policies

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 March 2006 for the purposes of the
transition to IFRSs. The accounting policies have been applied consistently by Group entities.

a  Basis of consolidation

i)  Subsidiaries
Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so asto obtain benefits from its activities. In assessing control, potential
voting rights that presently are exercisable are taken into account. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until the date that control
ceases. The accounting policies of subsidiaries have been changed when necessary to align them with the policies
adopted by the Group.

ii)  Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and
operating policies. Significant influence is presumed to exist when the Group holds between 20 and 50 percent of
the voting power of another entity. Associates are accounted for using the equity method and are initially
recognised at cost. The Group's investment includes goodwill identified on acquisition, net of any accumulated
impairment losses. The consolidated financial statements include the Group's share of the income, expenses and
equity movements of associates 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 carrying amount of that
interest (including any long-term investments) is reduced to nil and the recognition of further losses is discontinued
except to the extent that the Group has an obligation or has made payments on behalf of the associate.

iii) Transactions eliminated on consolidation

Intra-group balances and transactions, and any unrealised income and expenses arising from intra-group
transactions, are eliminated in preparing the consolidated financial statements.

b.  Foreign currency
i)  Foreign currency transactions

Transactions in foreign currencies are trandated to the respective functional currencies of Group entities at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies at
the reporting date are retranslated to the functional currency at the exchange rate at that date. The foreign currency
gain or loss on monetary items is the difference between amortised cost in the functional currency at the beginning
of the period, adjusted for effective interest and payments during the period, and the amortised cost in foreign
currency trandated at the exchange rate at the end of the period. Non-monetary assets and liabilities denominated
in foreign currencies that are measured at fair value are retranglated to the functional currency at the exchange rate
at the date that the fair value was determined. Foreign currency differences arising on retranslation are recognised
in profit or loss, except for difference arising on the retrandation of foreign operation, which are recognised
directly in equity, (see (ii) below).

Financial Statements of Hagar hf. 29 February 2008 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

i)  Foreign currency transactions, cont.:

The foreign exchange difference from Group's forward exchange contracts used to hedge currency risk from trade
payable denominated in aforeign currency isincluded in cost of goods sold.

c.  Financial instruments
(i)  Non-derivative financial instruments

Non-derivative financia instruments comprise investments in equity, bonds, trade and other receivables, cash and
cash equivalents, loans and borrowings, and trade and other payables.

Non-derivative financial instruments are recognised initially at fair value plus, for instruments not at fair value
through profit or loss, any directly attributable transaction costs. Subsequent to initial recognition non-derivative
financial instruments are measured as described below.

Cash and cash equivalents comprise cash balances and call deposits.

Accounting for finance income and expense is discussed in note 3(m).

Held-to-maturity investments

If the Group has the positive intent and ability to hold debt securities to maturity, then they are classified as held-to-
maturity. Held-to-maturity investments are measured at amortised cost using the effective interest method, less any
impairment losses.

Financial assets at fair value through profit or loss

Aninstrument is classified at fair value through profit or loss if it is held for trading or is designated as such upon
initial recognition. Financial instruments are designated at fair value through profit or loss if the Group manages
such investments and makes purchase and sale decisions based on their fair value in accordance with the Group’s
documented risk management or investment strategy. Upon initial recognition attributable transaction costs are
recognised in profit or loss when incurred. Financial instruments at fair value through profit or loss are measured at
fair value, and changes therein are recognised in profit or loss.

Other

Other non-derivative financial instruments are measured at amortised cost using the effective interest method, less
any impairment |osses.

(ii) Derivative financial instruments
The Group holds derivative financia instruments to hedge its foreign currency and interest rate risk exposures.

Derivatives are recognised initially at fair value; attributable transaction costs are recognised in profit and loss
when incurred. Subsequent to initia recognition, derivatives are stated at fair value. The gain or loss on
remeasurement to fair value is recognised immediately in profit or loss. The gain or loss on remeasurement to fair
value of cash flow hedge of purchase of goods for saleisincluded in cost of goods sold.

Financial Statements of Hagar hf. 29 February 2008 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

c. Financial instruments, cont.:

(ii) Derivative financial instruments, cont.:
Economic hedges
Hedge accounting is not applied to derivative instruments that economically hedge monetary assets and liabilities

denominated in foreign currencies. Changes in the fair value of such derivatives are recognised in profit or loss as
part of foreign currency gains and losses.

(iii) Share capital
Ordinary shares

Ordinary shares are classified as equity. Incremental costs directly attributable to issue of ordinary shares and share
options are recognised as a deduction from equity, net of any tax effects.

Repurchase of share capital (treasury shares)

When share capital recognised as equity is repurchased, the amount of the consideration paid, which includes
directly attributable costs, is net of any tax effects, and is recognised as a deduction from equity. Repurchased
shares are classified as treasury shares and are presented as a deduction from total equity. When treasury shares are
sold or reissued subsequently, the amount received is recognised as a increase in equity, and the resulting surplus or
deficit on the transaction isincluded or deducted from share premium.

d. Operating assets
(i) Recognition and measurement
Items of operating assets are measured at cost less accumulated depreciation and accumul ated impairment losses.

Cost includes expenditures that are directly attributable to the acquisition of the asset. Purchased software that is
integral to the functionality of the related equipment is capitalised as part of that equipment.

When parts of an item of operating assets have different useful lives, they are accounted for as separate items
(major components) of operating assets.

Gains and losses on disposal of an item of operating assets are determined by comparing the proceeds from
disposal with the carrying amount of operating assets and are recognised net within “other income” in profit or loss.

(ii) Subsequent costs

The cost of replacing part of an item of operating assets is recognised in the carrying amount of the item if it is
probable that the future economic benefits embodied within the part will flow to the Group and its cost can be
measured reliably. The carrying amount of the replaced part is derecognised. The costs of the day-to-day servicing
of operating assets are recognised in profit or loss as incurred.

(iii) Depreciation
Depreciation is recognised in profit or loss on a straight-line basis over the estimated useful lives of each part of an
item of operating assets. Leased assets are depreciated over the shorter of the lease term and their useful lives
unless it is reasonably certain that the Group will obtain ownership by the end of the lease term. Land is not
depreciated.

Financial Statements of Hagar hf. 29 February 2008 Amounts are in ISK million
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Notes, cont.:

3. Significant accounting policies, cont.:

(iii) Depreciation, cont.:
The estimated useful lives for the current and comparative periods are as follows:

BUITAINGS ...ttt b e skt b et b e bt e bt et se et e se et et et e et eneneene e 20-50 years
Fixtures, equipment and MBCHINENY ........cciiirieirererer e enenes 3-14 years
TranspOrtation EQUIPIMIENE ...........cureirirtererieerie et se ettt s e a st bese b et b e e e bene b enesbenesbeneseenees 7 years

Depreciation methods, useful lives and residual values are reviewed at each reporting date.

e. Intangible assets

(i) Goodwill
Goodwill (negative goodwill) arises on the acquisition of subsidiaries and associates.
All business combinations are accounted for by applying the purchase method. Goodwill represents amounts arising
on acquisition of subsidiaries. In respect of business acquisitions that have occurred since 1 January 2003, goodwill
represents the excess of the cost of the acquisition over the Group’s interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities of the acquiree. When the excess is negative (negative goodwill), it is
recognised immediately in profit or loss.
Subsequent measurement

Goodwill is measured at cost less any accumulated impairment losses. In respect of associates, the carrying amount
of goodwill isincluded in the carrying amount of the investment.

(ii) Other intangible assets

Other intangible assets that are acquired by the Group, which have finite useful lives, are measured at cost less
accumulated amortisation and accumul ated impairment losses.

(iii) Subsequent expenditure

Subseguent expenditure is capitalised only when it increases the future economic benefits embodied in the specific
asset to which it relates. All other expenditure, including expenditure on internally generated goodwill and brands,
isrecognised in profit or loss asincurred.

(iv) Amortisation

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

SOFEWEIE ..ttt ettt e b e st b e ekt b et bR ARt e b ekt b et bRt bRt e b et 5years

f.  Leased assets

Leases in terms of which the Group assumes substantially al the risks and rewards of ownership are classified as
finance leases. Upon initial recognition the leased asset is measured at an amount equal to the lower of itsfair value
and the present value of the minimum lease payments. Subsequent to initial recognition, the asset is accounted for
in accordance with the accounting policy applicable to that asset.

Other |eases are operating leases and the leased assets are not recognised on the Group’ s balance sheet.
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Notes, cont.:

3. Significant accounting policies, cont.:

g. Inventories

Inventories are measured at the lower of cost and net realisable value. The cost of inventories is based on the first-
in first-out principle, and includes expenditure incurred in acquiring the inventories and bringing them to their
existing location and condition.

Net realisable value is the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses.

h.  Impairment

(i)  Financial assets

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

Animpairment loss in respect of afinancial asset measured at amortised cost is calculated as the difference between
its carrying amount, and the present value of the estimated future cash flows discounted at the origina effective
interest rate.

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

All impairment losses are recognised in profit or loss.

Animpairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment
loss was recognised. For financial assets measured at amortised cost the reversal is recognised in profit or loss.

(i) Non-financial assets

The carrying amounts of the Group's non-financial assets, other than inventories and deferred tax assets, are
reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists then the asset's recoverable amount is estimated. For goodwill and intangible assets that have indefinite lives
or that are not yet available for use, recoverable amount is estimated at each reporting date.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
coststo sell. In assessing value in use, the estimated future cash flows are discounted to their present value using a
pre-tax discount rate that reflects current market assessments of the time value of money and the risks specific to
the asset. For the purpose of impairment testing, assets are grouped together into the smallest group of assets that
generates cash inflows from continuing use that are largely independent of the cash inflows of other assets or
groups of assets (the “cash-generating unit”). The goodwill acquired in a business combination, for the purpose of
impairment testing, is allocated to cash-generating units that are expected to benefit from the synergies of the
combination.

An impairment loss is recognised if the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognised in profit or loss. Impairment losses recognised in respect of
cash-generating units are allocated first to reduce the carrying amount of any goodwill allocated to the units and
then to reduce the carrying amount of the other assets in the unit (group of units) on a pro rata basis.
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Notes, cont.:

3. Significant accounting policies, cont.:

(i) Non-financial assets

An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses recognised
in prior periods are assessed at each reporting date for any indications that the loss has decreased or no longer
exists. Animpairment 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.

i.  Employee benefits
(i) Defined contribution plans

A defined contribution plan is a post-employment benefit plan under which an entity pays fixed contributions into a
separate entity and will have no legal or constructive obligation to pay further amounts. Obligations for
contributions to defined contribution pension plans are recognised as an employee benefit expense in profit or loss
when they are due.

(if)  Short-term benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related
serviceis provided.

A liability is recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans if
the Group has a present legal or constructive obligation to pay this amount as a result of past service provided by
the employee and the obligation can be estimated reliably.

(iii) Share-based payment transactions

The fair value of the amount payable to employeesin respect of share appreciation rights, which are settled in cash,
is recognised as an expense, with a corresponding increase in liabilities, over the period that the employees become
unconditionally entitled to payment. The liability is remeasured at each reporting date and at settlement date. Any
changesin the fair value of the liability are recognised as personnel expensein profit or loss.

j.  Provisions

A provision isrecognised if, as aresult of a past event, the Group has a present legal or constructive obligation that
can be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the
obligation. 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 the risks specific to the liability.

k. Revenue
Goods sold

Revenue from the sale of goods is measured at the fair value of the consideration received or receivable, net of
returns, trade discounts and volume rebates. Revenue is recognised when the significant risks and rewards of
ownership have been transferred to the buyer, recovery of the consideration is probable, the associated costs and
possible return of goods can be estimated reliably, there is no continuing management involvement with the goods,
and the amount of revenue can be measured reliably.

Services

Revenue from services rendered is recognised in profit or loss in proportion to the stage of completion of the
transaction at the reporting date. The stage of completion is assessed by reference to surveys of work performed.
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Notes, cont.:

3. Significant accounting policies, cont.:

I.  Lease payments

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

Minimum lease payments made under finance leases are apportioned between the finance expense and the
reduction of the outstanding liability. The finance expenseis allocated to each period during the lease term so asto
produce a constant periodic rate of interest on the remaining balance of the liability.

Incentives from operating leases are recognised in profit or loss on a straight-line basis over the term of the lease.

m. Finance income and expenses

Finance income comprises interest income on funds invested, dividend income, changes in the fair value of
financial assets at fair value through profit or loss and gains on hedging instruments that are recognised in profit or
loss. Interest income is recognised as it accrues, using the effective interest method. Dividend income is recognised
in profit or loss on the date that the Group's right to receive payment is established, which in the case of quoted
securitiesis the ex-dividend date.

Finance expenses comprise interest expense on borrowings, unwinding of the discount on provisions, changes in
the fair value of financial assets at fair value through profit or loss, impairment losses recognised on financial
assets, and losses on hedging instruments that are recognised in profit or loss. All borrowing costs are recognised
in profit or loss using the effective interest method.

Foreign currency gains and losses are reported on anet basis.

n. Income tax

Income tax expense comprises current and deferred tax. Income tax expense is recognised in profit or loss except to
the extent that it relates to items recognised directly in equity, in which caseit is recognised in equity.

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

Deferred tax is recognised using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognised for the following temporary differences: the initial recognition of assets or
liahilities in a transaction that is not a business combination and that affects neither accounting nor taxable profit,
and differences relating to investmentsin subsidiaries and jointly controlled entities to the extent that it is probable
that they will not reverse in the foreseeable future. In addition, deferred tax is not recognised for taxable temporary
differences arising on the initial recognition of goodwill.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the reporting date. Deferred tax assets
and liabilities are offset if thereis alegally enforceable right to offset current tax liabilities and assets.

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

3. Significant accounting policies, cont.:

o. Earnings per share

The Group presents basic and diluted earnings per share (EPS) data for its ordinary shares. Basic EPS is calculated
by dividing the profit or loss attributable to ordinary shareholders of the Company by the weighted average number
of ordinary shares outstanding during the period. Diluted EPS is determined by adjusting the profit or loss
attributable to ordinary shareholders and the weighted average number of ordinary shares outstanding for the effects
of al dilutive potential ordinary shares, which could be issued.

p. New standards and interpretations adopted in the year ended 29 February 2008

IFRS 7 Financial Instruments: Disclosures and the Amendment to IAS 1 Presentation of Financial Statements:
Capital Disclosures became mandatory for the Group’s 2007-2008 financia statements. The adoption of IFRS 7
and the amendment to IAS 1 impacted the type and amount of disclosures made in these financial statements, but
had no impact on the reported profits or financial position of the Group.

IFRIC 7 — 10 became mandatory for the Group’s 2007-2008 financial statements but their adoption had no impact
on the Group's financia statements for the year ended 29 February 2008.

g. New standards and interpretations not yet adopted

A number of new standards, amendments to standards and interpretations are not yet effective for the period ended
29 February 2008, and have not been applied in preparing these consolidated financial statements:

IFRS 8 Operating Segments introduces the “management approach” to segment reporting. IFRS 8, which
becomes mandatory for the Group’s 2009-2010 financial statements, will require the disclosure of segment
information based on the internal reports regularly reviewed by the Group’s management in order to assess each
segment’s performance and to alocate resources to them. Currently the Group presents segment information in
respect of its business segments and presents one segment, retail. Under the management approach, the Group will
present segment information in respect of retail.

IAS 1 Presentation of Financial Statements (revised in 2007) replaces IAS 1 Presentation of Financial Statements
(revised in 2003) as amended in 2005. IAS 1 (Revised 2007) sets the overall requirements for the presentation of
financial statements, guidelinesfor their structure and minimum requirementsfor their content. The main changein
revised IAS 1 is a requirement to present al non-owner changes in equity (changes in equity not resulting from
transactions with owners in their capacity as owners) in one or two statements: either in a single statement of
comprehensive income, or in an income statement plus in a statement of comprehensive income. Unlike under
current IAS 1, it is not permitted to present components of comprehensive income in the statement of changesin
equity. 1AS 1 (revised in 2007), which becomes mandatory for the Group's 2009-2010 financial statements if
endorsed by the EU, is expected to impact the presentation of the Group's income statement and statement of
changesin equity.

Revised IAS 23 Borrowing Costs removes the option to expense borrowing costs and requires that an entity
capitalise borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset as
part of the cost of that asset. If endorsed by the EU, the revised IAS 23 will become mandatory for the Group’s
2009-2010 financial statements and will not have any impact on the consolidated financial statements.

The amendmentsto IFRS 2 Share Based Payment — Vesting Conditions and Cancellations (January 2008) clarify
the definition of vesting conditions and the accounting treatment of cancellations. If endorsed by the EU, the
amendments become mandatory for the Group’s 2009 financial statements, with retrospective application required.
The Group has not yet determined the potential effect of IFRS 2 (revised in 2008) on the consolidated financial
statements.
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Notes, cont.:

3. Significant accounting policies, cont.:

g New standards and interpretations not yet adopted, cont.:

IFRS 3 Business Combinations (revised in 2008) and amended IAS 27 Consolidated and Separate Financial
Statements introduce changes to the accounting for business combinations and for non-controlling (minority)
interest. The most significant changes from IFRS 3 (2004) and 1AS 27 (2003) are the following:

* IFRS 3 (2008) applies also to business combinations involving only mutual entities and to business combinations
achieved by contract alone;

* The definition of a business combination has been revised to focus on control;

* The definition of a business has been amended;

« Transaction costs incurred by the acquirer in connection with the business combination do not form part of the
business combination transaction;

» Acquisitions of additional non-controlling equity interests after the business combination are accounted for as
equity transactions,

« Disposals of equity interests while retaining control are accounted for as equity transactions;

* New disclosures are required.

IFRIC 11 IFRS 2 — Group and Treasury Share Transactions reguires a share-based payment arrangement in which
an entity receives goods or services as consideration for its own equity instrumentsto be accounted for as an equity-
settled share-based payment transaction, regardless of how the equity instruments are obtained. IFRIC 11 will
become mandatory for the Group’s 2008-2009 financial statements, with retrospective application required. The
Group has not yet determined the potential effect of the interpretation.

IFRIC 12 Service Concession Arrangements provides guidance on certain recognition and measurement issues that
arise in accounting for public-to-private service concession arrangements. IFRIC 12, which becomes mandatory for
the Group’s 2008-2009 financial statements if endorsed by the EU, is not expected to have any effect on the
consolidated financial statements.

IFRIC 13 Customer Loyalty Programmes addresses the accounting by entities that operate, or otherwise participate
in, customer loyalty programmes for their customers. It relates to customer loyalty programmes under which the
customer can redeem credits for awards such as free or discounted goods or services. IFRIC 13, which becomes
mandatory for the Group's 2009-2010 financial statements if endorsed by the EU. The Group has not yet
determined the potential effect of the interpretation.

IFRIC 14 IAS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction
clarifies when refunds or reductions in future contributions in relation to defined benefit assets should be regarded
as available and provides guidance on the impact of minimum funding requirements (MFR) on such assets. It also
addresses when a MFR might give rise to a liability. IFRIC 14 will become mandatory for the Group’s 2008-2009
financial statements if endorsed by the EU, with retrospective application required. It is not expected to have any
effect on the consolidated financia statements.
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Notes, cont.:

Deter mination of fair values

e

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

a  Operating assets

The fair value of operating assets recognised as a result of a business combination is based on market values. The
market value of property is the estimated amount for which a property could be exchanged on the date of valuation
between a willing buyer and a willing seller in an arm's length transaction after proper marketing wherein the
parties had each acted knowledgeably, prudently and without compulsion. The market value of items of equipment,
fixtures and machinery is based on the quoted market prices for similar items.

b. Intangible assets

The fair value intangible assets is based on the discounted cash flows expected to be derived from the use and
eventual sale of the assets.

c. Inventories

The fair value of inventories acquired in a business combination is determined based on its estimated selling price
in the ordinary course of business less the estimated costs of completion and sale, and a reasonable profit margin
based on the effort required to complete and sell the inventories.

d. Investments in financial assets at fair value through profit or loss

As indicated in note 3 c (i), the Group’s financial assets at fair value through profit or loss are measured at fair
value in the balance sheet. For some of these fanancial assets quoted market prices are readily available. However,
certain financial assets, for example unquoted securities, are fair valued using valuation techniques, including
reference to the current fair values of other instruments that are substantially the same, subject to the appropriate
adjustments.

Fair value estimates are made at a specific point in time, based on market conditions and information about the
financial instrument. These estimates are subjective in nature and involve uncertainties and matters of significant
judgement (e.g. interest rates, volatility, estimated cash flows etc.) and therefore, cannot be determined with
precision.

d. Trade and other receivables

The fair value of trade and other receivablesis estimated as the present value of future cash flows, discounted at the
market rate of interest at the reporting date.

e. Derivatives

The fair value of forward exchange contracts, foreign exchange option contracts and forward sale contracts is based
on their listed market price, if available. If a listed market price is not available, then fair value is estimated by
discounting the difference between the contractual forward price and the current forward price for the residua
maturity of the contract using arisk-free interest rate (based on government bonds).

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

4. Determination of fair values, cont.:

g. None derivatives financial liabilities

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

f.  Share-based payment transactions

The fair value of the amount payable to employeesin respect of share appreciation rights, which are settled in cash,
is estimated based on the forecast of Company's EBITA on the settle date.

5. Financial risk management

a  Overview
The Group has exposure to the following risks from its use of financial instruments:

Credit risk
Liquidity risk
Market risk.

This note presents information about the Group's exposure to each of the above risks, the Group's objectives,
policies, and processes for measuring and managing risk, and the Group's management of capital. Further
quantitative disclosures are included throughout these consolidated financial statements.

The Board of Directors has overall responsibility for the establishment and oversight of the Group's risk
management framework.

The Group's risk management policies are established to identify and analyse the risks faced by the Group, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Group's activities. The Group,
through its training and management standards and procedures, aims to develop a disciplined and constructive
control environment in which all employees understand their roles and obligations.

b. Credit risk

Credit risk is the risk of financial loss to the Group if a customer or counterparty to a financial instrument fails to
meet its contractual obligations, and arises principally from the Group's receivables from customers and investment
Ssecurities.

(i) Trade and other receivables
The Group's exposure to credit risk is influenced mainly by theindividual characteristics of each customer.

The Group establishes an allowance for impairment that represents its estimate of incurred losses in respect of trade
and other receivables and investments. The main components of this allowance are a specific loss component that
relates to individually significant exposures, and a collective loss component established for groups of similar
assetsin respect of losses that have been incurred but not yet identified. The collective loss allowance is determined
based on historical data of payment statistics for similar financia assets.

At the reporting date there were no significant concentrations of credit risk.
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Notes, cont.:

5. Financial risk management, cont.:

c.  Liquidity risk
Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The
Group'’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity
to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or
risking damage to the Group’ s reputation.

The Group has made agreements on overdraft facilities. No unused loan facilities is at 29 February 2008 (2007:
ISK 800 million).

d. Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will effect the
Group’ sincome or the value of its holdings of financial instruments. The objective of market risk management isto
manage and control market risk exposures within acceptable parameters, while optimising the return.

(i)  Currency risk

The Group is exposed to currency risk on purchases and borrowings that are denominated in a currency other than
ISK. The currencies in which these transactions primarily are denominated are Swedish krona(SEK), japanese
yen(YEN), U.S Dollars(USD), Euro (EUR) and Sterling (GBP).

The Group hedges percent of its trade payables denominated in a foreign currency. The Group uses forward
exchange contracts to hedge its currency risk, most with a maturity of less than a six months from the reporting
date.

(ii) Interest rate risk
A 27% og the Groups's borrowings carry variable interest rates.

(iii) Other market value risk
Other market value risk is limited as investments in shares and bonds are an insubstantial part of the Group's
operations.

e. Capital management

The Board's policy is to maintain a strong capital base to sustain future development of the business. The
Company's Board of Directors monitors the level of dividends to shareholders.

The Company's Board of Directors seeks to maintain a balance between the higher returns that might be possible
with higher levels of borrowings and the advantages and security afforded by a sound capital position. Return on
equity was 7% in the year ended 29 February 2008 and 8% in the year ended 28 February 2007.

There were no changes in the Company’ s approach to capital management during the year and the Company is not
obliged to comply with external rules on minimum equity.
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Notes, cont.:

6. Segment reporting

The Group does not present business nor geographical segments asits operationisonly in retail in lceland.

7.  Other income

Other income specifies as follows: 2007/08 2006/07

(00010755 o a1 (= | S 39 14

o [0 5= Vol PRSI 73 62
112 76

8. Salariesand related expenses

Salaries and related expenses are as follows:

S = 1= S 5,054 4,595
REIGIEA EXPENSES ....cveveiiiereeeese s sesee et e s st ee e e sesre e teseeneesesteseesreeeneenennennens 853 693
Total salaries and related EXPENSES ......oovereeererire et s 5,907 5,288
NUMDEr Of EMPIOYEES .....ccvieeieee et st 1,627 1,617

Salaries paid to the Board of Directors and Management amounted to ISK 216 million in 2007/08 (2006/07: ISK
212 million).

9. Depreciation and amortisation

Depreciation and amortisation are specified as follows: 29/02/2008  28/02/2007
Depreciation of operating assets, SEE NOE 12 .......ccvvvvereereeiererie e e reeeeese s eeens 934 814
Amortisation of intangible assets, SEe NOtE 13 ..o 58 42
Depreciation and amortisation recognised in the income statement .............ccovveeeneeee. 992 856
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10. Financeincome and expense

Financial income and financial expenses are specified as follows: 2007/08 2006/07
Interest income of bank deposits and account recievables ...........cccoceeeeiereneiencccnene, 24 29
Interest income and indexation Of PONAS ..o 101 443
Net foreign EXChaNgE GaIN .......co.covriiiee e e 10 0
Net gain on the sale of shares in companies and loan write-downs ..........ccccceeveevevennne 0 350
Provision for eXpected ClaMS .........cooieieiriie e 0 200
(DR T (= oo OSSR 141 0
Net changesin fair value of financial assets at fair value through profit or loss............ 0 101
Changesin fair value of deriVatiVES ... e 195 59
Total fINANCE INCOME ..ottt sttt et saesesaesesaeteseere e 471 1,182
Interest expenses and INAEXALION ..........cccviirerereeieeese e ( 1,457) ( 1,569)
Net foreign exchange gain (I0SS) .....ccveevireiiirieieieee e 0 ( 90)
Net changesin fair value of financial assets at fair value through profit or loss............ ( 322) 0
Total fiNANCE EXPENSE .....vveieeerere ettt senetes ( 1,779 ( 1,659)
NEL FINBNCE EXPENSE ...t ( 1,308) ( 477)

11. Incometax expense

Reconciliation of effectivetax rate 2007/08 2006/07
Profit fOr the YEaI ...c..ceveeeeece e s 527 551
INcome taX for tNE YEAN ........ccoeiveeerrecee e 43 172
Profit bEfOre iNCOME taX ......ccccvveveeeeecece e 570 723
Income tax according to current tax rate ...........ccoeeneeee. 18.0% 103 18.0% 130
Other HEMS ..o (  105%) ( 60) 5.8% 42
Effectivetax rate ..., 7.5% 43 23.8% 172

12. Operating assets

Fixtures and
Operating assets and their depreciation is specified as follows: Buildings  equipment Total
Cost
Balanceat 1 March 2006 ..........cccveerieirieinieinieenieeseseses e 40 8,096 8,136
Acquisitions through business combinations ...........ccccceverereieieneennns 0 157 157
Acquisitions during the Period ...........ccceveveeeecesiesiesie e 0 934 934
Transfered to intangible assets (NOte 32) ......ccccevieiereeercrereee e 0 ( 229) ( 229)
Other diSPOSAIS ... 0 ( 39) ( 39)
Balance at 28 February 2007 ... 40 8,919 8,959
Depreciation and impair ment losses
Balanceat 1 March 2006 ..........ccoveerieirieinieinieesie e 1 4,087 4,088
(DS o (= o T (o] o [F USSR 2 812 814
Transfered to intangible assets (NOte 32) .......ccccevevveerieeceeceeceeeee, 0 ( 56) ( 56 )
Balance at 28 February 2007 ........ccccoeiiiiinereeeee e 3 4,843 4,846
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Notes, cont.:

12. Operating assets, cont.:

Fixtures and

Buildings  equipment Total
Carrying amounts
AL L MACh 2006 ......cocvvmererrrereiereresrerereese e 39 4,009 4,048
At 28 FEDIUAry 2007 ....cooveiieeiieeiesisterese st 37 4,076 4,113
Cost
Balance at 1 March 2007 ... 40 8,919 8,959
Acquisitions during the Period ... 0 1,398 1,398
Other diSPOSAIS ....cuveueeeeeeeeiere e ( 5) ( 454) ( 459)
Balance at 29 February 2008 ..........cccceevieirieininenenienesese s nens 35 9,863 9,898
Depreciation and impair ment losses
Balance at 1 March 2007 ..o 3 4,843 4,846
(DS o (= o T (o] IR USSR 1 933 934
Other diSPOSAIS .....cveeciiistee e 0 ( 414) ( 414)
Balance at 29 February 2008 ..........ccoreriririereieeene e 4 5,362 5,366
Carrying amounts
At L March 2007 ......cceeieeririeieereeirisieie e 37 4,076 4,113
At 29 FeEbruary 2008 .........ccoorrerererirermnrereeiesrsrereese e 31 4,501 4,532

Change in estimates

A expected useful lives of certine fixtures was decreased during the year ended 29 February 2008 due to a planned
renovation and change in location of stores.

Official Real Estate Value and Insurance Value
Insurance value, official real estate value and carrying value at the end of February 2008, is as follows:

29/02/2008  28/02/2007

Official real BStAE VAIUE ..o s 37 43
Insurance value of BUITAINGS .......cooiiiieee e 41 49
Carrying value of BUITAINGS ....c.coviiiiseecese e ene s 31 37
Insurance value of fixtures and eqUIPMENE ..........cccevereereeiereresesereeree e 9,225 7,416
Carrying value of fixtures and eqUiPMENt ..........cccoeiirereneienese e 4,501 4,076

Leased operating assets

The Group leases operating assets under a number of finance |ease agreements. These leases provide the Group
with the option to purchase the equipment at a beneficial price. The leased equipment secures lease obligations
(see note 22). At 28 February 2008 the net carrying amount of leased equipment was ISK 115 million (2007: 309
million).
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13. Intangible assets

The Group's intangible assets are specified as follows:

Leaserights Software Goodwill Total
Cost
Balanceat 1 March 2006 .........cccooeueeiinenenneeeenesinines 120 0 8,723 8,843
Acquisitions during the period ...........ccoceeeeeveevenrenenenne. 0 0 671 671
Transfered to intangible assets (note 32) ........cccceeeeene 0 229 0 229
Balance at 29 February 2007 .........cccconvrreeennnnnnenenens 120 229 9,394 9,743
Amortisation and impair ment losses
Balanceat 1 March 2006 .........c.cooereveerrennreeeneneneenns 0 0 0 0
AMONtISAHON ..t 12 0 30 42
Transfered to intangible assets (note 32) ........cccceeveeeene 0 56 0 56
Balance at 29 February 2007 .........ccccoeeereereeenesenennnns 12 56 30 98
Carrying amounts
At L March 2006 .....c.couvveeeeninerinieieeeseres e 120 0 8,723 8,843
At 29 February 2007 ........coeverererermreererenenenesrereeneneneenes 108 173 9,364 9,645
Cost
Balance at 1 March 2007 ........ccccoveevinnenereeenenennens 120 229 9,394 9,743
Acquisitions during the period ...........ccocceeenenenenenene 28 82 0 110
Balance at 29 February 2008 ..........ccccvrmvvereerinernneerenen. 148 311 9,394 9,853
Amortisation and impair ment losses
Balance at 1 March 2007 ........ccocovvevinnneeeenenenens 12 56 30 98
AMONtISAHON ..o 12 37 9 58
Balance at 29 February 2008 ...........ccoceeeveerinenerinennens 24 93 39 156
Carrying amounts
At L March 2007 .....ccovvereininrereeeseree e 108 173 9,364 9,645
At 29 February 2008 ...........ceeenenerereneienenesesieieseneseseneas 124 218 9,355 9,697

Impairment tests

Goodwill was tested for impairment by comparing their carrying amounts to their value in use. The main
assumptions consist of discount rate of 13.7%-14,7%, and revenue growth of 7%.

For the purpose of impairment testing on goodwill, goodwill is alocated to the Group's unit which represent the
lowest level within the Group, at which the goodwill is monitored for internal management purpose.
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13. Intangible assets, cont.:

For the purpose of impairment testing on goodwill, value in use is determined by discounting the future cash flows
generated from the continuing use of each unit and was based on the following key assumptions:

Cash flows were projected based on actual operating results and the 5-year business plan. Cash flows were
extrapolated for determining the residual value using a constant growth rate which was consistent with the long-
term average growth rate for industry. Management believes that this forecast period was justified due to the long-
term nature of the business. The anticipated annual revenue growth included in the cash flow projections was 7%
for the years 2008 to 2012. An after-tax discount rate of 13,7-14,7% was applied in determining the recoverable
amount of the units. The discount rate was estimated based on an industry average weighted average cost of
capital, which was based on a possible range of debt leveraging of average 33,5% at a marked interest rate of
9,3%.

The value assigned to the key assumptions represent management's assessment of future trends in the business and
are based on both external sources and internal sources (historical data).

14. |nvestmentsin associates

The Company's share of lossin its associates for the year amounted to ISK 36 million (2006/07: ISK 18 million).

The Group's investments in associates are specified as follows:

Carrying Carrying
Ownership amountat  Ownership amount at
29/02/2008 28/02/2007
Max ehf., [caland ..........ccoeeeeriniiieere e 51% 51%
P/f SMS, Faroe 1dands ..........ccocooeerineneneneeencne e 50% - -
1,004 82

Summary of financia information for associates at 31 December 2007, not adjusted for the percentage ownership

held by the Group:

29/02/2008  28/02/2007
AASSELS ...ttt e e —e et t e e ae ettt e e nreenaae e reenreenree s 2,465 313
LI@DTTTIES 1.t ( 1,233) ( 150)
REVENUE ... e et e e et e e et e e e snne e e sareeennreeenees 4,545 304
EXENSES ..ottt sttt ettt bbbt b bbbt b bttt n b b ( 4,603) ( 340)
INEETOSS ... ( 58) ( 36)

The Company owns 51% of outstanding shares in Max ehf. The Company's investment in the company is
classified as investment in associates as the Company does not have the power to govern the financia and
operating policy of the entity.

In April 2007, the Company acquired a 50% share in P/f SMS from its shareholder Baugur Group hf. The
acquisition price was settled by issuing new shares in the Company.
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15. Other investments
Financial assets designated at fair valuethrough profit or loss

The Group's investment in other companies designated at fair value through profit or loss is specified as follows:

Carrying Carrying
amountat  amount at
Share  29/02/2008  28/02/2007

Husasmidjan hf., 1CEland ..........ccoeivieinicicecee e 45%
FL Group hf., 1CEand ......cccveeririiesceeeee e 0.40%
BYR sparigoour, 1CEland .......ccccoveveieieiinecseee e
Investment in Other COMPAENIES .......cccccvererere e

3,905 2,484

In June 2007, the Company acquired a 45% share in the Hlsasmidjan hf. from its shareholder Baugur Group hf.
The acquisition price was settled by issuing new shares in the Company.

In Agust 2007, the Company entered into a forward sale contract where 37.9 million sharesin FL Group were sold
forward. The Company will receive any gain or loss from the shares against paying interest and bear foreign
currency risk from the contract until the settlement of the contract. The net fair value of the forward sale contract
is classified as derivatives and is recorded with other payables and amounted to I1SK 706 million at 29 February
2009. Gain or loss from the contract is classified as finance income or 1oss on a net basis.

16. Deferred tax assets and liabilities

The deferred tax assets and liabilities are specified as follows:
29/02/2008  28/02/2007

Deferred tax asSatS a 1 MarCh ..o 8 170
ACQUISITIONS AUINMNG tNE YN ... e 0 ( 5)
Calculated income tax for thE YEaI .......cccceveviiinierceeee e ( 43) ( 159)
OFNET ITEIMS ..ottt sttt e be et et et et eneebeebestesresenseneeneans ( 2) 2
Deferred tax (liability) assets at the end of theyear ..o, ( 37) 8
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16. Deferred tax assets and liabilities, cont.:

The Company's deferred income tax asset is attributable to the following balance sheet items:
29/02/2008  28/02/2007

INtANQIDIE BSSELS ....eveeeeecere et r e ens ( 33) ( 20)
(0 0c = L gTo =SS = SRS ( 315) ( 373)
Trade and other reCaIVaDIES .........ooeiiiiree s 2 11
Trade and other payables, including deriVatiVes ........c.ccooooeriieineni e 153 54
Carrying amount of 10sses carried forward ...........covvereeerienesiese e 156 336
Deferred tax aSSEL .........occiiii s ( 37) 8

Movement in temporary differences during the year:

Recognised

Balance in profit Balance

01/03/2007 orloss 29/02/2008

INtANGIDIE BSSELS ...t e ( 20) ( 13) ( 33)

OPErALiNG BSSELS ...vvvveeereieeeeereseseseeseeeeresteseeseeseesessessesresseaeeenesrenees ( 373) 58 ( 315)
[INVESIMENES 1N BSSOCIALES ......eviveieeeeeeeier et 3 ( 3) 0
Trade and other recaiVabIES ........covveeeeeri e 8 ( 6) 2
L 0ans and DOITOWINGS ......coveeruerieriiieeieesese e e 54 99 153
Carrying amount of losses carried forward ..........coooeverrnercnnrennenenns 336 ( 180) 156

INEL EBX BISSEL ..vvveeeeeeriresesese et es ettt ettt es e 8 ( 45) ( 37)

Carry forward tax losses at year-end amounted to ISK 820 million. Due to uncertainty regarding the utilisation of
tax asset arising from carry forward tax losses it is not recognised in full. A ISK 129 million of the carry forward
tax losses are recognised in the income tax assets. Carry forward losses not used to offset taxable income within

ten years expire. Carry forward tax losses can be used as follows:
29/02/2008  28/02/2007

Loss for the year 1999, to be used before end of 2009 ........cccccvvvvevevccencvce v, 23 23
Lossfor the year 2001, to be used before end of 2011 .........cocoviieieinieninene e, 17 17
Loss for the year 2002, to be used before end of 2012 .........ccccovvveveceeeneve v, 35 35
Lossfor the year 2003, to be used before end of 2013 ..., 28 116
Loss for the year 2004, to be used before end of 2014 ........ccoovvvveverecceceve e, 26 693
Loss for the year 2005, to be used before end of 2015 ..., 820 1,194

949 2,078
Carry forward tax 10SSeS NOt reCOgNISEA .....ccveeruiriirie et e ( 129) ( 129)
Carry forward tax losses recognised in in income tax assets or liabilities .................... 820 1,949

17. Inventories

Inventories are specified as follows:

GIOCENTES ..ottt sttt sttt ettt bbbt ekt b et bt e bt st b etk e et e et sb et 1,983 1,770
SPECIAILY JOOUS ...ttt sttt b e b b e e et ae bt e b e e neebe e 1,630 1,250
GOOAS TN TFANSIT ...ttt et sttt bbb 44 43
TOtal INVENLOMIES .....viviieieterecce ettt n et e e ennes 3,657 3,063
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18. Trade and other receivables

Trade and other receivables are specified as follows:
29/02/2008  28/02/2007

Trade rECAIVANIES ....ocvee ettt st be e s ae e e aneereeres 652 719
Other TECEIVADIES ..ottt ettt e e e e s abe e reeeaeesaneens 225 282
Allowance for Dad debt ... ( 28) ( 45)
Trade and other reCEIVANIES ........c.oovccviiicee e e 849 956
(OI01S (0001 X0 (= 0 [ A 0= (0 SRR 3,112 2,667
Total trade and other FECEIVADIES .........oooii i 3,961 3,623

The Company has pledged its credit card receivables in the amount of 1SK 1.185 million (2007: 1.130).

19. Cash and cash equivalents

L@ = o LTSSV UE TRV 213 39
BanK DEIANCES ... e e 0 111
Cash and cash equivalents in the statement of cash flIOWS ... 213 150

20. Equity

Issued capital

In millions of shares 2007/08 2006/07
ONISSUE A L MAICH ..t e st s e s s e e s sae e s sarnas 1,067 1,015
ISSUEd Shar€ CaPItal .......eceveeeeecese s eenenne s 151 52
ONiSSUE @ 29 FEDIUAIY ....oeieiieieeiere sttt bbb e eaeas 1,218 1,067

The Company holds own shares amounting to a nominal amount of 1SK 0,2 million, own shares are deducted from
equity. One vote is attached to each ISK one share. Issued capital at year-end amounted to I1SK 1.218 million and
isall paid for.

Share premium

Share premium represents excess of payment above nominal value (ISK 1 per share) that shareholders have paid
for shares sold by the Company. According to Icelandic Companies Act 25% of the nominal value of share capital
must be held in reserve which can not be paid out as dividend to shareholders.

Translation reserve

Foreign exchange differences arising on trandation of financial statements of foreign associates are recognised
directly in a separate component of equity.
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20. Equity, cont.:
Dividends
The following dividends were declared and paid by the Company:

Dividends paid is as follows: 2007/08 2006/07
Dividends paid ISK 0.82 per share 2007/08 (ISK 1,25 per share 2006/2007) ............. 1,000 1,332

The Board of Directors proposes that no dividend shall be paid to shareholdersin 2008/09.

21. Earningsper share

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.

Basic and diluted earnings per share 2007/08 2006/07

Net profit for the year attributable to equity holders of the parent ...........cccceveeecivennene 527 551

Weighted average number of ordinary shares:

Share capital at the beginning of the Year ... 1,067 1,015
ISSUEd Share CAPITEl ........cveveeeieiiric et 109 26
Weighted average number of ordinary Shares ... 1,176 1,041
Basic and diluted €arningS PEr SNAIE ........ccvevveieiireeee s 0.45 0.53

22. Interest-bearing loans and borrowings

Interest-bearing loans and borrowings are specified as follows:

Non-current liabilities

SECUrEd DANK [OBNS .......cueeiviiiieiecteceee ettt et sttt et e e beeeesaesneesbesreens 427 1,483
Unsecured [0an from Shar€holder ........ooveeeeeiiecieceece et 0 675
Finance 1€ase [1ability ....ccccooeeeeeeice s s 183 179
Total loans from credit INSHEULIONS ........ooeeeeeiieeereecee et 610 2,337
UNSECUrEd DONA ISSUES ......veeveeiiii ettt sttt s s sa e st s re e s e s sressbeesaessrenans 8,506 8,096

9,116 10,433

Current liabilities

Current portion of secured bank 10aNS ...........ccooiiiiiiiinii e 1,236 439
Current portion of loan from shareholder .........cccceveieinivie v 675 0
Current portion of finance lease liability .......cccocvovviireieieie e 7 40
Unsecured bank faCility ......ccoeoiveinieirsiccsee s 1,688 708
3,606 1,187
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22. Interest-bearing loans and borrowings, cont.:

Terms and conditions of outstanding loans were as follows: Weighted 29/02/2008  28/02/2007

average Carrying Carrying

interest rate amount amount
Debt in ISK, INAEXALEA .......cevvevirieiireeiieieisiee et 5.60% 11,531 10,479
DEBLINEUR ..ot 5.79% 240 217
DEDLINUSD ..ot 6.74% 136 139
D= oL T IS TSRS 5.31% 405 424
DEBLINJPY e 2.38% 122 110
DEBLIN CHF ..o 4.09% 288 251
Non-current loans and borrowing, including current portion ............... 12,722 11,620

Current portion of non-current loans and bOrrowings ... ( 3,606) ( 1,187)
Total 10ans and DOITOWINGS .....cvveeeeeereresesereereeesrese e eeesesne e 9,116 10,433

Contractual repayments of non-current borrowings are specified as follows: 2008/09 2007/08
RepaymentSin 2007/08 .........coeourueereirininsiesieesie s es 0 1,187
Repayments in 2008/09 ........ccoiiiirieieere et s e b b e 3,606 2,537
RepaymentS in 2009/10 ........ccovieieereeeeeresesesesee e sre e te e e esesre s sre s e e e st neeneens 8,876 7,588
RepaymMentS in 2010711 .....co.oiiiiieeeieere et e b e 34 287
U101 o [0 0| ST 206 21
LI SOOI TR 12,722 11,620

Finance lease liabilities

Present
Finance lease liabilities are payable as follows: Future value of
minimum minimum
lease lease
payments Interest payments
LeSSthan ONE YEAN .......coeieeeiiri e 7 19 27
Between one and fiVE YEAIS ....c.ocvvvvvreeeceee e 29 80 109
MOre than fiVE YEAIS ......coereieere e 85 230 315
121 329 451
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23. Tradeand other payables, including derivatives

Trade and other payables are specified as follows: 29/02/2008  28/02/2007
QLI 0 [ 0= V7 o)== SR 3,842 3,417
Other PAYBDIES ..ot 1,202 1,237
Share-based payments obligation ..........ccocoeiie e 34 0
Derivatives - forward SAle CONIACE .........ccvorrrereiiirreneree s 707 0
Derivatives - foreign exchange Option CONLIACt ..........couveereererenenie e ( 42) 58
Incentives from operating |€ases (SEE NOLE 26) ......c.ccveereririererieeeeeee e 62 62
Total trade and other payables, including derivatives ..........ccceeevvvvvinvercceccsce s 5,805 4,774

In May and June 2007, the Company entered into share-based option contracts with its executives. The contracts,
which are cash settled, are exercisable at end of May 2010. The total liability is estimated to ISK 127 million
whereof ISK 34 million are recorded as salary related expenses for the period and as a liability at 29 February
2008.

24. Provisionsand contingencies

In February 2006, the Company sold its subsidiary Skeljungur hf. Under the sale agreement the Company has an
obligation to pay any compensationary damages that may be imposed on Skeljungur hf. as a result of litigations
from former customers of Skeljungur hf. due to its violation of the Icelandic Competition Law. The company has
already been indicted by several of its customers. The District Court of Reykjavik has ruled against the company
and ordered it to pay conpensationary damages. Skeljungur hf. has appealed the verdict. The conclusion of this
case is uncertain. No charge was recognised in the income statement for the year ended 29 february 2008
(2006/07: 1SK 200 million). At year-end the provision amounted to 1SK 250 (2007: ISK 250 million).

25. Operating leases

Non-cancellable operating |ease rental s are payable as follows:
29/02/2008  28/02/2007

LESSTNaN ONE YA ...t et bbb 30 58
Between 0Ne and fIVE YEAIS ....c.ecvv it st 2,123 1,554
MOFE than fIVE YEAIS ...ttt 14,529 12,267

16,682 13,879

The Company leases buildings for its operations. The longest term of lease is until 2021. At the end of February,
the obligation in relation to these leases amounted to I1SK 16,682 million (2007: 13,879 million). The Company
has also entered into operating | ease agreements regarding machinery, equipment and operating assets.

The remaining incentives from operating leases amounting to ISK 435 million will be recognised in profit or loss
on a straight-line basis over next seven years.
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26. Financial instruments

Credit risk
Exposure to credit risk

The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure to credit

risk at the reporting date was:
Notes 2007/08 2006/07
Investmentsin other COMPANIES ........cccevveveeceeerie e 15 3,905 2,484
Trade receivables and other recaivables ..o, 18 849 956
Trade receivables - customers credit cards ........ccoeeevvenrenseieneenn 18 3,112 2,667
RESIICIEA CASN ...t 19 508 0
Cash and cash eqUIVAIENES ........coeiiiirierre e e 19 213 150
8,587 6,257

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

Credit CardSTECERIVADIES .......oooiceeeeiieeeeet ettt e ee s s e s te s e saee s sraee s 3,112 2,667
OthEr TECEIVADIES ...ttt et et et s s e s s e s sabe e s bessbessaeeens 849 956
3,961 3,623

The movement in the allowance for impairment in respect of trade receivables during the year was as follows:

Balance at the beginning of the VAN ..o 45 844
Receivabl @S WHTEN Off ..o ( 12) ( 21)
Changes in provision during the PENod ..........ccoeereireireinseeere s 1 ( 778)
BalanCe al YEar €N .......c.oivevirieierieieee e 34 45
Liquidity risk

The following are the contractual maturities of financial liabilities, including estimated interest payments:

29 February 2008
Non-derivative financial Carrying  Contractual Lessthan After
instruments amount  cashflows oneyear 1-2years 2- 5 years 5 years
Loans and borrowings........ 10,871 (12,131) (3,283) (8,786) (26) (36)
Finance lease liabilities ..... 191 (420) (26) (54) (84) (256)
Trade and other payables .. 5,805 (5,805) (5,805)
overdraft ......ocvvrerereerenenn. 1,688 (1,688) (1,688)

18555 (  20,044) ( 10,802 ( 8,840) ( 110) ( 292)
28 February 2007
Non-derivative financial Carrying  Contractual Lessthan After
instruments amount  cash flows oneyear 1-2years 2- 5 years 5 years
Loans and borrowings........ 11,620 (12,675) (1,568) (3,283) (7,798) (26)
Finance lease liabilities ..... 217 (484) (60) (54) (84) (286)
Trade and other payables .. 4,774 (4,774) (4,774)
overdraft ......ovvrerevcerenen. 708 ('708) (708)

17319 ( 18641) ( 7,110) ( 3,337) ( 7,882) ( 312)
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26. Financial instruments, cont.:

Currency risk
Exposure to currency risk
The Group’ s exposure to foreign currency risk, based on notinal amounts, was as follows:

29 February 2008 EUR UsD CHF SEK JPY
Loans and borrowings ........cccceevvereereenene 2,407 2,079 4,590 38,049 193,422
Balance sheet risK ....ccvveveceecerceecesiecne, 2,407 2,079 4,590 38,049 193,422
28 February 2007 EUR UsD CHF SEK JPY
Loans and borrowings ........c.cceeeveveereenene 2,411 2,079 4,606 44,571 194,908
Balance sheet risK ....ccovevveeeereeeeciecieennenn, 2,411 2,079 4,606 44,571 194,908

The following significant exchange rates applied during the year:

Average rate Reporting date spot rate
2007/08 2006/07 2007/08 2006/07
BUR .ot 88.74 90.02 99.80 88.79
USD ittt 63.47 70.75 65.63 67.33
CHE s 54.08 56.85 62.72 55.05
SEK e 9.55 9.76 10.64 9.56
JPY s 0.55 0.61 0.63 0.57

A 10 percent weakening of the Icelandic Kronas against the above currencies at 29 February 2007 would have
drcreased profit after tax by 1SK 98 million (2006: 1SK 94 million). This analysis assumes that all other variables,
in particular interest rates, remain constant. The analysisis performed on the same basis for 2006/07.

Interest rate risk

Interest-bearing financia liabilities are as follows at the year end: 2007/08 2006/07

Financial instruments with fixed interest rate

FiNaNCial [1aDiliTIES ......ceeiieiieceeeteceee ettt be e e ee b saa e besbeens 9,297 9,531

Financial instruments with floating interest rate

FiNanCial [1aDiliTIES .....cceeiiiiiieiecteceee ettt st e be et s be e sresae e beebeens 3,425 2,089
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26. Financial instruments, cont.:

Fair value

Fair value versus carrying amounts
The fair values of financial assets and liahilities, together with the carrying amounts shown in the balance sheet, are

asfollows:

29 February 2008 28 February 2007

Carrying Carrying

amount Fair value amount Fair value

Investments in other COMPaNIES ........cceevvvevrieiereeereenn, 3,905 3,905 2,484 2,484
Trade and other receivables ... 849 849 956 956
Cash and cash eqUIVAIENLS .......ccccceverieevieireesee e 213 213 150 150
Loans and bOrrowings ........cccccvevereeenenenenenesenesieeneene ( 12,034 ( 10634) ( 10913) ( 10,513)
OVEIAraft ... ( 1,688) ( 1,688) ( 707) ( 707)
Derivatives - forward sale contract ...........coovereveerenenn. ( 707) ( 707) 0 0
Derivatives - foreign exchange option contract ............. 42 2 ( 58) ( 58)
Trade and other payables .........ccovreiennnncieceneree ( 5,140) ( 5,140) ( 4,716) ( 4,716)

( 13560) ( 13,160) ( 12,804) (  12,404)

The basis for determining fair valuesis disclosed in note 4.

27. Statement of cash flows

Adjustments for non-cash transactions specified as follows:
29/02/2008  28/02/2007

GaiN ON SAl@ OF @SSELS ......oviiiirs s ( 10) ( 3)
DEPIECIALION ...ttt bbbt n s 992 856
Indexation and foreign exchange rate differenCe ... 683 915
Share of 10SS N @SSOCIALES .......c.civeuerieiiriete et 36 18
Financial assets designated at fair value through profit or 0SS ... ( 322) ( 101)
DEriVaLiVES, CNANGES ......cveuiieiirieiieet ettt 607 58
Incentives from operating |€ases, Changes ... ( 62) ( 62)
F 10 4= = USSR ( 35) 172
OFNEN TEEMS ..ttt b e s bbb n b e b ( 1) 1

1,888 1,854

28. Related parties

Identity of related parties

The Company has a related party relationship with its parent company, associates and with its directors and
executive officers.

Related party transactions

Unsecured loans to directors issued during the year ended 29 February, 2008 amounted to 1SK 518 million (1SK
448 million at 28 February 2007). The loans were made in connection to directors share purchase. The loans are
interest-bearing and carry a floating interest rate of 15% at fiscal year end. The bonds are repayable in full in
January 2012.

Among other receivables is a claim on Baugur Group hf. in the amount of 1SK 16 million (ISK 67 million at 28
February 2007). Baugur Group hf. has granted the Company a subordinated loan amounting to ISK 675 million.
The loan will mature on 30 November 2008.

During the period the Company acquired two associated companies from Baugur Group hf. The acquisition price
was settled by issuing new sharesin the Company.
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29. Group entities

At 29 February 2008 the Company’s subsidiaries were six. The subsidiaries included in the condensed
consolidated financia statements are the following:

Place of registration Ownerhip
and operation interest
29/02/2008  28/02/2007

Bananar ENf. .......ooiiiiiecec e ere e Iceland 100% 100%
DBH ATSaNdi €Nf. ......ooocveceeeeeecee et Iceland 100% 100%
Ferskar KjOtvOrur €nf. ........ocooiiiiiiec e Iceland 100% 100%
TSNOFN BN, ettt et e ettt en e eeen e et e e e et s eeenes Iceland 100% 100%
NOFON ENE. ..ttt e Iceland 100% 100%
RES BN e bbb sae e s Iceland 100% 100%

30. Uncertainty
In November 2007, the Competition Authority searched the premises of the Company as a result of a complaint
made against the company regarding possible violations of competition law. The Competition Authority has not
concluded its investigation and it is uncertain what, if any, effect this investigation will have on the company's
operation and financial position.

31. Financial Ratios

The Group’s primary financial ratios are as follows:

Balance Sheet: 29/02/2008 28/2/2007
Current ratio - Current assets/current liabilitieS .........cccoveveviieece e 0.9 11
Equity ratio - equity/total Capital .........cccevereererire s 31.5% 27.7%
Internal value of share Capital ..o e 7.2 6.1
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32. Explanation of transition to IFRSs

Changesto accounting policies in accordance with I nternational Financial Reporting Standards (IFRSs)

As stated in note 2(a), these are the Groups' first consolidated financial statements prepared in accordance with
IFRSs, as adopted by the EU.

The consolidated financial statement for the fiscal year 1 March to 29 February 2008 are prepared in accordance
with the accounting policies specified in note 3 on significant accounting policies. This also applies to comparative
information for the year ended 28 February 2007 and the preparation of an opening |FRS balance sheet at 1 march
2006 (the Group's date of transition).

Amounts in the opening Balance Sheet of 1 March 2006 have been changed in accordance with IFRS, but were
previously presented in accordance with Icelandic generally accepted accounting principles (referred to as IS
GAAP). The following tables and notes show the effects the change from IS-GAAP to IFRS has had on the
financial position of the Group and its financial results. There are no significant changes to the cash flows
summary according to IFRS compared with how it was previously under IS-GAAP.

Changesin equity from ISS~GAAP to IFRSs:

Equity
Equity according to IS-GAAP at 28 February 2007 .........ccoceeeererinieneneereeesiese e seeneenens 6,465
Equity according to IFRS's at 1 March 2007 ........ccccvovvirenieieeese e e seeseeee e 6,538
Changein equity from IS GAAP to IFRSs 73
Adjustmentsat 1 March 2006:
INtANQIDIE BSSELS ..o st rennn IAS38 ( 74)
(17000l 0 T 7= GRS U USRURPRORN IAS12 13
Total changesduetotransit toIFRSat 1 March 2006 ( 61)
Changesin profit for theyear 1 March 2006 to 29 February 2007:
Amortization of INtaNgible 8SSELS .......cccooeriiiie e e IAS 38 74
=S S o ) S IAS38 ( 12)
Fair value of investments in other COMPAaNIES ..........ccoevirerririenese s IAS 39 101
INCOME AX EffECLS ..viiviiiiieieece e st a e neerennas IAS12 ( 29)
Total changesdueto IFRSin the year 2006-2007 134
Changein equity from IS GAAP to IFRSs 73

Total effects of the transition to IFRSs is an increase in equity amounting to ISK 73 million. Following is an
explanation of the effect of transition on the income statement and bal ance sheet.

Intangible assets

Previously capitalised research start up cost is expensed in profit or loss in accordance with IAS 38. The changes
made result in a reduction of equity, at 1 March 2006, in the amount of 1SK 74 million but no changesto equity at
1 March 2007.
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32. Explanation of transition to I FRSs, cont.:

Investments in other companies

In accordance to IAS 39, investments in unlisted companies are classified as financial assets at fair value through
profit or loss but were previously measured at cost. This change increases equity at 28 February 2007 by 1SK 101
million.

Intangible assets

Capitalised software was reclassified in accordance with IAS 38. The effect of this changes is that operating assets
decrease by ISK 169 million and intangible assets increase by same amount. A portion of goodwill from purchase
of subsidiaries in March 2006 has been alocated to lease rights in the total amount of 1SK 120 million at 1 March
2006. The lease right asset is amortized over the time of the lease but was not amortized before. This change
decreases equity at 28 February 2007 by 1SK 12 million.

Income tax
Total income tax effect is that equity decreases by ISK 29 million at 28 February 2007.

Changesfrom ISSGAAP to IFRS

The following tables provide an overview of the effect of the transition to IFRSs by valuation and presentation.

Income Statement for the year 1 March 2006 to 29 February 2007, change from |SSGAAP to IFRS

Changein Changein

Accordingto IS GAAP valuation presentation IFRS
SAlES .o 46,513 46,513 Sales
Cost of goods solds ............. (34,645 ( 34,645) Cost of goods solds
Other operating income........ 76 76 Other operating income
Salaries- and salary Salaries- and salary
related expense.............. ( 5,288) ( 5,288) related expense
Other operating expense....... ( 4,582) ( 4,582) Other operating expense
Depreciation ..........cccceeenee. ( 918) 62 ( 856) Depreciation
Net financial expenses......... ( 1,128) 101 2,209 1,182 Finance income
( 1,659) ( 1,659) Finance expenses

Net gain on the sale of

sharesin companies and

loan write-downs............... 550 ( 550) 0
Share of profit of Share of loss of equity

associated companies........ ( 18) ( 18) accounted investees
INCOMEtaX ....coveeeeereeririeenene ( 143) ( 29) ( 172) Income tax
Net profit for the year 417 134 0 551 Profit for theyear
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Notes, cont.:

32. Explanation of transition to I FRSs, cont.:
Balance sheet 28 February 2007, change from IS GAAP to IFRS

IFRSs 1 March 2007

Changein
Changein presenta-
According to |SSGAAP 28 February 2007  valuation tion
Assets
Non-current assets:
Operating assetS ......coeveeveereenns 4,282 ( 169) 4113
Intangible assets .........cocveeeenene 9488 ( 12) 169 9,645
Investmentsin associates............ 82 82
Investmentsin other companies ....... 186 101 2,197 2,484
BONAS ....ccveeevieiiececec e 448 448
Deferred tax asset .......coooceeeenenne 24 ( 16) 8
Non-current assets 14,510 73 2,197 16,780
Current assets
INVENLONES ...t 3,063 3,063
Accounts receivable.................... 674 282 956
Other receivables...........ccoeuee. 282 ( 282) 0
Accounts receivable -
customers credit cards ........ 2,667 2,667
Short-term investments
in listed companies................. 2,197 ( 2297 0
Cash and cash equivalents........... 150 150
Current assets 9,033 0 ( 2197 6,836
Total assets 23,543 73 0 23,616
Equity
Share capitd ......cccccovvevvevirienne. 1,067 1,067
Share premium .........ccccocevenenn. 3,975 3,975
Retained earnings..........cccceeveuee. 1,423 73 1,496
Equity 6,465 73 0 6,538
Subordinated loan ...........ccccc..... 675 ( 675) 0
Equity and subordinated loan 7,140 73 ( 675)
Long-term debt
Loans from credit ingtitutions ..... 2,226 ( 434) 1,792
BONAS ....ccveeivieiieceecec e 7,966 675 8,641
0 434 434
Total liabilities 10,192 0 675 10,867
Current liabilities
Interest-bearing borrowings ....... 1,249 ( 62) 1,187
Trade and other payables............ 4,712 4,712
62 62
Provisions.........cccceceveveeveeceeinens 250 250
6,211 0 0 6,211
Total liabilities 16,403 0 675 17,078
Total equity and liabilities 23,543 73 0 23,616
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Assets

Operating assets

Intangible assets

Investmentsin equity
accounted investees

Investmentsin other companies

Bonds

Deferred tax assets

Non-current assets

Inventories

Accounts receivable

Other receivables

Accounts receivable
-customers credit cards

Cash and cash equivalents
Current assets

Total assets

Equity

Share capital

Share premium

Retained earnings

Total equity

Loans from credit institutions
Bonds

Incentives from operating leases
Non-current liabilities

Interest-bearing borrowings
Trade and other payables
Incentives from operating leases
Provisions

Current liabilities

Total liabilities

Total equity and liabilities

Amounts are in ISK million




