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Eyrir Invest is an international investment company
where the majority of its investments are shares in
listed European companies, especially in Scandinavia.

Mission and Strategy
Eyrir Invest’s mission is to increase shareholders’ value by ownership, acquisition
and trading of equities and other securities. Eyrir Invest places great emphasis on
participating in operations and strategic planning of the businesses it invests in.
• Eyrir Invest invests in companies with the potential of becoming global
leaders in the sector in which they operate and thus have economies of
scale to the benefit of customers, employees and shareholders.
• Eyrir Invest aims at being a leading investor in the companies it invests
in, as well as generating strong relationships with other investors in each
of these companies.
• Eyrir Invest focuses on companies with great potential, hence its
investments may be in a limited number of companies at any given time.
• Eyrir Invest’s long-term investment strategy is not restricted by a
preconceived time frame.

Financial objectives
Eyrir Invest aims to achieve a healthy return on equity, while maintaining a strong
balance sheet.
• Return on equity target is 20% annually.
• The company’s equity ratio, based on market value of its assets, will
be maintained at 40-50%, depending on its portfolio’s liquidity and
risk profile.
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“Eyrir is the oldest Nordic
weight measurement,
later used as official currency.”
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History

Eyrir Invest was founded in mid-2000 and therefore celebrated its
five year anniversary in the year 2005 . Annualized return on equity
target is 25% per year *. In fact, the return on equity has far exceeded
that target from the beginning of Eyrir Invest’s operation.

2004Eyrir Invest moved
into its own offices at
Skólavörðustígur 13,
Reykjavík.

2002-2003

2000-2001
Thordur Magnusson,
chairman, and Arni Oddur
Thordarson, CEO, founded
Eyrir Invest and have been
the company’s principal
owners from the very
beginning.
Eyrir Invest invested in
the investment company
Gilding. Gilding was Eyrir
Invest’s only investment
during the first two years
of operation.

In 2002 Eyrir Invest
aquired shares in
Bunadarbanki Islands hf.
in exchange for its shares
in Gilding. This marked the
beginning of Eyrir Invest’s
actual operation.
Eyrir Invest participated
in many restructuring
projects in the Icelandic
financial market, including
the merger of Kaupþing
and Bunadarbanki Islands.
Other investing projects
included, Straumur
Investment Bank, Eimskip/
Burdaras and investment
in Landsbanki Islands as
well as Bakkavör.

Increased emphasis was
placed on ownership in
shares listed on foreign
stock exchanges, mainly on
the Scandinavian market.
In 2004, Eyrir Invest
bought a considerable
share in Marel hf. and
in Össur hf. These
investments are part of
Eyrir Invest’s long-term
investments.
Margret Jonsdottir was
hired as CFO, Aldis Arna
Tryggvadottir and Orn
Valdimarsson were hired as
equity analysts.
*New five year plan has
been made with lower risk
profile and 20% annualized
return on equity target.
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“Fail early
in order to succeed
sooner”
– Tom Kelley - founder of IDEO
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Financial strength

Eyrir Invest has increased the Company´s equity by issuing and
selling new shares amounting to 38 million Euros last year. After
the equity increase the Company´s equity stands at 129 million
Euros and total assets amount to 236 million Euros. The equity
ratio is strong and recently all debts are long-term financed,
partly by a bond issue in 2005 .

In addition to previous shareholders who took part in the equity increase, Straumborg ehf. and
Arkur ehf. entered as new shareholders. At year end 2005 the ownership of Eyrir Invest is as
follows:
Thordur Magnusson
Arni Oddur Thordarson
Sigurjon Jonsson
Straumborg ehf.
Arkur ehf.

39.6%
28.1%
14.9%
12.0%
5.4%

Co-founders and principal shareholders of Eyrir Invest are Thordur Magnusson, chairman, and
Arni Oddur Thordarson, CEO. Information on their background is in “The People” section of
this report.
Sigurjon Jonsson is Chairman of the Board and principal owner of Skipavik, shipyard and a
building contractor in Stykkisholmur, Iceland. Jonsson previously owned and operated Raekjunes,
a fishing and scallops processing company.
The holding company Straumborg ehf. is owned by Jon Helgi Gudmundsson and his family.
Mr. Gudmundsson is the Chairman and principal shareholder of Norvik.
Norvik’s roots go back to 1962 with the founding of the hardware store BYKO. Today BYKO
is Iceland’s largest home improvement retailer and supplier to the professional sector of the
building industry. Under its umbrella, Norvik also operates other various retail stores including
Kaupas with 39 grocery stores, Elko home appliances stores as well as Intersport sportswear
stores and furniture stores. Smaragardur, a property company, is also a part of Norvik.
BYKO-LAT and SED Sia, registered in Riga, Latvia, are also part of Norvik and specialize
in the processing and export of timber and other wood products from Latvia and Russia.
Byko-LAT has subsidiaries in the UK selling processed timber products.
Arkur ehf. is owned by Steinunn Jonsdottir. Jonsdottir holds a seat on the board of Norvik and
has held board seats on various other companies in Iceland. Jonsdottir holds a MBA degree
from the University of Reykjavik and is an active investor in Iceland.
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Great results based on ambitious plans

The investment company Eyrir Invest was founded in July 2000. Since
then, the company results have exceeded all financial targets. The
company’s investment policy has always been to invest in few, but
good companies that have the potential to achieve excellence.

Eyrir Invest invests in leading technical companies that have the potential to become global
leaders in their sector. Eyrir Invest also invests in banks and financial institutions that have
a leading position in their home markets.
The company’s required rate of return has always been ambitious, with annual return on
equity targeted at 25%. To date, the company has exceeded these expectations, achieving
an average annual return of equity in excess of 70% from its foundation. However, the
prospects weren’t that bright to begin with, as the company’s assets decreased considerably
shortly after its foundation and losses were reported in the first two years of operation, as
accounting practices are mark to market.

Share performance 1 July 2000 - 31 December 2005
Market

Change

Average annual growth

Eyrir Invest ehf

1896%

72%

Iceland ICEX15

263%

26%

Norway OBX

45%

7%

Denmark KFX

34%

5%

Finland HEX25

-19%

-4%

Sweden OMX

-29%

-6%

UK FTSE250

33%

-3%

USA S&P500

-15%

-3%

USA Nasdaq

-57%

-14%

At first the company was a holding company, formed around a holding in the investment
company Gilding. The actual operation began when Eyrir Invest, along with other Gilding
shareholders, traded their shares in Gilding for shares in Bunadarbanki Islands. Since then,
Eyrir has gradually expanded its operation and participated in many interesting projects.
Its participation in the rapidly evolving Icelandic financial market is important, particularly
after Eyrir aquired a large share in Bunadarbanki and later acquired shares in Kaupþing,
prior to and after their 50/50 merger in early 2003.
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Successful changes and a solid foundation
In 2005, Eyrir Invest celebrated its fifth anniversary. During these five years the economic
outlook and the outlook in the financial markets has varied between good and bad.
The global economy suffered some setbacks in 2000-2001, after a large boom in the previous
decade. The pricing of stock worldwide did not live up to the built-in expectations which greatly
affected the financial markets.  Many indices, measuring values of various securities, are still
calculated at lower values than they were five years ago.
The Icelandic stock market has a different story to tell, as the market is now calculated more
than three times higher that in was valued before the great downturn at the turn of the century.
There are various reasons for this valuation:  A favourable tax environment, freedom of trade
and increased privatisation that have lead to significant improvements of operations. The
leaders of Icelandic companies have utilised these conditions and pushed onward, instead of
staying put. The force of the economy has been without parallel and recent years have seen
many large and ambitious projects that are now resulting in a broader and more solid earnings
for Icelandic companies. The shareholders, employees and customers of the companies
benefit, as well as the society as a whole, in the form of increased tax revenues.
Share performance in various markets
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Many of the country’s largest companies have also solidified their financial standing and raised
long-term capital for further growth. The basis for Iceland’s strong financial market is, on the
one hand, young well educated people and on the other hand, the solid foundation of Iceland’s
pension fund system, which is without parallel.
There are, however, some signs of financial instability in Iceland and it is hence advisable to
be careful in the near future and rely on previous achievements, rather than thrust forward
with ever increasing speed. Excessive private consumption, funded by a state-sponsored
Eyrir Invest 2005 Annual Report | 11

credit system does not make for good economics. The Central Bank of Iceland reacted to this
overheating of the economy by raising interest rates.  This has resulted in an inflated Icelandic
krona value, restricted exports and encouraged imported goods. Local authorities have also
increased their corporate taxations greatly. Thus, the conditions for Icelandic companies have
deteriorated somewhat, compared to the new states in Central Europe. In general however,
prospects are bright for the Icelandic economy and society and the business in Iceland will
continue to push forward.

Eyrir Invest has Global focus
In 2005, the company’s name was changed to Eyrir Invest insted of Eyrir fjarfestingarfelag to
reflect the fact that the company’s focus had changed somewhat. Active holdings in Marel and
Össur are now defined as long-term assets and increased emphasis is placed on ownership in
equities listed on foreign stock exchanges.

With a different focus came a need to increase Eyrir Invests collective knowledge and new
employees joined the group. Last year, the company’s finances were solidified by two equity
offerings and a bond issue. Return on equity was also high, so the year was a positive one with
a significant increase in operational and financial strengths.
Currently, Eyrir Invest’s main project is to support the growth plans of Össur and Marel in the  
coming years. Both companies are well suited for further external growth by acquititions. It is
vitally important that their shareholders include powerful backers who are willing to support
that growth. Eyrir Invest’s vision is that only companies that are global leaders in their sector
can provide considerable long-term profits for shareholders, clients and employees.
These past achievements are commendable. However, it is likely that the growth of equity
and assets will fall short of past success. The risk factor has been decreased somewhat so
the annual return on equity for the next few years has been lowered to 20%. Eyrir Invest has
a stronger foundation than ever and its employees have set ambitious goals for the next five
years, for the running of Eyrir Invest and support for the companies in which Eyrir Invest has
invested.
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Social responsibility
It is the aim of Eyrir Invest to use up to 0.5% of net earnings to support charity. In 2005, the
firm supported Hringurinn, a children’s hospital, with a ISK 5 million contribution.  
A donation of ISK 3 million was given to the project “Freedom”, a fund established to
facilitate traveling for the disabled, and other various donations.
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“Make things as simple as
possible, but not simpler”
- Albert Einstein (1879-1955).
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Eyrir Invest’s portfolio

Eyrir Invest’s total portfolio is worth EUR 208 million at year end
2005 . The company’s financing is solid and capitalization is evenly
divided between equity and other long term financing. The equity
ratio at year end is 55%.

About 70% of Eyrir Invest’s portfolio are shares in two listed Icelandic companies: Marel and
Össur. Eyrir Invest holds close to 15% of total shares in Össur and 30% of total shares in Marel.
Both investments are regarded as long term active holdings.
• Magnusson, the Chairman of Eyrir Invest is a board member of Össur.
• Thordarson, the CEO of Eyrir Invest is the chairman of Marel.
About 30% of Eyrir Invest’s investments are in listed companies in Scandinavia. The main bulk
of the investments are in liquid “blue chip” stocks in technical leading companies and financial
institiutions. The strategy is to increase holdings outside Iceland proportionally.

Förenings
Sparbanken
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Marel hf.

Marel’s vision is to be an international leader in developing
and marketing high-tech processing equipment for the food
processing industry in order to increase the productivity of
Marel´s customers.

Marel was founded in Reykjavik, Iceland in 1983, and has since risen to become one of the
world’s leading developers and manufacturers of high-tech processing equipment for the
food processing industry. The company has always maintained its vision of leadership in
the design and manufacture of weighing and grading equipment, computer vision systems,
intelligent portioning machines and total-solution processing systems.
Marel has moved from solely fish processing to meat and poultry solutions as well. The
industry in which Marel operates is interesting. While food processing in general has grown
in line with economic growth, further processing has grown faster, and sales of processing
solutions have grown twice as fast as economic growth over the last ten years.
The Marel Group has developed a dynamic sales and marketing operation, and provides
customer services on all its markets. The company sells products to over 60 countries with
a wide diversity of languages, cultures, operating practices and technological capabilities.
Almost 1000 people work for the Marel Group, about one-third in Iceland.

Profitable internal and external growth
The company’s expansion has been based on profitable internal and external growth through
the acquistitions of other companies operating in similar fields.
Marel was one of the first companies in Iceland listed on the Icelandic Stock Exchange. With
the ongoing support of principal shareholders and smaller investors, Marel has succeeded
in raising necessary capital to finance acquisitions that have strengthened the company
technologically, and significantly improved its access to markets.
Today the Marel Group is based on two principal companies; Marel and subsidiary Carnitech.
The acquisiton of Carnitech in 1997 was an important step regarding technological transfer,
cooperation in marketing and reducing operational fluctuations. Since then, both Carnitech
and Marel have made numerous smaller acquisitions that have proven financially beneficial
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for the Group. In recent years there has been a significant financial improvement in Marel’s
operations, and the value of shares has increased considerably.

Exciting times ahead
Marel has decided to develop extensive operations in Slovakia. The production facility to be
built is similar to that which Marel operates in Gardabaer, Iceland, and is scheduled to be
in full production by the beginning of 2008, with between 200-300 employees. In addition,
a production company was acquired in Singapore in 2005 with close to 100 employees,
which provides the company with the opportunity to manufacture products in a dollar zone
at lower cost.
Over the next years, 2-4 strategic acquisitions will be made that will expand Marel’s unique
technological position, and improve access to markets. It is expected that the company’s
turnover will triple over the next 3-5 years. Integration will be implemented primarily among
companies now operating in Europe and North America. A company made larger and
stronger by mergers will have a greater ability to guide the development of new markets in
East Europe, Asia and South America.

Financials
For the full year 2005 the total operating revenues of
the Marel Group were 129.0 million EUR, compared
to 112.3 million EUR in the previous year. Operating
revenues increased by 14.9%.

Sales in thous. e
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100,000
80,000
60,000
40,000
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0
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Össur hf.

Össur is a world-wide leading prosthetic solution company, and
is becoming a top-tier player within the bracing and support field
of orthopaedics. Össur is known in the industry for pioneering
award-winning designs – including its bionic technologies. The
Company’s overall aim is to be the principal source of innovative
orthopaedic products, enabling people to live a life without
limitations.

Össur was established in Reykjavik, Iceland in 1971. The company was founded by prosthetist
Össur Kristinsson and several disability organizations in Iceland. The company was privately
owned by Mr. Kristinsson and his family until 1999 when it was listed at the Iceland Stock
Exchange. The company has operations in the US, Canada, the UK, Holland, Sweden,
Australia and Iceland where the company’s headquarters are located.

Ambitious goals based on past success
Össur’s strategy is to grow through organic growth enhanced by well-placed acquisitions,
with a high single- or double-digit number. The company aims to leverage its high-tech
platform and other product and material know-how into orthopaedics, thereby utilizing the
company’s existing resources and expertise on a larger scale.
The company has ambitious goals and intends to expand the company’s business to USD
750 million in sales with a long term EBITDA goal of 23% by the year 2010.

Motivation for the acquisitions
In recent years Össur has been a key player in the global prosthetics market, estimated to
be USD 500 million. Össur’s aim is to become a market leader in the orthopaedics industry,
specializing in prosthetics and braces and supports and by thus enlarging the market in
which Össur operates in by an estimated $1,500 million.
In early 2003 the company entered the bracing and support segment of the orthopaedics
market by initiating its own production of orthopaedics solutions.
In 2005 Össur acquired a number of companies. On July 28th, Össur announced that it
had signed an agreement on the acquisition of all outstanding shares of Royce Medical
Holdings Inc. for an enterprise value of USD 216 million. On December 1st Össur acquired
the UK orthopaedic products company Innovative Medical Products Holdings Ltd. (IMP)
for a price of USD 18.5 million. IMP is a manufacturing, sales and distribution company in
the orthopaedics sector and is the largest sales and distribution company in its field in the
United Kingdom.
The acquisition of Royce Medical and IMP is yet another milestone in Össur’s development
to be a leader in the orthopaedics industry. The acquisitions are in line with Össur’s overall
acquisition strategy and ambition of becoming a top player in orthopaedics, specializing in
prosthetics and the bracing and support segment of the industry.
18 | Eyrir Invest 2005 Annual Report

Össur is a Global player and leading in technical innovations
Today Össur employs a staff of around 1200 in 13 locations around the world. Headquartered
in Iceland, the company has extensive operations in North America, Europe and the Nordic
region, complemented by a far-reaching international service network and an Asia-Pacific
facility located in Australia.
Össur operates one of the largest R&D units of its kind. A strict quality control system
is operated and Technical Service teams provide expert advice, training and technical
assistance.

Demographics and Industry specifics
Various social changes are now occurring that influence the demand for orthopaedic products. These changes include a different age composition in Western societies, increased
social demands, rapid technological development, and an increase in diabetes and other
vascular diseases. Each of these factors plays a part in the increase in demand for products,
as well as the increasing demand for the greater mobility of the individual and quality of life.
The procurement process is generally quite complex in the medical industry. The selection
of medical devices depends on the healthcare system in each country. Normally the endusers do not make the final decisions on what to buy, but rather certified specialists.
Another differentiating factor of the medical industry is that usually the end-user does not
pay for the product but a third party. This third party is normally an insurance company or a
government healthcare program.

Financials
For the full year 2005 the total sales of Össur was 160.7 million USD as compared to 124.4
million in the preceding year, which is an increase of 29%. Organic growth was 9%.
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The people

Eyrir Invest has five employees. They are well educated, with a wide-ranging
experience in financial markets and various sectors of the economy.
Eyrir Invest emphasises diversity in its staff and encourages its employees to
increase their skills consistently, particularly by continuous education.

Thordur Magnusson, Chairman

Arni Oddur Thordarson, CEO

Before founding Eyrir Invest
Magnusson was CFO at Eimskip
for over 20 years and held seat on
the board of number of Icelandic
companies and organisations on
behalf of Eimskip.

Thordarson has extensive experience
on the financial market. Before cofounding Eyrir Invest he worked as a
VP at Bunadarbanki Islands as head
of Capital Markets, which later on
merged with Kaupthing Bank.

Currently Magnusson holds a seat
on the Boards of many Icelandic
companies including Össur hf.,
Byko hf., Kaupas hf. retail chains and
the parent company Norvik and he
chairs the Board of Marorka ehf.

Thordarson is the chairman of the
Board of Marel hf. and holds a seat
on the Boards of many Icelandic
companies .

Magnusson holds a MBA degree
from the University of Minnesota
and a Business degree from the
University of Iceland.
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Thordarson holds a MBA degree
from IMD in Switzerland and Cand.
Oecon./Business Administration
from the University of Iceland.

Margret Jonsdottir, CFO

Aldis A. Tryggvadottir, Equity analyst

Orn Valdimarsson, Equity analyst

Jonsdottir worked as Director of
Finance at the Industrial Loan Fund
which merged into FBA Investment
Bank. Following the merger
she headed the Accounting and
Budgeting department at FBA.
Before joining Eyrir Invest she
worked as Director of Accounting
and Budgeting at MasterCard,
Iceland.

Tryggvadottir worked in the auditing
sector with PriceWaterhousCoopers
in Iceland before joining Eyrir Invest.

Before joining Eyrir Invest Valdimarsson worked for several years at
Vidskiptabladid (Business Weekly) as
a journalist, CEO and editor.

Tryggvadottir has a B.Sc. degree in
Business Administration from the
University of Reykjavik.
Tryggvadottir is currently attending
a Securities Brokerage Course at the
University of Reykjavik.

Valdimarsson has held seat on the
board of various firms and been a
member of the Ethics Committee
of the Icelandic Federation of
Journalists.

Jonsdottir holds a Cand. Oecon./
Business Administration from the
University of Iceland.

Valdimarsson has a B.Sc. degree in
Economics from the University of
Iceland.

Jonsdottir is currently studying for
Master of Accounting and Auditing at
the University of Iceland.

Valdimarsson is currently studying
for MBA at Copenhagen Business
School.
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Five year celebration
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Eyrir Invest ehf.

Financial Statements
December 31, 2005
Presented in EUR
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Endorsement by the Board of Directors and the Managing Director

Eyrir Invest ehf.’s aim is to own, buy and sell shares, other securities and all other financial assets. The company
started its operation in the year 2000.
According to the Statement of Earnings net earnings amounted to e 52,704 thousand. According to the Balance Sheet,
Stockholders’ equity amounted to e 129,101 thousand at the end of year 2005.
Shareholders at year-end were five. Four shareholders owned more than 10% of the Company’s capital stock.
They are:
Thordur Magnusson
Árni Oddur Thordarson
Sigurjón Jónsson
Straumborg ehf.
Arkur ehf.
  

39.6%
28.1%
14.9%
12.0%
  5.4%

The Board of Directors of Eyrir Invest ehf. and the Managing Director hereby confirm the Company’s Financial
Statements for the year 2005, by means of their signatures.

Reykjavík, February 6, 2006.

Board of Directors:
Thordur Magnusson

Managing Director:
Árni Oddur Thordarson

All figures in thousands of Euros
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Auditors’ Report

To the Board of Directors and Shareholders of Eyrir Invest ehf.
We have audited the accompanying Balance Sheet of Eyrir Invest ehf. as of December 31, 2005 and the related
Statement of Earnings and Statement of Cash Flows for the year then ended. These Financial Statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these Financial
Statements based on our audit.
We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the Financial Statements are free of material
misstatements. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the Financial Statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the Financial Statements. We believe that our
audit provides a reasonable basis for our opinion.
In our opinion the Financial Statements give a true and fair view of the financial position of Eyrir Invest ehf. as of
December 31, 2005, and the results of its operations and its cash flows for the year then ended, in accordance with
the law and generally accepted accounting principles in Iceland.

Reykjavík, February 6, 2006.

Sæmundur Valdimarsson
Hrafnhildur Helgadóttir
KPMG Endurskoðun hf.
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Statement of Earnings Year Ended December 31, 2005

Notes

2005

2004

71,913
310
1,003

31,300
1,460
411

Operating revenue:
Net gains on investments in shares and shares derivatives
Dividend earned
Interest earned
Changes in foreign exchange rates and currency and
  interest rate derivatives

5

6

Financial expenses

(

3,419

) (

330

)

(

4,778

) (

2,620

)

Net operating revenue

65,029

30,221

512
288
124

251
179
0

924

430

64,105

29,791

Operating expenses:
Salaries and salary related expenses
Other operating expenses
Contribution and grants
Operating expenses

Profit before income tax
Income tax

4,13

Net earnings

All figures in thousands of Euros

12

(

11,401
52,704

) (

5,103

)

24,688
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Balance Sheet

Assets
Notes

Securities:

2005

2004

207,902
146
1,629
353

89,274
496
10,309
304

210,030

100,383

1,151

825

2,110

100

22,571

1,618

24,681

1,718

235,862

102,926

2

Shares in other companies
Derivatives
Mutual funds
Bonds

8-10

Receivables:
Sundry receivables

Other assets:
Fixed assets

3,11

Cash and cash equivalents

Total assets
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December 31, 2005

Stockholders’ Equity and Liabilities
2005

2004

6,178
35,842
78,109
8,972

108
3,654
28,150
1,024

129,101

32,936

18,182

5,685

87,618
98
862

63,720
400
185

88,578

64,305

Total liabilities

106,760

69,990

Total stockholders’ equity and liabilities

235,861

102,926

Notes

Stockholders’ equity:
Capital stock
Contributed capital in excess of par
Retained earnings
Stockholders’ equity

Deferred income tax liability

12

4,13

Liabilities:
Borrowings
Taxes for the year
Other liabilities

14

All figures in thousands of Euros
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Statement of Cash Flows 2005

Notes

2005

2004

52,704

24,688

Cash flows from operating activities:
Net earnings
Difference between net earnings and cash flows from operations:
  Net gain on the sale of shares in other companies

  Unrealized gain on shares
  Depreciation

12

(
(

  Income tax
Working capital provided by operating activities
Change in assets and liabilities
Net cash provided by operating activities

46,323
16,900
45
11,308

)(
)(

10,950
15,254
9
4,719

834

3,212

74

222

908

3,434

)
)

Cash flows from investing activities:
Investments in shares

)(

(

234,622
194,509
9,839
1,955

(

(

(

Proceeds from the sale of shares
Other securities, change

Investments in fixed assets
Net cash used in investing activities

)

(
)(

129,995
95,788
9,144
106

32,229

)(

43,457

)

38,258
2,745
15,656

)(

0
1,151
42,378

)

)
)

Cash flows from financing activities:
Paid-in capital stock
Dividends paid

Borrowings, change

51,169

41,227

19,848

1,204

Cash and cash equivalents at beginning of the year

1,618

346

Foreign Exchange Translation Adjustments

1,105

67

22,571

1,617

Net cash provided by financing activities
Increase in cash and cash equivalents

Cash and cash equivalents at the end of the year
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Notes to the Financial Statements

Summary of accounting policies
1. The Financial Statements of Eyrir Invest ehf. are prepared in accordance with the same accounting principles
as the Company’s 2004 Financial Statements, except that no distinction is made between realized and
unrealized gain on shares in other companies. In the presentation of the Statement of Earnings and the
Balance Sheet the Company’s activity is taken into consideration.
The financial statements are presented in euros (e), for the convenience of the reader. For this purpose the
rate of ISK 77.92 = 1 e was used for the translation of the income statement, which is the average exchange
rate for the year 2005, and the rate of ISK 74.49 = 1 e for the translation of the balance sheet, which is the
exchange rate at year-end 2005. The average exchange rate for the year 2004 was ISK 86.90 = 1 e and the
exchange rate at year-end 2004 was ISK 83.28 = 1 e.
2. Shares in other companies that are listed on stock exchanges are capitalized at their market value at the end
of the period. Unlisted shares are capitalized at their cost value.
The market value of shares in other companies as a whole exceeds their cost price. The difference has been
posted as retained earnings among stockholders’ equity and the change over the period is presented as
part of net gains on investments in shares and shares derivatives in the Statement of Earnings.
Shares in mutual funds are capitalized at their market value at the year-end 2005.
Unlisted bonds are capitalized in accordance with required rate of return at the time of purchase. Bonds in
foreign currencies are converted to Icelandic krónas at the year-end exchange rates.
The Company has entered into swaps on shares and bonds. Assets according to individual contracts are
posted among securities and net liabilities are recorded as borrowings. Contracts on shares and bonds are
presented on net basis. Total amount for share swaps at year end is EUR 3,474 thousand.
3. Real estates and other fixed assets are capitalized at cost value, less depreciation. Depreciation is calculated
as a fixed annual percentage based on the estimated useful life of the assets until scrap value is reached.
Estimated useful life of the real estates is 50 years and three to five years for other fixed assets.
4. The Company’s deferred income-tax liability is calculated and included in the Balance Sheet. The calculation
is based on the temporary difference on shares and other items in Balance Sheet as presented in the tax
return on the one hand, and in the Financial Statements on the other. The reason for this difference is that
the tax assessment is based on premises other than those used in the Financial Statements, mostly due to
temporary difference because of deferred taxable income of investment securities.
5. Net gains on investments in shares and shares derivatives are specified as follows:
Gain of sale of shares
Unrealized income of securities owned by the Company
Income from derivatives
Net gains on investments in shares and shares derivatives total

All figures in thousands of Euros

2005
46,323
16,900
8,690

2004
10,950
15,254
5,096

71,913

31,300
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6. Changes in currency exchange rates and currency and interest rate derivatives are specified as follows:
Currency exchange gain
Currency and interest rate derivatives
Changes in currency exchange rates and currency and
interest rate derivatives total

(

2005
3,773
7,192

)

(

3,419

)

(

2004
3,400
3,730

)

(

330

)

Salary and salary related expenses
7. Salaries and salary related expenses are specified as follows:
Salaries
Salary related expenses

419
93

205
46

Total

512

251

Number of employees calculated as full time equivalent positions

3.1

2.3

Salaries and fringe benefits paid to the Board of Directors and the Managing Director, amounted to e 359
thousand.

Shares in other companies
8. Shares in other companies are specified as follows:
Shares listed on Iceland Stock Exchange, see note 9
Listed foreign shares, see note 10
Unlisted foreign shares

151,221
56,443
238
207,902

Shares in other companies total

The Company has also entered into forward contracts regarding the purchase of shares, which are presented
on net basis. The market value of the shares at the end of the year amounted to e 3,625 thousand. The
Balance Sheet includes e 148 thousand of forwards contracts posted as derivatives among assets.
9. Shares listed on Iceland Stock Exchange are specified as follows:
Össur hf., Iceland
Marel hf., Iceland
Landsbanki Íslands hf., Iceland
Shares in three other companies

Thous. shares

Book value

56,185
70,408
10,359

85,987
61,438
3,518
278
151,221

Shares in listed Icelandic companies total

10. Shares listed in foreign currency are specified as follows:
Foreningssparbanken AB (Swedbank), Sweden
Sampo Oyj, Finland
William Demant Holding AS, Denmark
Opera Software ASA, Norway
LM Ericsson, Sweden
Decode Genetics, Inc., USA

630
932
226
3,123
2,694
106

14,590
13,796
10,609
8,840
7,867
741
56,443
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Fixed assets
11. Fixed assets are specified as follows:
Buildings
and land

Total value 1.1.2005
Previously depreciated

Equipment

0
0
Net book value 1.1.2005

Translation difference
Additions during the year
Depreciation during the year

0
81
1,771
21

(

Net book value 31.12.2005

(

110
10

) (

100
19
184
24

1,831

22

(

Net book value 31.12.2005

)

) (

100
100
1,955
45

)

2,110

316

2,169

37

) (

1,831

279

2%

20 - 30%

Annual depreciation ratios

) (

110
10

279

1,853

Total value 31.12.2005
Depreciation 31.12.2005

Total

59

) (

)

2,110

Insurance value of buildings amounted to e 832 thousand at year-end and official valuation of buildings and
land amounted to e 685 thousand.

Stockholders’ equity
12. Changes in stockholders’ equity are as follows:

Contributed
capital in
excess of par

Capital stock

Stockholders’ equity 1.1.2005
Transferred to retained earnings

108

3,654

13,489
14,661

Stockholders’ equity 1.1.2005, restated
Dividends paid

108

3,654

28,150
2,745

Stock dividend issued
Capital stock sold
Net earnings
Translation adjustments
Stockholders’ equity 31.12.2005

(

4,517
1,553

(

4,517

Other
comprehensive
income

Retained
earnings

(

15,685
14,661

7,948
8,972

129,101

(

)

78,109

)

32,936
2,745
0
38,258
52,704
7,948

)

36,705

35,842

32,936
0

1,024

52,704
6,178

Total

)

Deferred income tax liability
13. The deferred income tax liability is specified as follows:
Deferred income tax liability at the beginning of the year
Income tax for the year
Income tax payable in 2006 on 2005 operations

Translation difference

5,685
11,401
98
1,194

Deferred income tax liability at the end of year 2005

18,182

All figures in thousands of Euros

(

)
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Borrowings
14. Borrowings are mostly denominated in foreign currencies with variable interest rates. The Company has
entered into forward contracts to limit its foreign currency exchange risk. The Company’s foreign currency
assets at year-end 2005 were higher than foreign currency liabilities by e 30,756 thousand. Borrowings
include bond offer, with unsecured bonds. The bonds however include a clause that the Company’s equity
should be at least 25%.
Debt in foreign currency:
Loans in ISK
Loans in EUR
Loans in USD
Loans in GBP
Loans in CHF
Loans in JPY
Loans in NOK

38,320
24,524
11,787
5,493
2,835
2,342
2,317
Borrowings total

Aggregated annual maturities are as follows:
2006
2007
2008
2009
2010
Subsequent

7,624
6,712
0
54,737
0
18,545
Total

The Company’s borrowings are as follows:
Loans secured by shares
Long time bonds
Derivatives

87,618

65,972
19,639
2,007
Borrowings total
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87,618

87,618

Eyrir Invest ehf.

Financial Statements
December 31, 2005
Presented in ISK
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Endorsement by the Board of Directors and the Managing Director

Eyrir Invest ehf.’s aim is to own, buy and sell shares, other securities and all other financial assets. The company
started its operation in the year 2000.
According to the Statement of Earnings net earnings amounted to ISK 4,107 million. According to the Balance Sheet,
Stockholders’ equity amounted to ISK 9,617 million at the end of year 2005.
Shareholders at year-end were five. Four shareholders owned more than 10% of the Company’s capital stock.
They are:
Thordur Magnusson
Árni Oddur Thordarson
Sigurjón Jónsson
Straumborg ehf.
Arkur ehf.

39.6%
28.1%
14.9%
12.0%
  5.4%

The Board of Directors of Eyrir Invest ehf. and the Managing Director hereby confirm the Company’s Financial
Statements for the year 2005, by means of their signatures.

Reykjavík, February 6, 2006.

Board of Directors:
Thordur Magnusson

Managing Director:
Árni Oddur Thordarson

All figures in thousands of IKR
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Auditors’ Report

To the Board of Directors and Shareholders of Eyrir Invest ehf.
We have audited the accompanying Balance Sheet of Eyrir Invest ehf. as of December 31, 2005 and the related
Statement of Earnings and Statement of Cash Flows for the year then ended. These Financial Statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these Financial
Statements based on our audit.
We conducted our audit in accordance with generally accepted auditing standards. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the Financial Statements are free of material
misstatements. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the Financial Statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall presentation of the Financial Statements. We believe that our
audit provides a reasonable basis for our opinion.
In our opinion the Financial Statements give a true and fair view of the financial position of Eyrir Invest ehf. as of
December 31, 2005, and the results of its operations and its cash flows for the year then ended, in accordance with
the law and generally accepted accounting principles in Iceland.

Reykjavík, February 6, 2006.

Sæmundur Valdimarsson
Hrafnhildur Helgadóttir
KPMG Endurskoðun hf.
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Statement of Earnings Year Ended December 31, 2005

Notes

2005

5

5,603,475
24,165
78,183

2004

Operating revenue:
Net gains on investments in shares and shares derivatives
Dividend earned
Interest earned
Changes in foreign exchange rates and currency and interest
  rate derivatives
Financial expenses

(
(

Net operating revenue

266,375
372,316

2,719,972
126,880
35,673
) (
) (

28,687
227,640

5,067,132

2,626,198

39,871
22,459
9,700

21,810
15,524
-

72,030

37,334

4,995,102

2,588,864

)
)

Operating expenses:
Salaries and salary related expenses
Other operating expenses
Contribution and grants
Operating expenses

Profit before income tax
Income tax
Net earnings

All figures in thousands of IKR

4 ,13
12

(

888,368
4,106,734

) (

443,427

)

2,145,437
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Balance Sheet

Assets
Notes

Securities:

2005

2004

15,486,620
10,890
121,343
26,262

7,434,700
41,319
858,543
25,288

15,645,115

8,359,850

85,742

68,693

157,191

8,390

1,681,290

134,710

1,838,481

143,100

17,569,338

8,571,643

2

Shares in other companies
Derivatives
Mutual funds
Bonds

8-10

Receivables:
Sundry receivables

Other assets:
Fixed assets

3,11

Cash and cash equivalents

Total assets
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December 31, 2005

Stockholders’ Equity and Liabilities
2005

2004

482,005
2,812,423
6,322,331

9,000
304,333
2,429,597

12

9,616,759

2,742,930

4,13

1,354,411

473,376

6,526,664
7,333
64,171

5,306,622
33,352
15,363

6,598,168

5,355,337

Total liabilities

7,952,579

5,828,713

Total stockholders’ equity and liabilities

17,569,338

8,571,643

Notes

Stockholders’ equity:
Capital stock
Contributed capital in excess of par
Retained earnings
Stockholders’ equity
Deferred income tax liability

Liabilities:
Borrowings
Taxes for the year
Other liabilities

All figures in thousands of IKR

14
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Statement of Cash Flows 2005

Notes

2005

2004

4,106,734

2,145,437

Cash flows from operating activities:
Net earnings
Difference between net earnings and cash flows from operations:
Net gain on the sale of shares in other companies

Unrealized gain on shares
Depreciation

12
(
(

Income tax
Working capital provided by operating activities

Change in assets and liabilities
Net cash provided by operating activities

3,609,481
1,316,839
3,536
881,035

) (
) (

951,633
1,325,530
781
410,075

64,985

279,130

5,738

19,333

70,723

298,463

)
)

Cash flows from investing activities:
Investments in shares

(

18,281,761
15,156,162
766,656
152,337

(

2,511,280

(

2,981,095
214,000
1,220,042

(

Proceeds from the sale of shares
Other securities, change

Investments in fixed assets
Net cash used in investing activities

) (

11,296,581
8,323,995
794,615
9,171

) (

3,776,372

)

) (

0
100,000
3,682,583

)

) (
(

)
)
)

Cash flows from financing activities:
Paid-in capital stock
Dividends paid

Borrowings, change
Net cash provided by financing activities

Increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at the end of the year
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3,987,137

3,582,583

1,546,580

104,674

134,710

30,036

1,681,290

134,710

Notes to the Financial Statements

Summary of accounting policies
1. The Financial Statements of Eyrir Invest ehf. are prepared in accordance with the same accounting principles
as the Company’s 2004 Financial Statements, except that no distinction is made between realized and
unrealized gain on shares in other companies. In the presentation of the Statement of Earnings and the
Balance Sheet the Company’s activity is taken into consideration.
2. Shares in other companies that are listed on stock exchanges are capitalized at their market value at the end
of the period. Unlisted shares are capitalized at their cost value.
The market value of shares in other companies as a whole exceeds their cost price. The difference has been
posted as retained earnings among stockholders’ equity and the change over the period is presented as
part of net gains on investments in shares and shares derivatives in the Statement of Earnings.
Shares in mutual funds are capitalized at their market value at the year-end 2005.
Unlisted bonds are capitalized in accordance with required rate of return at the time of purchase. Bonds in
foreign currencies are converted to Icelandic krónas at the year-end exchange rates.
The Company has entered into swaps on shares and bonds. Assets according to individual contracts are
posted among securities and net liabilities are recorded as borrowings. Contracts on shares and bonds are
presented on net basis. Total amount for share swaps at year end is ISK 259 million.
3. Real estates and other fixed assets are capitalized at cost value, less depreciation. Depreciation is calculated
as a fixed annual percentage based on the estimated useful life of the assets until scrap value is reached.
Estimated useful life of the real estates is 50 years and three to five years for other fixed assets.
4. The Company’s deferred income-tax liability is calculated and included in the Balance Sheet. The calculation
is based on the temporary difference on shares and other items in Balance Sheet as presented in the tax
return on the one hand, and in the Financial Statements on the other. The reason for this difference is that
the tax assessment is based on premises other than those used in the Financial Statements, mostly due to
temporary difference because of deferred taxable income of investment securities.
5. Net gains on investments in shares and shares derivatives are specified as follows:
2005

2004

Gain of sale of shares
Unrealized income of securities owned by the Company
Income from derivatives

3,609,481
1,316,839
677,155

951,633
1,325,530
442,809

Net gains on investments in shares and shares derivatives total

5,603,475

2,719,972

6. Changes in currency exchange rates and currency and interest rate derivatives are specified as follows:
Currency exchange gain
Currency and interest rate derivatives
Changes in currency exchange rates and currency and
interest rate derivatives total

All figures in thousands of IKR

(

293,969
560,344

) (

295,488
324,175

)

(

266,375

) (

28,687

)
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Salary and salary related expenses
7. Salaries and salary related expenses are specified as follows:
Salaries
Salary related expenses
Total
Number of employees calculated as full time equivalent positions

2005

2004

32,623
7,248

17,797
4,013

39,871

21,810

3.1

2.3

Salaries and fringe benefits paid to the Board of Directors and the Managing Director, amounted to ISK 28 million.

Shares in other companies
8. Shares in other companies are specified as follows:
Shares listed on Iceland Stock Exchange, see note 9
Listed foreign shares, see note 10
Unlisted foreign shares

11,264,429
4,204,473
17,718
15,486,620

Shares in other companies total

The Company has also entered into forward contracts regarding the purchase of shares, which are presented on net
basis. The market value of the shares at the end of the year amounted to ISK 270 million. The Balance Sheet includes
ISK 11 million of forwards contracts posted as derivatives among assets.

9. Shares listed on Iceland Stock Exchange are specified as follows:
Nominal value/
thous. shares*

Össur hf., Iceland
Marel hf., Iceland
Landsbanki Íslands hf., Iceland
Shares in three other companies

56,185
70,408
10,359

Book value

6,405,145
4,576,512
262,088
20,684
11,264,429

Shares in listed Icelandic companies total

10. Shares listed in foreign currency are specified as follows:
Foreningssparbanken AB (Swedbank), Sweden
Sampo Oyj, Finland
William Demant Holding AS, Denmark
Opera Software ASA, Norway
LM Ericsson, Sweden
Decode Genetics, Inc., USA
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630*
932*
226*
3,123*
2,694*
106*

1,086,795
1,027,693
790,297
658,477
586,016
55,195
4,204,473

Fixed assets
11. Fixed assets are specified as follows:
Buildings
and land

Total value 1.1.2005
Previously depreciated

0
0
Net book value 1.1.2005

Equipment

9,171
781

(

0

Additions during the year
Depreciation during the year

(

Net book value 31.12.2005

138,000
1,640

(

Net book value 31.12.2005

138,000
1,640

152,337
3,536

) (

20,831

20,831

2%

20 – 30%

)

157,191

23,508
2,677

) (

)

8,390

14,337
1,896

) (

136,360

Annual depreciation ratios

9,171
781

) (

8,390

136,360

Total value 31.12.2005
Depreciation 31.12.2005

Total

161,508
4,317

) (

)

157,191

Insurance value of buildings amounted to ISK 62 million at year-end and official valuation of buildings and land
amounted to ISK 51 million.

Stockholders’ equity
12. Changes in stockholders’ equity are as follows:
Contributed
capital in
excess of par

Capital stock

Stockholders’ equity 1.1.2005
Transferred to retained earnings

9,000

Stockholders’ equity 1.1.2005, restated
Dividends paid

9,000

Stock dividend issued
Capital stock sold
Net earnings
Stockholders’ equity 31.12.2005

352,000
121,005

304,333

1,163,251
1,266,346

304,333
(

352,000
2,860,090

Other
comprehensive
income

Retained
earnings

2,429,597
( 214,000

(

1,266,346
1,266,346
0

)

2,812,423

)

2,742,930
0
2,742,930
( 214,000

)

0
2,981,095
4,106,734

)

4,106,734
482,005

Total

6,322,331

0

9,616,759

Deferred income tax liability
13. The deferred income tax liability is specified as follows:
Deferred income tax liability at the beginning of the year
Income tax for the year
Income tax payable in 2006 on 2005 operations
Deferred income tax liability at the end of year 2005

All figures in thousands of IKR

(

473,376
888,368
7,333

)

1,354,411
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Borrowings
14. Borrowings are mostly denominated in foreign currencies with variable interest rates. The Company has
entered into forward contracts to limit its foreign currency exchange risk. The Company’s foreign currency
assets at year-end 2005 were higher than foreign currency liabilities by ISK 2,291 million. Borrowings include
bond offer, with unsecured bonds. The bonds however include a clause that the Company’s equity should
be at least 25%.
Debt in foreign currency:
Loans in ISK
Loans in EUR
Loans in USD
Loans in GBP
Loans in CHF
Loans in JPY
Loans in NOK

2,854,431
1,826,763
877,986
409,168
211,204
174,436
172,676
Borrowings total

Aggregated annual maturities are as follows:
2006
2007
2008
2009
2010
Subsequent

567,886
500,000
0
4,077,335
0
1,381,443
Total

The Company’s borrowings are as follows:
Long term loans secured by shares
Long term bonds
Derivatives

6,526,664

4,914,242
1,462,901
149,521
Borrowings total
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6,526,664

6,526,664

