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Statement of the Chairman of the Board
and the Managing Director
Reitir’s operations are firmly grounded. The economic occupancy rate of the portfolio is high and cash flow
is strong. Our mission is to continue sound and stable operations emphasising good relationships with our
clientele.

Reitir fasteignafélag hf. was established
on the foundation of Landic Property, and
its assets and liabilities originate in that
company. Reitir is thus one of the companies taken over by lenders after the economic collapse in late 2008. Creditors took
over the company in 2009; subsequently
extensive measures and financial restructuring were implemented.
As a result, creditors converted large
parts of the company’s debt into share
capital and thereby gained control over it.
However, at that point in time, it was clear
that the journey was not finished. The company’s debt was structured in such a manner that all loans granted by the Icelandic
banks and other lenders mature in 2012,
with an optional extension until 2014.
In a 2009 settlement between the Com-
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petition Authority and the Icelandic banks
among Reitir’s owners, company shareholders were granted an exemption for joint
ownership of the company. A grace period
was granted for the sale of shares in accordance with the Competition Authority’s
requirements.
In autumn 2010 the Board of Reitir presented a schedule setting forth how the
terms for the sale of shares in Reitir should
be met. Since then the schedule has been
followed. Since spring 2011, the prospective sale of Reitir has been discussed within
the Board. At a Board meeting on 17 August 2011, Reitir’s Managing Director was
authorised to enter into discussions with
Arion Bank Corporate Finance concerning
the overall restructuring of the company’s
finances and preparations for listing on the
NASDAQ OMX Nordic Exchange in Iceland

(OMXICE). Such an agreement was signed
on 29 September 2011. The corporate
finance team’s role is to advise on debt
refinancing of subsidiaries and portfolio
re-organization with the goal of optimizing
the capital, tax and operational structures.
Reitir’s largest owner is Eignabjarg, which
in turn is owned by Arion Bank, It controls
an approximately 43% share. Landsbankinn
owns a share of approximately 30%, and
the bankruptcy estate of Landic Property
owns about 16%. Other minor shareholders are all related to Íslandsbanki or Glitnir
bank. The estate of Landic Property is expected to be wound up in 2012, generating
an increased number of shareholders.
Operating performance
Since the banks collapsed, the Icelandic
business environment has been subject
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Elín Árnadóttir, Chairman of the Board and Guðjón Auðunsson, Managing Director

Statement of the Chairman of the Board and the Managing Director

2011 Annual Report

5

to great uncertainty. A weak króna, unemployment, declining purchasing power,
increased taxation on companies and individuals, and uncertainty concerning fiscal
affairs have all made an impact. Despite
these uncertainties, most numbers in Reitir’s income statement were foreseeable.
This is due to the company’s sound and
partly specialised portfolio and its reliable
clientele. Despite the economic collapse,
non-fulfilment of lease contracts due to
bankruptcies or interrupted operations,
has been very rare.
Reitir’s revenues derive almost entirely
from rental income. Rental income forecasts are based on current lease agreements, adjusted in accordance with
expected revenues and the actual status
of leases. Facility management and administrative cost projections are based
on experience and expected expenses.
Actual operating figures for 2011 are thus
very close to the year’s budget estimates.
However, Reitir is a leveraged company
with long-term liabilities of approximately
ISK 70 billion and investment properties
of approximately ISK 94 billion. The most
influential factor to the company’s bottom
line lies in financial items and their development. Any examination of Reitir’s operating
results focuses primarily on the company’s
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net operating income (NOI), which is the
most accurate measure of operational performance. Directors and employees have
limited influence on financial items and
exchange rate movements.

Reitir’s operating profits
before financial items and
investment property value
adjustments totalled ISK
5.550 million in 2011. Cash
from operations amounted
to ISK 2.077 million. The
company’s losses after
financial items and income
tax amount to ISK 628
million.
Reitir’s financial position is strong, and its
equity at year-end amounted to ISK 19.501
million, or 20,3% of total assets. Total assets at the end of the period were ISK
96.163 million.
Reitir’s annual accounts for the operating
year 2011 were approved by the Board
of Directors and Managing Director at a

meeting of the Board of Directors on 16
March 2012. The annual accounts were
prepared in accordance with International
Financial Reporting Standards (IFRS) and
have been audited by KPMG.
The company’s operating income in 2011
totalled ISK 7.658 million, compared to
ISK 7.624 million in 2010. Operating profit
before financial items and value adjustment
of investment properties amounted to ISK
5.550 million, as opposed to ISK 5.522 million in 2010. Losses in 2011 amounted to
ISK 628 million, compared with a profit of
ISK 4.024 million in the prior year. Changes
between years are almost exclusively due
to developments in financial items and
adjustments to the value of investment
properties. Net financial expenses were
ISK 6.958 million, compared to ISK 2.078
million in 2010.

Closer scrutiny of Reitir’s after-tax operating results for 2011 reveals that the portfolio value adjustment is an influential factor. The company’s investment properties
are recorded at fair value in accordance
with International Accounting Standard
no. 40. The value adjustment for the year
2011 is ISK 1.018 million, compared to ISK
1.689 million in the prior year. The value
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adjustment for 2011 reflects a cautious
approach that the Board and the management have adopted, in part because of uncertainty about actual property value. The
value adjustment for 2011 is approximately
1,1% of portfolio value, while inflation
measured 5,3%.
As stated above, Reitir’s underlying operations and operating performance before
financial items are in line with estimates
and should be deemed acceptable. The
economic occupancy ratio of the portfolio
was approximately 94% at year-end 2011.
An occupancy ratio this high cannot be
achieved without high-quality and welllocated properties. The management of
Reitir estimate that maintenance measures
as well as portfolio operational and administrative costs are in line with foreign
benchmarks. Last but not least, Reitir has
a strong group of clients who meet their
obligations.
Operational emphasis
With the aim of streamlining employees’
work and offering even better services,
important procedures and processes were
restructured in 2011. In a group effort
amongst advisers, the Board and employees, the company’s strategic plan was
revised resulting new values and improved
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strategic focus. Reitir’s priority is to attend
to its clientele as well as possible, as this is
in the best interests of shareholders. The
company’s values are detailed on page 16
of the Annual Report.
It can be argued that the range of services
provided by real estate companies is established, and many may call it homogeneous; however, in 2011 Reitir emphasized a
changed approach to the company’s clientele. The company wants to take initiative in
developing mutually beneficial business relationships between Reitir, as lessor, and its
clients, as current and future tenants. With
this goal in mind, Reitir implemented a Key
Account Management system in autumn
2011. With this step, the company hopes to
further improve its customer service.
In 2012, Reitir’s clientele will continue
to notice new service features which will
further enhance the value of conducting
business with Reitir. The company’s objectives for 2012 are very clear. The company
aims to be listed on the stock exchange
before year-end 2012, but until then there
are many matters to attend to. It was clear
when Reitir was founded at year-end 2009
that its financial structure was laid out on
a short-term basis. The current owners of
the company are also its principal lenders.

Before current owners list the company on
the stock exchange, its finances must be
restructured and the present organisational structure reviewed. This reorganisation
has already begun with the assistance of
Arion Bank Corporate Finance.
During 2011, the company made systematic effort to improve communication with
shareholders, creditors and other stakeholders in accordance with requirements
for stock exchange listing. Corporate governance will be strengthened further and
aligned in accordance with guidelines and
stock market investor demands.
Optimism about the future
Reitir’s management and employees are
optimistic about the future. The rental
market for commercial property will regain
its stability after the turbulence of recent
years. There are exciting times ahead. Reitir’s employees have extensive experience
selecting commercial properties, managing maintenance projects, and negotiating
agreements for property operation services. This knowledge and experience delivers results for the mutual benefit of clients
and owners.
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The operational plan for 2012 assumes
that operating results will be comparable
to those in 2011. Reitir’s operating profit
before financial items (NOI) is estimated
at just under ISK 6 billion, and cash flow
is expected to be positive. The assumptions underlying the plan include positive
economic and employment growth, labour
market stability, and that the Krona does
not weaken significantly. Reitir’s operational plan for 2012 assumes 3,1% inflation
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over the year, based on the Central Bank of
Iceland’s inflation forecast.
Reitir is a company that provides a platform for commercial activity. Its operations
are therefore based on management and
employees who understand clients’ needs
and endeavour to meet them. We thank
our staff for their contribution to Reitir’s
operations in 2011 and their participation
in implementing important changes during

the year. We also thank our clients for a
productive collaboration in the last operational year.
collaboration in the last operational year.

Guðjón Auðunsson, Managing Director

Elín Árnadóttir, Chairman of the Board
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Corporate Governance
Reitir’s Board of Directors strives to follow sound governance practise and to comply with the 4th Edition of
the Guidelines on Corporate Governance issued by the Iceland Chamber of Commerce, Nasdaq OMX Iceland hf.,
and the Confederation of Icelandic Employers. The authority and responsibilities of the Board are defined in
the Act on Public Limited Companies, the company’s Articles of Association, and the Rules of Procedure of the
Board, which can be found on Reitir’s website. The principal role of the Board is to direct the company between
shareholders’ meetings and ensure that its operations are in order. The Board takes major decisions on the
company’s operations and ensures that its accounting is carried out in compliance with the law and that its
finances are sound. According to the Rules of Procedure, the Board also acts as an auditing and remuneration
committee. The current Rules of Procedure were approved on 31 March 2011.

The Board meets at least monthly, and
it is regarded as exceptional if a member
is absent. In the 2011/2012 operational
year, 15 Board meetings were held. The
financial statements of the appropriate company units, the latest balance
sheet, the statement of cash flows, and
the status of accounts receivable are all
made available at the monthly meetings.
The Board follows a work schedule that is
laid out at the beginning of each year of
operation.
The extensive education, experience, and
knowledge of Reitir Board members are
highly advantageous for the company.
Among the Board members is an economist who serves as chief financial officer
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in a state-owned enterprise with extensive operations and financial commitments. Two Board members are Supreme
Court attorneys with extensive experience of participation in boards of various
companies, and another is a lawyer who
has served both as the mayor of a large
municipality and as Managing Director of
Kringlan Shopping Centre. The fifth member of the Board is an economist with wide
experience of the financial market; he was
previously CEO of a bank and has worked
as a consultant.
Reitir’s Board consists of five members,
all elected at the Annual General Meeting.
Further information on the Board may be
found on the company’s website.

Reitir Board of Directors

Elín Árnadóttir,
Chairman of the Board, elected in 2011
Einar Ingi Halldórsson,
elected in 2010
Finnur Sveinbjörnsson,
elected in 2010
Gunnar Jónsson,
elected in 2010
Þórarinn V. Þórarinsson,
elected in 2009

Corporate Governance

Board members must meet strict eligibility requirements set by the Competition
Authority. This is due to conditions set
for company owners, which are meant,
amongst other things, to ensure impartiality with respect to company shareholders and other firms operating in the
Icelandic real estate market.
Guðjón Auðunsson, age 49, has been Managing Director of Reitir since September
2010. He was hired by the Board of Directors and is in charge of day-to-day operations under the Board’s authorisation.
Guðjón has a degree in business administration and has held managerial positions
in the Icelandic economy for years. He
worked for Eimskip for about nine years

Corporate Governance

and for Olíufélagið Esso/N1 for another
nine years. Guðjón is the Chairman of the
Board of Kringlan Operating Association,
Chairman of the Board of the Danish oil
trading company Malik Supply A/S, and
a board member in subsidiaries of Reitir.
No stock option agreements are in place
between the company and the Managing
Director.
Reitir owns seven subsidiaries whose
boards are responsible for their respective operations. All subsidiary boards
are composed of three members, Elín
Árnadóttir, Guðjón Auðunsson and Einar
Þorsteinsson.
The board of Reitir has evaluated its activ-

ities in accordance with the Guidelines on
Corporate Governance. The evaluation for
2011 was made at the beginning of 2012.
The evaluation is a so-called self-assessment, performed by the Board according
to specifications in the Guidelines. The results of the self-assessment provide guidance for improvement in areas deemed by
the Board to need revision; furthermore,
they enhance the company’s governance
practise in advance of the planned stock
exchange listing.
No judgements were pronounced against
the company in 2011, and no decisions
have been taken by regulators and ruling
bodies concerning any breach of regulatory provisions by the company.
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Key figures
Operation
2009
Revenues

ISK 7.791

Revenues ISK

m.

NOI

ISK 5.566
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ISK-308

m.

ISK 5.522

Profit for the year

m.

ISK

m.

Investment properties,
operating expenses

m.

ISK -1.760

m.

Administrative expenses

m.

NOI

m.

ISK 7.658

m.

Administrative expenses

Loss for the year

ISK -9.873

ISK -1.794

2011
Revenues ISK

Investment properties,
operating expenses

Administrative expenses

ISK -456

ISK 7.624

m.

Investment properties,
operating expenses

ISK -1.769

2010

NOI

m.

4.024 m.

ISK -348

m.

ISK 5.550

m.

Loss for the year

ISK

-628 m.

Key figures

Balance Sheet

2009
Investment properties

ISK 89.912 m.

Total assets

ISK 92.275

m.

m.

Equity ratio

17,5%

Key figures

m.

ISK 94.072
ISK 1.498

m.

ISK 20.129

m.

ISK 69.420

Equity ratio

21,4%

m.

ISK 96.163

m.

Cash and cash equivalents

m.

ISK 1.755

m.

Equity

m.

Loans and borrowings

m.

ISK 93.875

Total assets

Equity

Loans and borrowings

ISK 72.318

ISK 92.024

2011
Investment properties

Cash and cash equivalents

Equity

ISK 16.105

Investment properties

Total assets

Cash and cash equivalents

ISK 1.543

2010

ISK 19.501

m.

Loans and borrowings

m.

ISK 71.850

m.

Equity ratio

20,3%
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Shareholders:
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Eignabjarg ehf.

42,7%

Landsbankinn hf.

29,6%

Landic Property hf.

15,9%

Haf Funding Ltd.

6,0%

Miðengi ehf.

5,1%

Islandsbanki hf.

0,7%

Glitnir banki hf.

0,1%
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Shareholders

Organisational
Chart
Managing Director / CEO
Guðjón Auðunsson

Legal
Arna Grímsdóttir

Promotion and Marketing
Kristjana Ósk Jónsdóttir

Oversight of Reitir’s legal affairs. The division is responsible for ensuring that the
company’s activities and agreements are in
compliance with regulatory provisions.

Responsible for promoting and marketing Reitir
to clients and owners. Participates in service
development and presentation of new services.

Finance and Administration
Einar Þorsteinsson

Key Account Management
Inga Rut Jónsdóttir

Facility Management
Guðmundur Tryggvi Sigurðsson

Sales
Halldór Jensson

Day-to-day financial administration
within the company, accounting,
financing, planning, and follow-up.

Administers the development of
mutually beneficial business relations between Reitir, as a lessor, and
Reitir’s clients, as lessees

Responsible for maintenance and
development plans and real estate operating expenses. Ensures
professional standards and submits
proposals for preventative maintenance measures.

Provides assistance to customers
choosing commercial property
and advises on improvements and
modifications, as well as ensuring
a high utilisation ratio of Reitir’s
properties.

Viðskiptasvið
Inga Rut Jónsdóttir

Organisational Chart
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A sound business
relationship
Reitir’s values are positivity, professionalism and co-operation.

Reitir emphasise pleasant and sound
business relationships, and it is to this end
that Reitir’s values were set forth. To attain these objectives, Reitir implemented
the Key Account Management system. The
new system makes it possible for Reitir’s
managers to initiate the positive develop
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ment of professional relationships, in cooperation with the customers.
Reitir’s values are the frame of reference
in all interaction with customers, thereby
providing a foundation for a sound business relationship.

Values

Values
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Welcome
to aid work
Reitir’s premises are the site of diverse activities that the company takes pride in promoting.
This also applies to the numerous non-profit organisations that are based on Reitir’s premises.
Their endeavours demonstrate that the greatest value lies in human resources and work well
done.

Reitir is a devoted supporter of UNICEF
Iceland and UN Women which works for
the empowerment of women and for gender equality. We also support Kvenefli, a
joint project of women entrepreneurs,
Home and School (Icel. Heimili og skóli)
the Icelandic Parent’s Association, Specialisterne, an autism support association,
and Save the Children Iceland (Icel. Barnaheill).
Hólmfríður Anna Baldursdóttir is in
charge of communication and fundraising
for UNICEF. „It is very important for nonprofit organisations like ours to minimize
operation costs, simply because we want
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2011 Annual Report

to use everything we can for humanitarian aid. Our co-operation with Reitir has
been very good, they have supported the
organisation for years, and we are very
grateful for this.“

”The greatest value lies
in human resources and
good deeds.“
With its support, Reitir would like to welcome the non-profit organizations to do
good work
Reitir also awarded a grant to the Scout

Rescue Team in Reykjavík (Icel. HSSR)
for the purchase of equipment in 2011.
The grant was an acknowledgement of
the vigorous efforts of the Scout Rescue
Team in a storm that struck the capital
area in 2011. During the storm, a large
tree came perilously close to falling on
one of Reitir's historical and beautiful
buildings in the Reykjavík city centre. The
rescue team prevented damage that could
have been substantial. The volunteer work
performed by the Icelandic rescue teams
is invaluable. With their contribution to
the Scout Rescue Team, Reitir wish to help
maintain the team’s response capability in
urgent situations.

Social responsibility

Social responsibility
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Sprettur
starts sprinting
The beginnings of the implementation of Agile in Iceland are hidden on Reitir’s premises at
Laugavegur 26. There a group of ambitious men and women work for the software company
Sprettur. Their goal is to transform the software sector. Pétur Orri Sæmundsen is the Managing
Director of Sprettur.

“We started in a small office at my uncle’s
wholesale firm. He was kind enough to
help us out. We stayed there for a few
months before moving the company into
a 15-square-metre room in a business
centre, where we stayed for a while. There
is nothing wrong with staying in hippie
offices for one to three years, but no
longer. Then you have to move away from
home. That’s exactly what we did, move
away from home. We wanted real professional office space. We are proud of our
company and the way we work, and we
want to show it. Of all the many interfaces
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of a company, I think housing is among the
most important.

”There is nothing wrong
with staying in hippie
offices for a short time.”
”Sprettur’s goal is to support and lead a
change in Icelandic information technology. We started with a vague idea of doing „something Agile“, since Agile is the
ideology within the software sector that is

conquering the world. Today we are innovators in this sector and leading the Agile
revolution in Iceland.
We are developers, we are always developing something, and we know that the best
ideas come from co-operation between
technicians and business people. We want
to make information technology in Iceland
more human, more creative, and more
successful. Simply put, we are going to
make the business a better one.”
Reitir welcomes Sprettur to work.

Our starting point

Our starting point
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Novelty heading
to the gym
There are not only new tools and equipment in the Reebok Fitness centre at Holtagarðar. You
will also find a new way of thinking and a different approach to fitness centre operations.
The aim is simply to keep things simple. Gígja Hrönn Árnadóttir is the Directing Manager at
Reebok Fitness.

“The centre is in a 3,700 m2 space and
we are very satisfied with these premises.
All preparations for the opening were
very successful. We had advertised a
100-bike spinning class for opening day,
and so the most stressful factor was to
finish setting up 100 training bikes in
record time. It took an enormous effort,
but we finished it in time. At the opening
everything was ready, and it was great
fun to see the first customers arrive. One
of the main reasons we wanted to rent
these premises from Reitir was their willingness to participate in the redesigning
of the ventilation system. We placed great
emphasis on a good ventilation system.
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It renews the air every 10 minutes, and
consequently we have the best Hot Yoga
room in Iceland, and naturally a fantastic
atmosphere.”

“The most stressful thing
was to finish setting
up 100 training bikes
in record time.”
We wanted to do something new, in every
respect, to differentiate us from other
fitness centres. Our main emphasis is to
keep the price down, but to achieve this
everything has to be kept simple. For

example, we don’t have a minimum term
commitment, we offer advance registration for group sessions so they can be
better utilised, most of our services are
on the internet, and we try to avoid all
extra costs. By keeping the price down, we
are making physical training more accessible, because we want to make the group
of participants larger. This is the first Reebok centre in Iceland and the response
to this new philosophy has been beyond
expectations. We are optimistic about the
future.”
Reitir welcomes
the Reebok Centre to work.

Our starting point

Our starting point
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The first
restaurant
The starting point of a great food adventure that has travelled far and wide is on the lower
floor of Aðalstræti 12 in the centre of Reykjavík. This is the kitchen of Hrefna Rósa Sætran,
chef and one of two owners of The Fishmarket.

“For restaurants, the premises are extremely important. We chose this house
mainly because we thought it had possibilities and it is of course very beautiful. We
made extensive changes in co-operation
with the Icelandic National Relics Preservation (Icel. Minjavernd) since the house
is protected by law. However, we didn’t
seek the help of tradesmen in the process;
instead, our families and friends came
running, along with future staff. Columnar
basalt was, for example, to be used for
decoration on the bar walls on both floors,
and this heavy stone was installed by a
large group of people who passed it hand
to hand to the right place, through the
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small window facing Grjótagata. Making
the place ready was a joint effort, and as a
consequence we feel very at home here.

“This is the starting point,
this is the heart of it all.”
“This is the starting point, the first place.
We opened in August 2007, and soon
thereafter I had a call from Salka Publishing (icel. Salka bókaforlag), who wanted
me to make a cookbook. Since then, I have
collaborated on several books, and I‘m
currently working on a new cookbook that

is to be published in the spring. After the
publication of my first book, the entertainment channel SkjárEinn wanted to make
cooking shows with me, which are still in
production. And in the middle of it all we
got the idea of opening another place, The
Grillmarket.
“When we opened The Fishmarket, none
of this was planned. Things have actually
exceeded my expectations. That’s why we
are so fond of The Fishmarket. It is the
starting point, the heart of it all.”
Reitir welcomes
The Fishmarket to work.

Our starting point

Our starting point
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Reykjavik
Natura
Hótel Loftleiðir was refurbished in 2011. In co-operation with Reitir, Flugleiðahótel ehf.
refurbished the old hotel, the total cost of which came to a little less than ISK 1 billion. This
marks a new beginning in the history of this well-established hotel, which now bears the name
Reykjavik Natura.

The historic Hótel Loftleiðir has now changed its appearance and has a new name,
Reykjavik Natura. The improvements cost
just shy of ISK 1 billion and lasted for half a
year, providing 70 people with employment.
The changes mark the beginning of a new
era in the history of Loftleiðir hotels.
Hótel Loftleiðir has adorned Öskjuhlíð
since 1966. It was built by the founders of
the airline Loftleiðir, which has been called
“the republic’s greatest adventure”. In
1944, three young men formed a company
around a small Stinson airplane. They
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had big plans, started scheduled flights,
established a car rental, and built a hotel.
This adventure blazed the trail for the
Icelandic tourism industry.
At present, Flugleiðahótel ehf. are looking
to the future. With changed hotel operations, they aim to appeal to foreign travellers and to simplify marketing. The hotel’s
new name, Reykjavik Natura, refers to
the proximity of the hotel to the natural
environments of Öskjuhlíð and Nauthólsvík. The hotel is a green hotel with ISO
140001 certification.

“This adventure blazed
the trail for the Icelandic
tourism industry.“
Hotel facilities include a swimming pool
and a spa offering environmentally certified products by Sóley Organics. The hotel
restaurant emphasises local light meals,
healthy cuisine, and respect for environment and nature.
Reitir welcomes
Reykjavik Natura to work.

Development projects

Development projects
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Green Reitir

Höfðabakki 9 in Reykjavík is a sustainable office park owned by Reitir, it has been redesigned
with emphasis on energy efficiency and a healthy work environment amongst other factors.
Environmental certification under the international standard BREEAM is in process.

With the refurbishment at Höfðabakki 9,
Reitir aims to create a sustainable office
park. The challenges of such a project lie
mainly in adopting a new way of thinking and having the courage to seek new
solutions for the utilisation of energy and
building materials.
One of Reitir‘s first customers to commence operations in sustainable office
space at Höfðabakki is EFLA Engineering.
EFLA has worked on various ecological
projects and environmental issues. EFLA’s
move is the first step towards an ecological
community at Höfðabakki.
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With the assistance of the engineering
firm, Höfðabakki formally aims to obtain
international BREEM certification as a sustainable office park. The standard is one
of the most widely used in the assessment
of buildings’ environmental impact. Reitir’s
policy is to continue providing sustainable
office and service space at Höfðabakki.
This is a large-scale project, and it will
take years to complete. The premises are
comprised of spaces that range from 400
m² to 5000 m². Growth opportunities are
abundant, as the premises can grow with
companies’ operations.

“Sustainable office and
service space call for
a new way of thinking.”
Reitir participate in financing alterations
of the premises in co-operation with their
customers, with an eye toward efficient
and sustainable operations. Reitir are
proud to have the opportunity to raise
environmental awareness in the business
community.
Welcome to ecological work.

Development projects
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Welcome to work

Reitir is the largest service company specialising in the leasing of commercial properties in Iceland. The
company’s portfolio is diverse, comprising approximately 410,000 m² in 130 properties across the country.

A diverse selection of properties allows
Reitir to offer various locations, building
types and sizes.
Reitir’s portfolio includes many well-known
properties, as well as a few of the pearls
of Icelandic architectural history, located
in the centre of Reykjavík. The company
serves large and small businesses and individuals. Among Reitir’s principal tenants
are Hagkaup, Bónus, 10-11, Icelandair
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Hotels, Actavis, NTC, the City of Reykjavík,
Landsbankinn, The Icelandic Government,
Sjóvá, 365 Media, Iceland Express, EFLA
Engineering, and many more.

numerous customers regarding renewals in 2012. The average length of Reitir’s
lease agreements currently stands at
7,7 years.

In 2011, 137 lease agreements were
either renewed with current customers
or signed with new customers. Approximately 50 lease agreements will need to
be reviewed each year in 2012 and 2013.
Discussions have already been opened with

400 clients are currently working in
700 of our rental units. Reitir are thankful for this successful collaboration.
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11

10

01

Aðalstræti 12

02

Type: Office and restaurant
Size: 453 m²
Municipality: Reykjavík

05

Suðurlandsbraut 2

Nauthólsvegur 52

06

Túngata 6
Type: Office
Size: 518 m²
Municipality: Reykjavík

Aðalstræti 16

10

Kringlan 4-12

07

Lágmúli 9
Type: Office
Size: 2.393 m²
Municipality: Reykjavík

04

Pósthússtræti 3-5

11

Kringlan 5

08

Austurströnd 3
Type: Retail and office
Size: 207 m²
Municipality: Seltjarnarnes

Austurstræti 12-14
Type: Office and restaurant
Size: 3.060 m²
Municipality: Reykjavík

12

Skaftahlíð 24
Type: Office
Size: 5.031 m²
Municipality: Reykjavík

Type: Office
Size: 5.504 m²
Municipality: Reykjavík

15

Laugavegur 182
Type: Office
Size: 3.792 m²
Municipality: Reykjavík

Type: Office
Size: 2.306 m²
Municipality: Reykjavík

Type: Retail
Size: 32.053 m²
Municipality: Reykjavík

14

Laugavegur 42
Type: Office and restaurant
Size: 604 m²
Municipality: Reykjavík

Type: Hotel
Size: 4.735 m²
Municipality: Reykjavík

Type: Hotel
Size: 12.573 m²
Municipality: Reykjavík

13

03

Type: Hotel
Size: 204 m²
Municipality: Reykjavík

Type: Hotel
Size: 13.753 m²
Municipality: Reykjavík

09

Grjótagata 4

16

Fiskislóð 1
Type: Office
Size: 2.050 m²
Municipality: Reykjavík

17

Holtavegur 10

18

Type: Retail
Size: 37.020 m²
Municipality: Reykjavík

21

Lyngháls 13

Fjarðargata 13-15

22

Fjarðabyggðarhöllin
Type: Sports facility
Size: 9.261 m²
Municipality: Fjarðabyggð

Mjóddin

26

Ögurhvarf 3

23

Fitjar 2
Type: Retail
Size: 6.214 m²
Municipality: Reykjanesbær

20

Hamraborg 8

27

Suðurlandsbraut 24

24

Norðurslóð 4
Type: Office
Size: 5.439 m²
Municipality: Akureyri

Lyngás 17
Type: Office and restaurant
Size: 1.491 m²
Municipality: Garðabær

28

Type: Office
Size: 5.371 m²
Municipality: Reykjavík

31

Spöngin
Type: Retail
Size: 9.350 m²
Municipality: Reykjavík

Type: Office
Size: 1.003 m²
Municipality: Kópavogur

Type: Retail
Size: 1.649 m²
Municipality: Kópavogur

30

Efstaland 26
Type: Retail
Size: 1.814 m²
Municipality: Reykjavík

Type: Office and restaurant
Size: 5.208 m²
Municipality: Reykjavík

Type: Retail
Size: 413 m²
Municipality: Hafnarfjörður

29

19

Type: Office
Size: 5.253 m²
Municipality: Hafnarfjörður

Type: Office
Size: 6.037 m²
Municipality: Reykjavík

25

Dalshraun 1

Reykjaneshöllin
Type: Sports facility
Size: 8.417 m²
Municipality: Reykjanesbær

32

Hafnarstræti 93-95
Type: Office and restaurant
Size: 3.583 m²
Municipality: Akureyri

20

17

27

19
21
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22
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Endorsement and Signatures of the Board of Directors
Endorsement and Signatures of the Board of Directors and the CEO
and the CEO
Reitir fasteignafélag hf. (the "Company") is a real estate company, its operations being investment in property and
leasing out investment property under operating leases in Iceland.
Operation in 2011
According to the statement of comprehensive income, net loss for the year amounted to ISK 628 million. The
Company's equity was ISK 19.501 million at year-end according to the statement of financial position, including share
capital amounting to ISK 7 million.
There were seven shareholders at the end of the year, the same number as at the beginning of the year. At year-end
2011, the following three shareholders held over 10% of outstanding shares of the Company:
Share
Eignabjarg ehf. ........................................................................................................................................
42.7%
Landsbankinn hf. .....................................................................................................................................
29.6%
Þrotabú Landic Property hf. ....................................................................................................................
15.9%
According to the ruling no. 15/2010 from the Competition Authorities in Iceland the ownership of the largest
shareholders of the Company is conditional.
The Company's Board of Directors proposes that no dividend will be paid to shareholders in the year 2012. Reference
is made to the statement of changes in equity regarding information on changes in equity.
Corporate governance
The Board of Directors of Reitir fasteignafélag hf. emphasizes maintaining good management practices. The Board of
Directors has laid down comprehensive guidelines wherein the competence of the Board is defined and its scope of
work vis-à-vis the CEO. These rules include i.e. rules regarding order at meetings, comprehensive rules on the
competence of Directors to participate in discussions and decisions of issues presented to the Board, rules on
secrecy, rules on information disclosure by the CEO to the Board and other issues. The Company's Board of Directors
determines the CEO's terms of employment and meets regularly with the Company's auditors. All five members of
the Board are independent of the Company according to a definition in Article 2.5 in the Guidelines on Corporate
Governance and one member of the Board is dependent on major shareholders since the time that has passed from
the termination of his recruitment with the shareholder is not sufficient.
Statement by the Board of Directors and the CEO
The Annual Consolidated Financial Statements have been prepared in accordance with International Financial
Reporting Standards (IFRSs) as adopted by the EU.
According to our best knowledge it is our opinion that the Annual Consolidated Financial Statements give a true and
fair view of the consolidated financial performance of the Group for the financial year 2011, its assets, liabilities and
consolidated financial position as at 31 December 2011 and its consolidated cash flows for the financial year 2011.
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 describe the
principal risks and uncertainties faced by the Group. The market for investment properties is still relatively inactive
and therefore uncertainty prevails over the fair value of the Company's investment properties.
The Board of Directors and the CEO have today discussed the annual consolidated financial statements of Reitir
fasteignafélag hf. for the year 2011 and confirm them by means of their signatures. The Board of Directors and the
CEO recommend that the consolidated financial statements be approved at the Annual General Meeting of Reitir
fasteignafélag hf.
Reykjavík, 16 March 2012.
Board of Directors:
Elín Árnadóttir
Einar Ingi Halldórsson Finnur Sveinbjörnsson
Gunnar Jónsson Þórarinn Viðar Þórarinsson
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CEO:
Guðjón Auðunsson

Amounts are in ISK million
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Independent Auditor's Report

Independent Auditor's Report

To the Board of Directors and Shareholders of Reitir fasteignafélag hf.
We have audited the accompanying Consolidated Financial Statements of Reitir fasteignafélag hf., which comprise the
consolidated statement of financial position as at 31 December 2011, the consolidated statements of comprehensive
income, changes in equity and cash flows for the year then ended, and notes, comprising a summary of significant
accounting policies and other explanatory information
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, and for such internal control as management
determines is necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error.
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 ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free
from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, 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 financial
statements in 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 financial 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 Reitir
fasteignafélag hf. as at 31 December 2011, 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.
Emphasis of Matter
Without qualifying our opinion, we draw attention to note 10 in the financial statements, stating that the market for
investment properties is still relatively inactive and therefore uncertainty prevails over the fair value of the Company's
investment properties.
Report on the Board of Directors report
Pursuant to the legal requirement under Article 106, Paragraph 1, Item 5 of the Icelandic Financial Statement Act No.
3/2006, we confirm that, to the best of our knowledge, the report of the Board of Directors accompanying the financial
statements includes the information required by the Financial Statement Act if not disclosed elsewhere in the Financial
Statements.
Reykjavík, 16 March 2012.
KPMG ehf.
Anna Þórðardóttir
Sigríður Helga Sveinsdóttir
Amounts are in ISK million
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Consolidated Statement of Comprehensive Income
Consolidated Statement of Comprehensive
for the yearIncome
2011for the year 2011
Notes

2011

Operating revenue and expenses
Rental income ..................................................................................
5
7.658
Operating expenses of investment properties ................................
6
(
1.760)
Operating income ...........................................................................................................................
5.898
Administrative expenses .................................................................

7

(

348)

2010

(

7.624
1.794)
5.830

(

308)

5.550
Net operating income ..............................................................................................................................

5.522

Value adjustment of investment properties .....................................

1.689

10

1.018

Profit before net financial cost ................................................................................................................................
6.568
7.211
Financial income ..............................................................................
100
Financial expenses ...........................................................................
(
7.058)
(
Net financial cost ..............................................................................................................................
8
(
6.958)
(

2.904
4.982)
2.078)

(Loss) profit before tax ..........................................................................................................................................
(
390)
5.133
Income tax ......................................................................................

9

(

238)

(

1.109)

(Loss) profit for the year ...................................................................................................................................
(
628)

Other comprehensive income .........................................................
(
Comprehensive (loss) income for the year ......................................................

(Loss) earnings per share
Basic and diluted (loss) earnings per share of ISK 1 ......................

16

(

4.024

0

0

628)

4.024

90)

575

The notes on pages 44-63 are an integral part of these consolidated financial statements.
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Consolidated Statement of Financial Position
Consolidated Statementas
of Financial
Position as at2011
31 December 2011
at 31 December
2010-12
Reitir
Notes
31.12.2011
Assets
Investment properties ....................................................................................
Property and equipment for own use .............................................................
Loans and receivables ....................................................................................
Total non-current assets

2009-12
31.12.2010

10
11

93.875
147
77
94.099

92.024
154
35
92.213

12
13
14

309
672
1.083
2.064

361
678
820
1.859

Total assets

96.163

94.072

Equity
Share capital ...................................................................................................
Share premium ...............................................................................................
Investment properties value adjustment reserve ...........................................
Retained earnings ...........................................................................................
Total equity

7
16.098
0
3.396
19.501

7
16.098
1.351
2.673
20.129

17
19

67.155
3.975
71.130

68.289
3.737
72.026

17
20

4.695
837
5.532

1.131
786
1.917

Total liabilities

76.662

73.943

Total equity and liabilities

96.163

94.072

Trade and other receivables ...........................................................................
Restricted cash ...............................................................................................
Cash and cash equivalents .............................................................................
Total current assets

Liabilities
Loans and borrowings ....................................................................................
Deferred income-tax liability ...........................................................................
Total non-current liabilities
Loans and borrowings ....................................................................................
Trade and other payables ...............................................................................
Total current liabilities

15

The notes on pages 44-63 are an integral part of these consolidated financial statements.

Amounts are in ISK million
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Consolidated Statement of Changes in Equity
Consolidated Statement of Changes in Equity for the Year 2011
for the Year 2011

Notes

Share
capital

Investment
properties
value
adjustment

Share
premium

Retained
earnings

Total
equity

Year 2010
Balance at 1 January 2010 ............................
Comprehensive income for the year .............
Effect of changes in tax rate .........................
Balance at 31 December 2010 ...................... 15

7

16.098

7

16.098

7

16.098

(

0
1.385
34 )
1.351

0
2.639
34
2.673

16.105
4.024
0
20.129

1.351
1.351 )
0 (
0

2.673
1.351
628 ) (
3.396

20.129
0
628 )
19.501

Year 2011
Balance at 1 January 2011 ............................
Correction due to prior years ........................
Comprehensive loss for the year ..................
Balance at 31 December 2011 ...................... 15

(
7

16.098

The notes on pages 44-63 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows
Consolidated Statement of Cash Flows for the year 2011
for the year 2011
2009-12
LPÍ

Notes
Cash flows from operating activities
(Loss) profit for the year ................................................................
Adjustments for:
Depreciation .................................................................................
Net financial cost .........................................................................
Value adjustment of investment properties .................................
Income tax ...................................................................................

11
8
10
9

2011

628)

4.024

(

20
6.958
1.018)
238
5.570

20
2.078
1.689)
1.109
5.542

13
27
40

Interest income received .................................................................
Interest expenses paid ....................................................................
Net cash provided by operating activities

Cash flows from financing activities
Proceeds from borrowings ..............................................................
Repayment of borrowings ...............................................................
Net cash used in financing activities

(

10
11
11

2010

(

Change in current assets .............................................................
Change in current liabilities ..........................................................
Changes in operating assets and liabilities

Cash flows from investing activities
Acquisition of investment properties cash ......................................
Acquisition of property and equipment for own use .......................
Sale of property and equipment for own use ..................................
Other receivables, change ..............................................................
Change in restricted cash ................................................................
Net cash used in investing activities

2009-12
LPÍ

(
(

86
3.619)
2.077

(

833)
18)
5
11
6
829)

(
(

332
1.318)
986)

Increase (decrease) in cash and cash equivalents .........................................................................
262
Effect of exchange rate fluctuations on cash held ...........................................

(

(
(

(

(

20
116)
96)
142
3.605)
1.983

(
(

423)
2
0
10
181)
592)

(
(

0
1.589)
1.589)

(

198)

1

5

Cash and cash equivalents at 1 January ............................................................................... 820

1.023

Cash and cash equivalents at 31 December ..................................................................................
1.083

830

The notes on pages 44-63 are an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements

Notes to the Consolidated Financial Statements

1.

Reporting entity
Reitir fasteignafélag hf. ("the Company") is a limited liability company incorporated and domiciled in Iceland. The
address of the Company's registered office is Kringlan 4-12, Reykjavík, Iceland. The Consolidated Financial
Statements of the Company as at and for the year ended 31 December 2011 comprise the Company and its
subsidiaries, Reitir I ehf., Reitir II ehf., Reitir III ehf., Reitir IV ehf., Reitir V ehf., Reitir VI ehf. and Reitir VII ehf.,
together referred to as the "Group" and individually as "Group entities".

2.
a.

Basis of preparation
Statement of compliance
The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by EU.
The financial statements were approved by the Board of Directors on 16 March 2012.

b.

Basis of measurement
The consolidated financial statement have been prepared on historical cost basis except that investment property
is measured at fair value. The methods used to measure fair value are discussed further in notes 3c and 10.

c.

Functional and presentation currency
These financial statements are presented in Icelandic krona (ISK), which is the Company's functional currency. All
financial information presented in ISK has been rounded to the nearest million.

d.

Use of estimates and judgements
The preparation of financial statements in conformity with IFRSs requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.
Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the period in which the estimates are revised and in any future periods affected.
Information about significant areas of estimation uncertainty and critical judgements in applying accounting
policies that have the most significant effect on the amounts recognized in the financial statements is included in
the following notes:
Note 10 - valuation of investment properties
Note 19 - utilization of tax losses
The determination of fair value is based on preconditions, which are dependent on the judgement of management
on future events. Actual value can differ from this estimation.
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Notes, cont.:
3.

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

a.
(i)

Basis of consolidation
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 as to obtain benefits from its activities. In assessing control,
potential voting rights that currently are exercisable are taken into account. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences until the
date that control ceases. The accounting policies of subsidiaries have been changed when necessary to align them
with the policies adopted by the Group.

(ii) 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
Transactions in foreign currencies are translated to the functional currency 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
translated at the exchange rate at the end of the period.

c.

Investment properties
Investment properties are real estate (land and/or buildings) held by the Group either to earn rental income, for
capital appreciation or both rather than for use in the production or supply of goods or services or for
administrative purposes or sale in the ordinary course of business.
The Group measures its investment properties initially at cost, which comprises the purchase price and any
directly attributable expenditure on preparing the properties for their intended use, including related transaction
costs. Expenditure incurred subsequent to the acquisition of an investment property in order to add to, replace
part of, or service a property is capitalised only if it meets the general asset recognition criteria. All other
expenditure is recognised in income statement when incurred. Accordingly, expenditure for repairs and
maintenance of recognised investment property is not recognised in the carrying amount of an investment
property but it is recognised in income statement as incurred. However, the cost of replacing part of an existing
investment property is recognised in the carrying amount of the investment property at the time that cost is
incurred provided the relevant asset recognition criteria are met. At the same time, the carrying amount of those
parts that are replaced is derecognised. When it is difficult to discern how much fair value should be reduced for
the part being replaced, the Group first includes the cost of the replacement in the carrying amount of the
investment property and then reassesses the fair value of the property, as required for additions not involving
replacement.
After initial recognition, the Group applies the fair value model, whereby investment properties are measured at
fair value at the balance sheet date and changes in fair value are recognised in income statement under the line
item "Value adjustment of investment properties". Information about the methods and significant assumptions
applied by the Group in determining the fair value of investment properties is provided in note 10.
When the use of a property changes such that it is reclassified as property and equipment for own use its fair
value at the date of reclassification becomes its cost for subsequent accounting.

Amounts are in ISK million
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Notes, cont.:
3.
d.
(i)

Significant accounting policies (continued)
Property and equipment for own use
Recognition and measurement
Property and equipment for own use are measured at cost, less accumulated depreciation and accumulated
impairment losses. Cost includes expenditure that is directly attributable to the acquisition of the asset.
When parts of an item of property and equipment have different useful lives, they are accounted for as separate
items of property and equipment.
Gains and losses arising from the sale of equipment are measured as the difference between the net disposal
proceeds and the carrying amount at the time of sale.

(ii) Reclassifications to investment properties
When the use of a property changes from owner-occupied to investment property, the property is remeasured to
fair value and reclassified as investment property. Any gain arising on remeasurement is recognised in profit or
loss to the extent that reverses a previous impairment loss on the specific property, with any remaining gain
recognised in other comprehensive income and presented in the revaluation reserve in equity. Any loss is
recognised immediately in profit or loss.
(iii) Subsequent costs
The Group recognises in the carrying amount of an item of operating assets the cost of replacing part of such an
item when that cost is incurred if it is probable that the future economic benefits embodied with the item will flow
to the Group and the cost of the item can be measured reliably. All other costs are recognised in the income
statement as an expense when incurred.
(iv) Depreciation
Depreciation is based on the cost of an asset less its residual value. Significant components of individual assets
are assessed and if a component has a useful life that is different from the remainder of that asset, that
component is depreciated separately.
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each
part of an item of operating assets. The estimated useful lives are as follows:
Buildings ..............................................................................................................................................
Equipment ............................................................................................................................................

50 years
4 - 7 years

Residual values are reassessed at the reporting date and adjusted if appropriate.
e.
(i)

Financial instruments
Non-derivative financial instruments
Loans and receivables
Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active
market. Such assets are recognised initially at fair value plus any directly attributable transaction costs.
Subsequent to initial recognition loans and receivables are measured at amortised cost using the effective interest
method, less any impairment losses. Loans and receivables comprise long-term notes and trade and other
receivables.
Cash comprises cash as well as bank deposits.
Restricted cash comprises cash that relates to pledged rental income as security for the Group's borrowings.

46

Consolidated Financial Statements of Reitir fasteignafélag hf. 2011

Amounts are in ISK million

_______________________________________________________________________________________________________________________

Notes, cont.:
3.
e.
(i)

Significant accounting policies (continued)
Financial instruments (continued)
Non-derivative financial instruments (continued)
Financial liabilities
Financial liabilities are recognised initially at fair value, net of transaction costs incurred, and subsequently are
carried at amortised cost using the effective interest method. Amortised cost is calculated by taking into account
any discount or premium on the issue and fees and costs that are an integral part of the effective interest rate.
Financial assets and liabilities are offset and the net amount presented in the statement of financial position when,
and only when, the Group has a legal right to offset the amounts and intends either to settle on net basis or to
realise the assets and settle the liability simultaneously.

(ii) Share capital
Shares are classified as equity. Incremental costs directly attributable to the issue of shares and share options are
recognised as a deduction from equity, net of income tax.
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 recognised as a deduction from equity. When treasury shares are sold subsequently,
the amount received is recognised as an increase in equity.
f.

Impairment of loans and receivables
Loans and receivable are assessed at each reporting date to determine whether there is objective evidence that
they are impaired. A financial asset is impaired if objective evidence indicates that a loss event has occurred after
the initial recognition of the asset, and that the loss event had a negative effect on the estimated future cash
flows of that asset that can be estimated reliably.
Objective evidence that financial assets are impaired can include default or delinquency by a debtor, restructuring
of an amount due to the Group on terms that the Group would not consider otherwise, indications that a debtor or
issuer will enter bankruptcy, adverse changes in the payment status of borrowers or issuers in the Group,
economic conditions that correlate with defaults.
The Group considers evidence of impairment for loans and receivables at both a specific asset and collective level.
All individually significant receivables are assessed for specific impairment. All individually significant loans and
receivables found not to be specifically impaired are then collectively assessed for any impairment that has been
incurred but not yet identified. Loans and receivables that are not individually significant are collectively assessed
for impairment by grouping together loans and receivables with similar risk characteristics. In assessing collective
impairment the Group uses historical trends of the probability of default, the timing of recoveries and the amount
of loss incurred, adjusted for management’s judgement as to whether current economic and credit conditions are
such that the actual losses are likely to be greater or less than suggested by historical trends. An impairment loss
in respect of a financial asset measured at amortised cost is calculated as the difference between its carrying
amount and the present value of the estimated future cash flows discounted at the asset’s original effective
interest rate. Losses are recognised in profit or loss and reflected in an allowance account against loans and
receivables. Interest on the impaired asset continues to be recognised. When a subsequent event (e.g. repayment
by a debtor) causes the amount of impairment loss to decrease, the decrease in impairment loss is reversed
through profit or loss.

g.

Employee benefits
Defined contribution plans
A defined contribution plan is a post-employment benefit plan under which the Group 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.

Amounts are in ISK million
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Notes, cont.:
3.
h.

Significant accounting policies (continued)
Provisions
A provision is recognised if, as a result 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.

i.

Revenue
Rental income from investment properties is recognised in the income statement on a straight-line basis over the
term of the lease. When the Group provides incentives to its customers, the cost of incentives are recognised
over the lease term, on a straight-line basis, as a reduction of rental income.

j.

Operating expenses
Operating expenses comprise costs incurred to earn revenue such as operating expenses for investment property.

k.

Value adjustments
Changes in the fair value of investments properties are recognised in the income statement item "Value
adjustments of investment properties".

l.

Realised profits/loss on sale of investment properties
Realised profits/losses on sale of investment properties, which are calculated as the difference between the
carrying amount and selling price reduced by the selling expenses, are recognised in the income statement in the
item "Realised profits/loss on sale of investment properties".

m. Financial income and expenses
Financial income and expenses include interest income and expenses, gains and losses from sales of securities,
foreign exchange gains and losses and inflation indexation on borrowings.
Interest income and expenses from financial assets and financial liabilities which are measured at amortised cost
are recognised in the income statement using the effective interest method. The effective interest method is a
method of calculating the amortised cost of financial assets and financial liabilities and of allocating interest
income and expenses over the relevant periods.
Foreign currency gains and losses are reported on a net 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 or other comprehensive income, in which case it
is recognised there.
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 differences relating to investments in subsidiaries. Deferred tax is
measured at the tax rates that are expected to be applied to 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 there is a legally enforceable right to offset current tax liabilities and assets, and the relate to income
taxes levied by the same tax authority on the same taxable entity, or on different tax entities, but they intend to
settle current tax liabilities and assets on a net basis or their tax assets and liabilities will be realised
simultaneously.
A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
against which the temporary differences 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.
o.

Significant accounting policies (continued)
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 Group by the weighted average number of
ordinary shares outstanding during the period. Diluted EPS is the same as basic earnings per share since the
Group has not issued convertible notes or granted share options to employees or others.

p.

Segment reporting
Reports for the Group's Managing Director and Board of Directors do not contain specific operating segment
reports. The Group is based on one operating segment.

q.

New standards and interpretations not yet adopted
A number of new standards, amendments to standards and interpretations are effective for annual periods
beginning after 1 January 2012, and have not been applied in preparing these consolidated financial statements.
None of these is expected to have a significant effect on the consolidated financial statements of the Group.

4.

Determination of fair value
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. The assumptions made in determining fair values is disclosed in
the notes specific to that asset or liability.

5.

Operating leases
The Group has entered into commercial leases on its portfolio. The commercial property leases are typically linked
to the consumer price index and have a lease term between 3 and 15 years. The average lease term is 7,7 years.
Some leases include clauses to enable periodic upward revision of the rental charge according to prevailing market
conditions. Some leases contain option to terminate the contract before the end of the lease term. In the past
years, a number of lease contracts have been renewed in accordance with changed economic situation.
Future minimum rentals receivable under non-cancellable operating leases are specified as follows:

Within 1 year ................................................................................................................
After 1 year but not more than 5 years ........................................................................
More than 5 years ........................................................................................................

2011

2010

7.482
30.163
24.938
62.583

7.157
28.235
24.628
60.020

Estimates of lost rental income due to investment properties which not generated revenues during the year are
specified as follows:
Estimates of lost rental income ....................................................................................
The utilisation rate of properties ...................................................................................

473
94%

488
94%

Approximately 19% (2010: 25%) of the Group‘s rental income is attributable to transactions with its largest
customer, Hagar hf. and subsidiaries. The main reason for the change between years is the sale of Rekstrarfélag
Tíu-ellefu ehf. from the group of Hagar hf. The ratio of Hagar hf. for the year 2010 without Rekstrarfélag Tíu-ellefu
ehf. was 20%.
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Notes, cont.:
6.

Operating expenses of investment properties
Operating expenses of investment properties are specified as follows:

Property tax ..................................................................................................................
Insurance ......................................................................................................................
Impairment losses on receivables ................................................................................
Maintenance and other expenses ................................................................................
Total operating expenses of investment properties .....................................................

2011

2010

1.100
75
74
511
1.760

1.135
80
84
495
1.794

Operating expenses of investment properties are specified as follows between properties that generate rental
income and those that did not during the year:
Investment properties generating rental income .........................................................
Investment properties not generating rental income ...................................................
Total operating expenses of investment properties .....................................................
7.

1.758
2
1.760

1.781
13
1.794

199
129
20
348

176
112
20
308

Salaries .........................................................................................................................
Pension cost .................................................................................................................
Salary-related expenses ................................................................................................
Total salaries and salary-related expenses ....................................................................

154
15
30
199

135
14
27
176

Positions with the Group at the end of the year ...........................................................
Average number of employees ....................................................................................

16
16

15
14

Administrative expenses
Administrative expenses are specified as follows:
Salaries and salary-related expenses ............................................................................
Other administrative expenses .....................................................................................
Depreciation .................................................................................................................
Total administrative expenses .....................................................................................
Salaries and salary-related expenses are specified as follows:

The total amount of salaries and benefits paid to the Managing Director during the year amounted to ISK 22
million (2010: ISK 18 million). In addition, the Group paid ISK 2 million to defined contribution pension funds for
the Managing Director during the year.
The total amount of salaries paid to the members of the Board of Directors for their work during the year
amounted to ISK 10 million (2010: ISK 12 million). In addition, the Group paid ISK 1 million (2010: ISK 1 million) to
defined contribution pension funds for these members.
8.

Financial income and expense
Financial income is specified as follows:

Interest income on bank deposits ................................................................................
Interest income on loans and receivables ....................................................................
Net foreign exchange gain ...........................................................................................
Total financial income ...................................................................................................

2011

2010

49
51
0
100

93
58
2.753
2.904

Financial expenses are specified as follows:
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Notes, cont.:
8.

9.

Financial income and expense (continued)

2011

2010

Interest expenses .........................................................................................................
Indexation .....................................................................................................................
Net foreign exchange loss ............................................................................................
Borrowing fee ...............................................................................................................
Total financial expenses ...............................................................................................

(
(
(
(
(

3.760)
2.791)
479)
28)
7.058)

(
(
(
(

3.588)
1.355)
0
39)
4.982)

Net financial cost ..........................................................................................................

(

6.958)

(

2.078)

Income tax expense
The Group's effective income tax ratio during the year was negative by 61,0% (2010: positive by 21,6%).
Effective tax rate is specified as follows:
(Loss) profit for the year ................................................
Income tax ....................................................................
(Loss) profit excluding income tax ................................
Income tax using the domestic corporation tax rate .....
Change in tax rate .........................................................
Unrecognised deferred tax assets ................................
Other .............................................................................
Effective income tax rate ..............................................

(
(

(
(
(
(

20,0%
0,1%)
80,8%)
0,2%)
61,0%)

(

2011

2010

628)
238
390)

4.024
1.109
5.133

78)
0
315
1
238

(

18,0%
0,1%)
3,5%
0,3%
21,6%

(

924
7)
178
14
1.109

10. Investment properties
Investment properties are specified as follows:

Cost or deemed cost
Balance at 1 January .....................................................................................................
Transferred from value adjustment, correction due to prior years ...............................
Additions during the year .............................................................................................
Balance at 31 December ..............................................................................................
Value adjustment
Balance at 1 January .....................................................................................................
Transferred to cost or deemed cost, correction due to prior years ..............................
Value adjustment of investment properties .................................................................
Balance at 31 December ..............................................................................................
Carrying amounts
At 31 December ...........................................................................................................

(

(

2011

2010

95.674
0
833
96.507

78.082
17.169
423
95.674

3.650)
0
1.018
2.632)

(
(

11.830
17.169)
1.689
3.650)

93.875

92.024

89.030
690
4.155
93.875

86.877
770
4.377
92.024

Investment properties are specified as follows:
Buildings .......................................................................................................................
Buildings under construction ........................................................................................
Building rights ..............................................................................................................
Investment properties at 31 December .......................................................................

Amounts are in ISK million
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Notes, cont.:
10. Investment properties (continued)
Mortgages and Commitments
Investment properties have been pledged against debts, the remaining balance of which amounts to ISK 71.784
million at the end of 2011 (2010: ISK 69.271 million). Rental income, amounting to ISK 3.143 million on a yearly
basis, has been pledged against borrowings.
Shares in Reitir III and Reitir VII are pledged, to secure debt in the amount of ISK 15.889 million.
Official assessment value and insurance value
The insurance value of the Group's buildings at the end of 2011 amounted to ISK 93.774 million (2010: ISK 82.652
million) whereas the carrying value of land and buildings amounted to ISK 93.875 million (2010: ISK 92.024
million). The official assessment value of buildings and land amounted to a total of ISK 51.010 million (2009: ISK
52.002 million).
Valuation of investment properties
The Company measures its investment properties at fair value at the balance sheet date. Fair value assessment
has the objective of establishing the amount for which the investment property could be exchanged at the balance
sheet date between knowledgeable, willing parties in an arm’s length transaction.
For the past years in Iceland, reliable information on market value of investment properties has not been available
as the market in Iceland is rather inactive and trading properties are often very dissimilar. Under the current
situation there is uncertainty over the value of the Company's investment properties.
The Company measures the fair value of investment properties based on an internally developed discounted cash
flow model spanning 30 years. The cash flow is determined based on generally accepted assessment procedures,
such as the international valuation standard IVS no. 1 Market Value Basis of Valuation.
The determination of the fair value of investment properties does not double-count specific assets of the
properties, interiors, equipment, furniture etc. Fair value determination values such assets where applicable as a
part of the investment property. In addition the fair value of investment property does not reflect the potential
benefits of future capital expenditure that may improve or enhance the value of the property.
The discounted cash flow model applied by the Company is based on a free cash flow to shareholders based on
criterions that reflect the current market situation at reporting date. The cash flow for investment properties is
estimated from expected income flow from rental income deducting any estimated cost. The most important
variables in the model are estimated rental income, interest rate and rate of return on equity capital.
Rental income is forecasted using current lease agreements as expected inflation affects indexed contracts.
Expected interest rate are used and forecasts from the Central Bank of Iceland are used to forecast inflation. A
fixed exchange rate of the Euro against the ISK for foreign exchange indexed rental agreements is used. The
evaluation model uses estimated market rent at the end of the rental period of the current rental agreements.
Evaluation of future rental income is based on the estimated utilisation rate of the assets, estimated discounts and
lost receivables. For the year 2012 it is estimated that the inflation will be 4,5%, the exchange rate of the Euro
against the Icelandic krona is estimated at 160,5, the utilisation rate of properties based on value will be 95,8%
and discounts and lost receivables will be 0,9% of revenues.
Deducted from net rental income are all relevant expenses such as maintenance cost, property taxes, insurance
cost, other operating cost and financing cost. Operating expenses are estimated to increase in line with expected
inflation. Property taxes and insurance cost are estimated using historical cost and expected changes in these cost
categories. Finance cost is estimated based on market levels and estimation of interest margins. Interest margin
for each property is estimated.
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10. Investment properties (continued)
Valuation of investment properties (continued)
The present value of the free cash flows to equity for each property are calculated by discounting the cash flows
using a discount factor that reflects current market assessment of the uncertainty in the amount and timing of the
cash flows, including expected inflation. The return requirement is derived, based on the CAPM model, from the
risk free rate in real terms (indexed housing bonds) at the balance sheet date, market risk for the real estate sector
and the specific risk rating for tenants in each property.
In the model it is assumed that real interests on loans are from 4,5% - 6,7%, nominal imputed rate of return on
equity is from 11,8% - 16,5% and that the equity ratio is 30%. If the Company's finance expenses would be 1%
higher or lower the evaluation of investment property would decrease by 9,5% or ISK 8.910 million, or increase by
11,9% or ISK 11.201 million.
At year end 2011, a foreign creditor of the Company assigned to an independent foreign party to evaluate the
investment properties in which he holds pledge. The properties in question are around one third of the
Company's entire investment properties. The evaluation is based on October 2011 and is considerably lower than
the carrying amount of the assets at year end 2011. The main reason for the lower value is higher weighted
average capital cost (WACC), which is from 7,5% to 15,5% in the evaluation. The Company's management
believes that the WACC is not in line with Icelandic market condition and have made observations thereon.
The changes in fair value of investment properties are recognised in the income statement under the line item
"Value adjustment of investment properties". Increase in the evaluation of investment properties in the year 2011
amounted to ISK 1.018 million compared to an increase of ISK 1.689 million in the previous year.
11. Property and equipment for own use
Property and equipment for own use are specified as follows:
Building

Equipment

Total

Cost or deemed cost
Balance at 1 January 2010 ....................................................................
Addition during the year .......................................................................
Sold during the year ..............................................................................
Balance at 31 December 2010 .............................................................
Addition during the year .......................................................................
Sold during the year ..............................................................................
Balance at 31 December 2011 .............................................................

117
0
0
117
0
0
117

75
5
13)
67
18
8)
77

192
5
13)
184
18
8)
194

Depreciation
Balance at 1 January 2010 ....................................................................
Depreciation for the year ......................................................................
Sold during the year ..............................................................................
Balance at 31 December 2011 .............................................................
Depreciation for the year ......................................................................
Sold during the year ..............................................................................
Balance at 31 December 2011 .............................................................

3
3
0
6
2
0
8

Carrying amounts
At 1 January 2010 .................................................................................
At 31 December 2010 ..........................................................................
At 31 December 2011 ..........................................................................

114
111
109

(

(

(

(

13
17
6)
24
18
3)
39

(

(

(

(

62
43
38

16
20
6)
30
20
3)
47

176
154
147

The depreciation is included in the administrative expenses in the statement of comprehensive income.
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Notes, cont.:
12. Trade and other receivables
Trade and other receivables are specified as follows:

Trade receivables, net ..................................................................................................
Other receivables, net ..................................................................................................
Trade and receivables total ...........................................................................................

2011

2010

221
88
309

266
95
361

Allowance for doubtful receivables is specified as follows:
Balance at 1 January .....................................................................................................
Write off during the year ..............................................................................................
Impairment loss recognised in the income statement .................................................
Balance at 31 December ..............................................................................................

(

238
121)
74
191

(

188
34)
84
238

The impairment loss on receivables is included in the operating expenses of investment properties in the
statement of comprehensive income.
The allowance for doubtful receivables is attributable to the following statement of financial position items:
Trade and other receivables .........................................................................................
Loans and receivables, non-current ..............................................................................
Total allowance for receivables ....................................................................................

154
37
191

217
21
238

13. Restricted cash
Restricted cash comprises cash that relates to pledge rental income to secure borrowings. The Group has
agreements with its creditors in place whereby payments of rental income are directed to pledged accounts. The
Group can claim directly attributable cost, such as property tax, insurance, maintenance, administration expenses
and loan payments from these accounts.
14. Cash and cash equivalents
Cash and cash equivalents consist of demand deposits at banks.
15. Capital and reserves
Share capital
The Company's share capital according to its Articles of Association is ISK 7 million. Each share has nominal value
of one ISK. One vote is attached to each share in the Company.
The shareholders are entitled to receive dividend as declared from time to time and are entitled to one vote per
share at meetings of the company.
Share premium
Share premium represents excess of payments above nominal value that shareholders have paid for shares sold
by the Company. According to Icelandic Companies Act, 25% of the nominal share capital must be held in reserve
which can not be paid out as dividend to shareholders. Share premium in excess of 25% of nominal value of share
capital can be arranged by the Company.
Investment properties value adjustment
The investment properties value adjustment reserve comprises the value adjustments of investment properties
less deferred tax.
Dividend
No dividend was paid to the shareholders of the Company in 2011 and 2010.
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16. Earnings per share
The calculation of basic earnings per share is based on the profit attributable to shareholders and a weighted
average number of ordinary shares outstanding during the year. Basic earnings per share shows what the profit is
per each ISK one share. Diluted earnings per share is the same as basic earnings per share since the Company
has neither issued convertible notes nor granted share options to employees or others.

(Loss) profit attributable to shareholders ......................................................................

2011

2010

628)

4.024

7

7

90)

575

64.560
7.290
71.850
4.695)
67.155

62.423
6.940
69.363
1.074)
68.289

(

Weighted average number of ordinary shares at 31 December ...................................
Basic and diluted (loss) earnings per share ..................................................................

(

17. Loans and borrowings
Non-current loan and borrowings
Secured bank loans ......................................................................................................
Bonds ...........................................................................................................................
Current portion of non-current loans and borrowings ...................................................
Total non-current loans and borrowings .......................................................................

(

(

Current loans and borrowings
Current portion of non-current loans and borrowings ...................................................
Bank loans ....................................................................................................................
Total current loans and borrowings ..............................................................................

4.695
0
4.695

1.074
57
1.131

Total loans and borrowings ..........................................................................................

71.850

69.420

Terms and debt repayment schedule of interest-bearing non-current loans and borrowings
Nominal
interest rate

Year of
maturity

Indexed loans in ISK ..................................................... 4,10 - 8,75%
Loans in ISK ..................................................................
Loans in EUR ................................................................ 2,14 - 3,09%
Loans in other currencies ..............................................

2012 - 2034
2011
2014
2011

Carrying
amount
2011

Carrying
amount
2010

56.753
0
15.097
0
71.850

53.821
57
15.539
3
69.420

4.695
7.245
14.653
39.094
1.212
4.951
71.850

1.074
57.795
6.036
190
564
184
3.520
69.363

Interest-bearing non-current loans and borrowings are payable as follows:
Repayments in 2010 ....................................................................................................
Repayments in 2011 ....................................................................................................
Repayments in 2012 ....................................................................................................
Repayments in 2013 ....................................................................................................
Repayments in 2014 ....................................................................................................
Repayments in 2015 ....................................................................................................
Subsequently ................................................................................................................

Note 21 (Liquidity risk) includes further discussion on loans and borrowings of the Group.
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18. Validity of loan agreements
The Group's attorneys are examining the validity of loan agreements entered into by the Group in the past years
with respect to the rulings issued by the Supreme Court of Iceland on illegal currency indexed loans. The
attorneys have concluded that a significant part of the Company's prior financing could fall under the
aforementioned rulings. The financial effect of a recalculation on the Group is unclear due to restructuring and
refinancing in the year 2009, but a part of the loans are in the bankruptcy estate of Landic Property hf.
19. Deferred income tax liability
The Group's deferred income-tax liability is specified as follows:
2011

2010

3.737
238
3.975

2.628
1.109
3.737

Assets

Liabilities

Net

250)
38)
0
0
8.979)
4.125
5.142)
5.142
0

8.991
0
5
121
0
0
9.117
5.142)
3.975

Deferred income-tax liability at 1 January .....................................................................
Calculated income-tax ..................................................................................................
Deferred income-tax liability at 31 December ..............................................................
The Group's deferred income tax liability is attributable to the following assets and liabilities:
2011
Investment properties ..........................................................................
Trade receivable ...................................................................................
Borrowing fee .......................................................................................
Deferred taxable exchange rate ............................................................
Tax loss carry-forwards ........................................................................
Decrease in value of tax assets ............................................................
Deferred income-tax liability at 31 December ......................................
Set-off tax .............................................................................................
Deferred income-tax liability at 31 December ......................................

(
(

(
(

(

(

(

8.741
38)
5
121
8.979)
4.125
3.975
0
3.975

2011
Investment properties ..........................................................................
Trade receivable ...................................................................................
Borrowing fee .......................................................................................
Deferred taxable exchange rate ............................................................
Tax loss carry-forwards ........................................................................
Decrease in value of tax assets ............................................................
Deferred income-tax liability at 31 December ......................................
Set-off tax .............................................................................................
Deferred income-tax liability at 31 December ......................................

(
(
(
(
(

245)
59)
0
159)
8.590)
3.810
5.243)
5.243
0

(

8.668
0
9
303
0
0
8.980
5.243)
3.737

(

(

8.423
59)
9
144
8.590)
3.810
3.737
0
3.737

Deferred tax assets are recognised for all unused tax losses to the extent only that it is probable that taxable profit
will be available against which the losses can be utilised. Significant management judgement is required to
determine the amount of deferred tax assets that can be recognised, based upon the likely timing and level of
future taxable profits together with future tax planning strategies.
Deferred tax assets amounting to ISK 4.125 million have not been recognised due to uncertainty of utilisation.
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19. Deferred income tax liability (continued)
Income tax will not be paid in the year 2012 due to taxable losses on operations in the year 2011 and tax loss carry
forward. Carry forward tax losses at year-end 2011 amount to ISK 44.894 million (2010: ISK 42.948 million). Carry
forward losses not used to offset taxable income within ten years expire. Carry forward tax losses can be used as
follows:

Loss for the year 2002, to be used before end of 2012 ...............................................
Loss for the year 2003, to be used before end of 2013 ...............................................
Loss for the year 2004, to be used before end of 2014 ...............................................
Loss for the year 2005, to be used before end of 2015 ...............................................
Loss for the year 2006, to be used before end of 2016 ...............................................
Loss for the year 2007, to be used before end of 2017 ...............................................
Loss for the year 2008, to be used before end of 2018 ...............................................
Loss for the year 2009, to be used before end of 2019 ...............................................
Loss for the year 2010, to be used before end of 2020 ...............................................
Loss for the year 2011, to be used before end of 2021 ...............................................
Total carry-forward tax loss ..........................................................................................

2011

2010

2
110
163
198
1.439
1.239
33.868
3.039
1.491
3.345
44.894

2
110
163
198
1.439
1.476
35.086
3.039
1.435
42.948

151
404
236
14
32
837

131
379
210
6
60
786

20. Trade and other payables
Trade and other payables are specified as follows:
Trade payables .............................................................................................................
Accrued interest ...........................................................................................................
Unpaid value added tax (V.A.T.) ....................................................................................
Deferred income ..........................................................................................................
Other payables .............................................................................................................
Total trade and other payables .....................................................................................
21. Financial risk management
Overview
The Group has exposure to the following risks from its use of financial instruments:
● credit risk
● liquidity risk
● market risk
● operational 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 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.

Amounts are in ISK million

Consolidated Financial Statements of Reitir fasteignafélag hf. 2011

_______________________________________________________________________________________________________________________

57
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21. Financial risk management (continued)
Credit risk
Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment
that it has entered into with the Group. The Group's management looks to minimize this risk factor by only
entering into agreements with solid and well known institutions in addition to closely monitoring the credit risk on
an ongoing basis.
Trade and other receivables
The Group’s exposure to credit risk is influenced mainly by the financial position and operations of each customer.
Approximately 35% (2010: 40%) of the Group’s revenue is attributable to transactions with its five largest tenants.
Credit risk is managed by requiring tenants to pay rentals in advance as well as providing guarantees for several
months rental payments. The credit quality of the tenant is assessed at the time of entering into a lease
agreement. Outstanding tenants' receivables are regularly monitored. The maximum exposure to credit risk at the
reporting date is the carrying amount of each class of financial asset.
Most of the Group’s customers have been transacting with the Group for many years, and losses have been
immaterial in proportion to turnover. By monitoring customer credit risk, aging profile and financial position of the
individual customer is watched and reviewed periodically.
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 assets in 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 financial assets.
Guarantees
The Group’s policy is to provide financial guarantees only to its subsidiaries. At 31 December 2011 guarantees
amounted to ISK 63.037 million to its subsidiaries (2010: ISK 61.073 million).
The carrying amount of financial assets represents the maximum credit exposure. The maximum exposure to
credit risk at the reporting date was:
Carrying amounts
Notes
2011
2010
Loans and receivables ..........................................................................
Trade and other receivables ..................................................................
Restricted cash and cash equivalents ...................................................
Cash and cash equivalents ...................................................................
Total exposure to credit risk .................................................................

12
13
14

77
309
672
1.083
2.141

35
361
678
820
1.894

Impairment
2011

Gross
2010

Impairment
2010

61)
5)
13)
112)
191)

338
44
56
196
634

Impairment losses
The aging of receivables at the reporting date was:
Gross
2011
Not past due .................................................................
Past due 0 -30 days .......................................................
Past due 31 - 120 days ..................................................
Past due more than 120 days .......................................
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329
36
47
165
577

(
(
(
(
(

(
(
(
(
(

68)
5)
13)
152)
238)

Amounts are in ISK million
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Notes, cont.:
21. Financial instruments (continued)
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 largest risk factor concerning liquidity is refinancing risk. The Group's aim is to create a smooth maturity
profile in order to minimize the exposure to refinancing conditions at any given point in time.
During the restructuring of the Company in the year 2009 the Company was refinanced by Icelandic banks and
one foreign bank. The loan term of the Icelandic loans is until 2013 and 2015 but nearly the entire principal of
these loans is due in August 2012. The Company may unilaterally request that the loan term be amended so that
the main due date of the loans will be in June 2015 or June 2013 for one of the loans. If the Company does utilise
this authorisation creditors may increase the interests to the established limit. The presentation of interest
bearing liabilities in the balance sheet takes into account that the Company exploits this provision. The loan term
of the foreign loans is until year 2014 provided that the Company meets with all covenants of loan agreements.
The Company is already working on its refinancing and intends to request for an amendment of the loan terms.
Furthermore, in order to reduce refinancing risk, the Group aims to diversify its sources of funding to provide
greater flexibility in refinancing of outstanding liabilities. The Company has issued bonds on NASDAQ OMX
Iceland. At the end of 2011 bank loans and mortgage debt account for 89.9% (2010: 90,0%) and bonds for 10,1%
(2010: 10,0%) of financial liabilities.
The following are the contractual maturities of financial liabilities, including estimated interest payments:
2011
Non-derivative
financial liabilities:
Loans and borrowings ...
Trade and other
payables .......................

Carrying
amount

Contractual
cash flows

less than
1 year

1-2
years

2-5
years

More than
5 years

71.850

86.273

8.441

10.356

60.120

7.356

837
72.687

837
87.110

837
9.278

10.356

60.120

7.356

69.421

78.702

4.199

60.979

7.731

5.793

786
70.207

786
79.488

786
4.985

60.979

7.731

5.793

2010
Non-derivative
financial liabilities:
Loans and borrowings ...
Trade and other
payables .......................

Market risk
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates, will affect
the Group’s income or the value of its holdings of assets. The objective of market risk management is to manage
and control market risk exposures within acceptable parameters, while optimising the return.

Amounts are in ISK million
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Notes, cont.:
21. Financial instruments (continued)
Currency risk
The Group is exposed to currency risk on rental income and borrowings that are denominated in Euros.
The Group's exposure to foreign currency risk was as follows:
2011
Cash and cash equivalents in Euros .............................................................................
Loans and borrowings in Euros ....................................................................................
Total exposure to currency risk ....................................................................................

(
(

74
15.121)
15.047)

2010

(
(

0
15.539)
15.539)

Payment flow in Euros is specified as follows:
2011

Rental income in Euros .........................
Loans and interest payments in Euros ..

Contractual
cash flows

Less than
1 year

1-2
years

2-5
years

More than
5 years

(
(

4.083
16.058)
11.975)

(
(

297
872)
575)

(
(

297
857)
560)

(
(

891
14.329)
13.438)

2.598
0
2.598

(
(

4.253
16.673)
12.420)

(
(

288
808)
520)

(
(

288
798)
510)

(
(

865
15.067)
14.202)

2.812
0
2.812

2010
Rental income in Euros .........................
Loans and interest payments in Euros ..

The following significant exchange rates applied during the year:
Average rate
2011
EUR ...............................................................................

161,78

Reporting
date spot rate
2011
2010

2010
161,89

158,82

154,23

Sensitivity analysis
A 10% strengthening (weakening) of the Icelandic krona against the following currencies at 31 December would
have increased (decreased) the result before income tax by ISK 1.505 million (2010: ISK 1.554 million). This
analysis assumes that all other variables, in particular interest rate, remain constant. This analysis is performed on
the same basis for the year 2010.
Interest rate risk
The Group's loans and borrowings are both on floating and fixed rate basis.
At the reporting date the interest rate profile of the Group's interest bearing financial instruments was:
Carrying amounts
2011
2010
Variable rate instruments
Financial assets ............................................................................................................
Financial liabilities .........................................................................................................
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(
(

1.755
15.959)
14.204)

(
(

1.498
16.321)
14.823)

Amounts are in ISK million
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Notes, cont.:
21. Financial instruments (continued)
Interest rate risk (continued)
A change of 100 basis points in interest rates at the reporting date would have increased (decreased) results
before income tax by ISK 142 million (2010: ISK 148 million). This analysis assumes that all other variables, in
particular foreign currency rates, remain constant. The analysis is performed on the same basis for the year 2010.
The Group's financial liabilities are otherwise on indexed fixed interest rate.
Inflation risk
Interest bearing liabilities in the amount of ISK 56.753 million (2010: ISK 53.821 million) are indexed based on the
consumer price index. Increase / decrease in inflation by one percent in the year 2011 would have increased
(decreased) the Company's return by ISK 568 million (2010: ISK 538 million) before income tax. The analysis
assumed that all other variables remain constant.
Operational risk
Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the
Group’s personnel, technology and infrastructure, and from external factors other than credit, market and liquidity
risks such as those arising from legal and regulatory requirements and generally accepted standards of corporate
behaviour. Operational risks arise from all of the Group’s operations.
The Group’s objective is to manage operational risk so as to balance the avoidance of financial losses and damage
to the Group’s reputation with overall cost effectiveness and to avoid control procedures that restrict initiative and
creativity.
To reduce operational risk there are among other things requirements for appropriate segregation of duties,
requirements for the reconciliation and monitoring of transactions, compliance with regulatory and other legal
requirements, requirements for the periodic assessment of operational risks faced, training and professional
development and insurance where this is effective.
Capital management
The primary objective of the Group's capital management is to ensure that it remains within its quantitative
financial loan covenants and maintain a strong credit with its lenders. No changes were made in the objectives,
policies or processes during the year.
The Group monitors capital primarily using a loan to value ratio, which is calculated as the amount of outstanding
debt divided by the valuation of the investment property portfolio, and cash flow coverage covenants.
At year end 2011, mortgages on the Group's loans were all duly paid. In cases where group entities do not
comply with loan terms the Company has obtained confirmation from creditors that they will not call in the entire
loans.
Neither the Company nor any of its subsidiaries are subject to externally imposed capital requirements.

Amounts are in ISK million
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Notes, cont.:
21. Financial instruments (continued)
Fair values versus carrying amounts
The fair values of financial assets and liabilities, together with the carrying amounts shown in the statement of
financial position, are as follows:
2011
Carrying
amount
Fair value

2010
Carrying
amount
Fair value

Loans and receivables ...................................................
Trade and other receivables ..........................................
Restricted cash .............................................................
Cash and cash equivalents ............................................
Total financial assets .....................................................

77
309
672
1.083
2.141

77
309
672
1.083
2.141

35
361
678
820
1.894

35
361
678
820
1.894

Loans and borrowings, non current ..............................
Loans and borrowings, current .....................................
Trade and other payables ..............................................
Total financial liabilities .................................................

67.155
4.695
837
72.687

67.155
4.695
837
72.687

68.289
1.131
786
70.206

68.289
1.131
786
70.206

The fair value of financial assets and liabilities is calculated by discounting future principal and interest payments
based on market interests on the reporting date.
22. Related parties
Identity of related parties
The Group has a related party relationship with owners with significant influence, its subsidiaries and with its
Board of Directors and Managing Directors. Significant owners are Eignabjarg ehf. (Arion banki hf.) and Horn
Fjárfestingarfélag ehf. (NBI hf.).
Related parties with key management personnel
The Group was not involved in any transactions during the year with members of the Board of Directors, the
Managing Director or companies outside the Group in which these parties have interests.
Related party transactions with owners with significant influence
The statement of financial position includes the following transactions with owners with significant influence:
Note

2011

2010

Assets:
Restricted cash .....................................................................................
Cash and cash equivalents ...................................................................

13
14

495
1.083
1.578

616
820
1.436

Liabilities
Loans and borrowing ............................................................................
Other payables (accrued interest) .........................................................

17
20

28.792
138
28.930

28.257
93
28.350

The statement of comprehensive income includes the following transactions with owners with significant
influence:
Rental income ..............................................................................................................
Interest income ............................................................................................................
Interest expenses .........................................................................................................

56
46
3.194

55
87
2.434

All outstanding balances with related parties are valued on arm's length basis.
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Notes, cont.:
23. Group entities
Subsidiaries at year end 2011 were seven and they are:
Ownership interest
2011
2010
Reitir I ehf., Iceland .....................................................................................................
Reitir II ehf., Iceland .....................................................................................................
Reitir III ehf., Iceland ....................................................................................................
Reitir IV ehf., Iceland ....................................................................................................
Reitir V ehf., Iceland .....................................................................................................
Reitir VI ehf., Iceland ...................................................................................................
Reitir VII ehf., Iceland ..................................................................................................

Amounts are in ISK million

100%
100%
100%
100%
100%
100%
100%

100%
100%
100%
100%
100%
100%
100%
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