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Signature by the Board of Directors and the President and CEO

It is the opinion of the Board of Directors and the President and CEO of Ossur hf. that these interim Consolidated Financial
Statements present all the information necessary to show the financial position of the Company at September 30, 2002, the
operational resultsfor the period January 1 to September 30, 2002, and financial developments during that period.

The Board of Directors and President and CEO of Ossur hf. hereby confirm the interim Consolidated Financial Statements of
Ossur hf. for the period from January 1 to September 30, 2002 with their signatures.

Reykjavik, October 28, 2002

Board of Directors:

Pétur Guémundarson
Chairman of the Board

Ossur Kristinsson Gunnar Stefansson

Heimir Haral dsson Kristjdn T. Ragnarsson

Sigurbjorn borkelsson

President and CEO

Jon Sigurdsson



Financial Ratios

Consolidated statement

Growth

Net sales

EBITDA

Profit from operations
Net income @

Total assets

Operational performance
Cash provided by operating activities
- asratioto total debt ®

- asratio toincome

Working capital from operating activities

- asratio to long-term debt and stockh. equity G o
- asratio to investm., current maturities, divid.®

Liquidity and solvency
Quick ratio

Current ratio

Equity ratio

Asset utilization and efficiency
Total asset turnover®
Grace period granted ®

Profitability

Return on capital *?
Return on common equity
Operating profit asratio to net sales

Net income before taxes as ratio to net sales
Net income for the year asratio to net sales

(12)

Market

Market cap.

Price/earnings ratio, (P/E) 2
Price/book ratio

Number of shares

Earnings per share, (EPS) 2

Notes

1. Financial ratiosfor the year 2000 have been cal culated using net income before extraordinary expenses

3092002 3092001 2001 2000 1999 1998
USD'000 612067 512555 683807 456816 179326 14,0371
USD'000 11,1267 89858 129729 89043 33610 25282
USD'000 92220 74327 109121 755908 28908 21359
USD'000 72694 58618 86321 51875 19252 11124
USD'000 696411 57,6063 582013 568511 243070 73616
USD'000 50020 79081 103587 579%.7 32429 11328
% 25 349 361 300 67.0 245

07 13 12 11 17 10
USD'000 106234 81193 107706 85569 25983 16105

294 278 27.3 24.6 192 309

23 05 12 01 27 24

15 12 12 11 15 17

23 17 19 15 22 27
% 531 484 525 446 786 57

13 12 13 11 11 22
Days 48 45 a4 50 40 39
% 210 206 190 82 29 22
% 310 305 P4 9.0 4.7 773
% 151 14.3 158 165 16.1 147
% 14.9 141 151 129 166 125
% 119 113 125 113 107 7.7
USD'000 1948924 1345405 1584919 2559281 116850.4

194 175 194 530 60.8

53 48 52 101 6.1
Millions 3284 P84 3284 3384 2119
US Cent 306 234 249 148 091

2. Financial ratio for YTD 2001 and Y TD 2002 is based on operations for the preceding 12 months
3. Financial ratiosfor Y TD 2001 and 2002 have been calculated as for a 12 month period
4. Financial ratios based on financial statements prepared in Icelandic currency prior to 2002 have been translated to US

dollars. Income statement items have been translated at the average exchange rate for each period and balance sheet items

have been translated at the exchange rate at the end of each period.



Auditor’s Report

To the Board of Directors and Shareholders of Ossur hf.

We have reviewed the accompanying Consolidated Balance Sheets of Ossur hf. and it's subsidiaries as of September 30, 2002,
and the related Consolidated Statements of Income and Cash Flows for the period then ended. These Consolidated Financial
Statements contain Income Statements, Balance Sheets, Statement of Cash Flows and Notes to the Financial Statements. These
Financial Statements are the responsibility of the Company’s management. Our responsibility is to issue a report on these
Financial Statements based on our review.

We conducted our review in accordance with generally accepted auditing standards applicable to review engagements. Those
standards require that we plan and perform the review to obtain moderate assurance as to whether the Financial Statements are
free of material misstatement. A review islimited primarily to inquiries of company personnel and analytical procedures applied
to financial data and thus provides less assurance than an audit. We have not performed an audit and, accordingly, we do not
express an audit opinion.

Based on our review nothing has come to our attention that causes us to believe that the accompanying Financial Statements
do not give atrue and fair view of the financial position of Ossur hf. and it's subsidiaries as of September 30, 2002, of the results
of their operations and their cash flows for the period then ended in accordance with generally accepted accounting principles
applied on a consistent basis. Financial Statements of foreign subsidiaries have been reviewed by Deloitte & Touche in the
countries where they are located.

Reykjavik, October 28, 2002

Deloitte & Touche

Heimir borsteinsson
State Authorized Public Accountant

Porvardur Gunnarsson
State Authorized Public Accountant



Consolidated Income Statements
for the Periods 1.1.-30.9.2002 and 1.1.-30.9.2001

Notes

NEt SAIES ....eoieiiiiiiee e
Cost of goods sold .......cccceevereverrererircereeeeeenens

Gross Profit oo
Other INCOME ...
Sales and marketing expenses.........ccocceeeveveneee.
Research and development expenses..............
General and administrative expenses...............

Profit from operations ..........ccccccevveiieieiiennens

Interest income/(EXPENSES) .....ccveveveeeeeieerereenne, 17
Income from assoCiates ..........cccoveeeeeeceeceeeveeee. 3

Profit before tax .....cccoceeveeeieeccieeee e

INCOMETAX ..cveereeiereireieece e 15

Net profit for the period ........ccccvvvvineiecnnnn.

All amountsin thousands of USD

Consolidated Statements

2002 2001 2002 2001
YTD YTD 30 30

61,206.7 51,2555 21,3006 18,1083
(243943)  (191026) (8,304.7) (5,666.1)
36,8124 32,1529 13,0859 124422
494.9 635.1 1655 24.4
(12,836.9) (9,208.3) (3748.2) (2,729.1)
(5,251.0) (3917.1) (1,675.8) (1,158.7)
(99974)  (12,2299) (3,137.0) (4,783.4)
92220 74327 46904 37954
(135.8) (133.0) (151.1) 103
39.8 483 17 157
9,126.0 7,343.0 45410 38214
(1,856.6) (1,481.2) (891.9) (1,320.8)
7,269.4 58618 3,649.1 25006




Consolidated Balance Sheets

Assets
Consolidated Statements
Notes 30.9.2002 31.12.2001
Fixed assets
Intangible assets
Deferred tax aSsat .......ocoveveeeeeverereress e 4 19,6204 20,562.1
Other intangible assets ........ccovvvevivveceeeeec 5 762.8 3015
20,383.2 20,863.6
Operating fixed assets 6
BUIldingsS and SItES .........cccererrrirnneireeere e 2,998.7 29433
Other operating fixed 8SSatS ........covvrererereiienineserenenens 7,611.8 5,865.7
10,6105 8,809.0
Investments
INVEStMENES iN aSSOCIALES ......cceveeeeeeereereerecre e e 194.2 127.3
LoNg-term inVESIMENES ........ccvvvrvrercreeeere e 8 750.1 1,148.2
944.3 1,2755
Total fixed assets 31,938.0 30,948.1
Current assets
Inventories 9
Raw materials and work in process..........c.covververeenee 6,197.0 35798
Finished ProductS ........ceveeeenrere e 5,938.7 6,293.0
12,135.7 9,872.8
Short-term receivables 10
AccountsrecalVable .........covoeeeeececeeececeeeeee e 14,288.3 9,854.0
Other recalVabIES ... 1,850.0 1529.7
16,138.3 11,383.7
Cash and cash equivalents
Marketable SECUNtIES.........coeeueieeeccceeeeee e 11 946.4 452.8
(07 o T 8,482.9 55439
9,429.3 5,996.7
Total current assets 37,703.3 27,253.2
Total assets 69,6413 58,201.3

All amountsin thousands of USD 6



September 30, 2002 and December 31, 2001

Equity and liabilities

Stockholders' equity

COMMON SLOCK ...t
Additional paid-in capital ..........ocovreeeeeeeeees
SEAULONY FESEIVE ...ttt
(@11 =0 1] U

Total stockholders’equity
Liabilities
Long-term liabilities
Credit iNSHIULIONS ..o

LONG-TEM NOLES ...t
Other long-term liabilities .........cccveeeevrcecccceees

Total long-term liabilities

Current liabilities

Accrued taxes payable..........ccooeevevereeeie s
Other current liabilities........cccceeevecieiereeesere e

Total current liabilities

Total liabilities

Total equity and liabilities

All amountsin thousands of USD 7

Notes

12,13

14

15

Consolidated Statements

30.9.2002 31.12.2001
3122.8 31417
26,167.6 27,2589
59%.1 1469
7,080.1 0.0
36,966.6 30,5475
134247 9,998.4
30.3 348
2,513.7 2,897.6
15968.7 12,930.8
5162.9 4,907.9
2,503.9 34480
1,0482 789.3
7,991.0 5577.8
16,706.0 14,7230
32,674.7 27,6538
69,641.3 58,201.3




Consolidated Statements of Cash Flows
for the Periods 1.1.-30.9.2002 and 1.1.-30.9.2001

Consolidated Statements

Notes 2002 2001
YTD YTD
Cash flows from operating activities
Net incomefor the period .........cccevvveeeecreree e 7,2694 5,861.8
Adjustments for:
Depreciation and amortization............cccevveeveereriennnne. 5,6 1,904.7 15531
Indexation and foreign exchange rate differences..... 46.9 4234
Calculated inflation adjustment...........cccoeevvrcenene, 0.0 (765.7)
L0SSON Sale Of 8SSELS......cocevererieeeeee e 202 17
Deferred iNCOME taX........ocucvrereecereeeeerereeeereeeeesesees e 14220 1,0033
INCOMeE from aSSOCIALES........cocveveeeeeerererieeeerere e (39.8) (48.3)
Working capital from operating activities 10,6234 8,119.3
Changes in operating assets and liabilities
[NVENLOriES, INCIEASE........ceveverereeeee et (1,721.9) (183.2)
Accounts receivable, iNCrease.........c.ueveerrrereenenennnns (4,29.6) (12,638.5)
Current liabilities, INCrease.........cccoeereeeeererererereeeennns 487.1 12,6105
Net cash provided by operating activities 5,092.0 7,908.1
Cash flows from investing activities
Purchase of fiXed SSELS ........ccvvererererrerer s (3248.3) (2,091.2)
Proceeds from sale of fixed assets.......ccccoveevrerieccrieennne 852 1418
Share INVESIMENES ... 0.0 (986.1)
L ong-term securities and other receivables, changes ... 409.6 A7l
Net cash used in investing activities (2,653.5) (2,588.4)
Cash flows from financing activities
Borrowings of long-term debt ...........ccoevvvvcvecnrricenene, 5,226.9 14,726.7
Paymentson long-term debt .........cccoovvevevvcccevsccee (3,094.5) (17,946.3)
Purchases of treasury StocK .........coevvveeeivieneeenceceeenn, (2,960.6) (2,779.8)
Sales of treasury StOCK .........cccvvvveieeeereseeeee e 15894 0.0
Exercised share Options.........ccccoeeeveeecreeseeese e 51.7 499.1
Net cash provided by (used in) financing activities 8129 (5,500.3)
Net change in cash and cash equivalents ........... 32514 (180.6)
Cash from purchased subsidiaries ...................... 0.0 260.2
Effects of foreign exchange adjustments ............ 181.2 (670.6)
Cash and cash equivalents at beginning of year 5,996.7 7,123.6
Cash and cash equivalents at end of period ....... 9,429.3 6,532.6
Notes: Statement of cash flows .........ccccevvviiinnnnnn, 18

All amountsin thousands of USD 8



Notes to the Financial Statements

Operations

Ossur hf. designs, manufactures and sells prosthetic solutions. The principal products manufactured by the
Company include liners, sockets, prosthetic feet, prosthetic knees and various components used for the manufacture
of artificial limbs. The principal market areas of the Company are North America, Western Europe and Japan,
which are served by companies in the United States, Sweden and the Netherlands, in addition to the Iceland-based
parent company.

The production and assembly of the Company’s products was conducted in four places during the period: at Ossur
North America, Inc., in Aliso Vigjo, California, which assembles prosthetic feet; at Ossur Engineering, Inc. in
Albion, Michigan, which manufactures prosthetic knees, at Mauch, Inc. in Dayton, Ohio, which manufactures
components for prosthetic knees and implants, and a Ossur hf. in Iceland, which manufactures sockets, prosthetic
feet and components. In addition, orthotic devices are manufactured at Ossur Nordic, A.B. in Uppsala, Sweden,
and, finally, the parent company runs a prosthetic workshop in Iceland.

Sales, distribution and services in North America were handled by Ossur North America, Inc., Western Europe by
Ossur Europe B.V., the Nordic countries by Ossur Nordic, A.B., while other markets were mostly serviced by
Ossur hf. in lceland and Ossur North America, Inc. In 2001, the organization of the company’s sales was changed
both in Europe and the United States, and products are now sold directly to customers rather than through
distributors.

A new and changed organization for operations and the legal entities that form the consolidation took effect in
2002. The Technical division manages all R&D and manufacturing. The Prosthetic division handles international
marketing, product management and sales to international markets other than North America and Europe. Localized
marketing, sales distribution and services is handled by three independent sales companies, Ossur North America,
Inc., California, Ossur Europe, B.V., Netherlands, and Ossur Nordic, A.B., Sweden.

Changes in Accounting Policies

By legislation of a change in Icelandic Act no. 144/1994 on Financial Statements the effects of general price level
changes on the operation and financial position of the Icelandic reporting entities will cease to be reported, effective
January 1st 2002. Accordingly the interim Consolidated Financial Statements do not report the effects of genera
price level changes since January 1, 2002. Comparative figures for the previous period have not been changed. If
the effects of general price level changes had not been reported for the previous period, net income would have
been USD 5,129.0 thousand.

In periods prior to 2002 the effects of general price level changes on the operation and financial position were
calculated in preparation of prior period’s consolidated financial statements. Accordingly the income statement in
prior period’s consolidated financial statements indicated figures stated at the average price level of the year, but
figures in the balance sheet were stated at year-end price level. Price level changes were measured in accordance
with changes in consumer price index. Fixed assets were revalued by adjusting their total value and depreciation to
year-end. Those fixed assets, which were bought or sold during the period, were revalued according to the period
of ownership. The effects of changes in genera price level on monetary assets and liabilities as they were at
beginning of the year and changes in that position during the year were calculated and created revenue (expense)
entry called "Purchasing power loss on net monetary items." (calculated inflation adjustment) Revaluation of fixed
assets and Purchasing power loss on net monetary items were posted to the revaluation equity account in the
balance sheet.

By legidation of a change in Icelandic Act no. 144/1994 on Financial Statements, Icelandic lega entities were
permitted to report the results of their operations and financia position in foreign currencies. Accordingly, the
board of Ossur has decided to report in US dollars, which is the consolidated companies” functional currency.

The interim Consolidated Financial Statements are based on historical cost in accordance with Icelandic law and
generally accepted accounting principles. In al materia respects the statements are consistent with the statements
of the precedina vear except for the abovementioned chanaes.



Notes to the Financial Statements

Summary of Accounting Policies

1. Theinterim Consolidated Financial Statements are based on historical cost in accordance with Icelandic law and
generally accepted accounting policies.

The Income Statements of foreign subsidiaries, reporting in other currencies than US dollar, are calculated to US
dollars at the average exchange rate of each quarter, and Balance Sheet items other than common stock are
calculated to US dollars at exchange rate at the end of the period. Trandation differences from foreign companies
are posted to other equity.

Other accounting policies relating to individual items in the interim Consolidated Financial Statements are listed in
the following notes.

Comparison to The Previous Year

2. In order to disclose comparison between periods, comparative figures for periods prior to 2002, which were
originally stated in Icelandic krona, have been trandated from Icelandic krona to US dollars. Income Statement
items have been translated at the average exchange rate for the period January 1 - September 30, 2001 and Balance
Sheet items have been transated at the year-end exchange rate 2001.

The Group

3. Theinterim Consolidated Financial Statements of Ossur hf. pertain to the following subsidiaries:

Ownership

(@SN o] Lo 1o - = 35O 100%
(@ oo o = J TR 100%
OSSUF INOFAIC, AS...eeeeeeeeeeeeeee et e et eees et et s e eeteeeee e seeseseeeesese et sseseeeesseseessseneessseneeseeeneneeeneennennns 100%
OSSUr ENGINEEITNG, AB.....vvviiececeeee ettt sttt s sttt sa sttt ss sttt ss sttt stsn st et stan s 100%
L 00 (0 U RN = 100%

L Y o (o= R A o 1 SRS 100%
Mega Hali ME, AB...... ettt e et e et e et et e neesne e reeneennaenrean 100%
Pl IMEAICAL, ABh...eeeeeee ettt ettt ettt ettt e b e e te e st e e e at e e ebeeeeaeesabeeenseesabeesareeabeeesaeeenbeean 100%
Protese INAUSLIT MEAICAI, AS......ooo ettt e e e e e st e e e et ee e eesseessbeeeeenteneenns 100%

(@ =T o]l e I 1o 100%
OSSUI ENGINEEIING, INC...vviveiviiiieiicteiete sttt st 100%
Century XXII ENGINEENING, INC...o.vveveeiiceieie ettt sttt e re et e eneesneennesneennas 100%
OSSUF NOPN AMEITCA INC.veveeeeeeee et eee et et e et e eeeeees e esee e et eeeseeeeesees et eesreseeeeeerereseaeereneeeeeeneneren 100%
/= 0 o o T 1 oSS 100%
OSSUF USA, 11Nttt et e et e e et ee et eeeseeeeeseeee et eseseeeeese e esaseneeesseseeesseneesesanenseeseseeeneennesnes 100%
(@2 T 0rTo ) =1 I 1 o 100%
QLSS U= (00 7= (I 1| FVTRT T 90%
(@S U S I (o SRR 100%
OSSU EUIOPE, BV ...ttt ettt es s asas st ss s s st s sssn st tassssssnsesesasassssnsssesesssssnsssesasesasans 100%

Ossur's ownership in associates is accounted for using the equity method. Ossur owns 48.75% of the shares of
Eirberg ehf. which qualifies as a associated company of Ossur. Ossur’s share in the period’ s net profit, USD 39.8
thousand, is entered in the Income Statements.

10



Notes to the Financial Statements

The interim Consolidated Financial Statements have been prepared using the purchase method of consolidation
accounting. When ownership in subsidiaries is less than 100%, the minority interest in the subsidiaries” income or
loss and stockholders equity is accounted for in the calculation of the consolidated income or loss and the
consolidated stockholders equity. The minority interest in Ossur stodtaeki hf. is not material and is not accounted
for in the interim Consolidated Financial Statements.

One of the purposes of interim Consolidated Financial Statements is to show only the net external sales, expenses,
assets and liabilities of the consolidated businesses as a whole. Hence, intercompany transactions have been
eliminated within the consolidated businesses in the presentation of the interim Consolidated Financial Statements.
Unrealised gain in inventories resulting from intercompany transactions has been eliminated and calculated income
tax in the interim Consolidated Financial Statements adjusted accordingly.

Intangible Assets

4,

Deferred tax asset is due to, on the one hand, tax benefits from the purchase of shares in other companies for a
price in excess of the recorded book value of stockholders' equity and, on the other hand, by income tax loss
carryforward due to operating losses. Deferred income tax liabilities of subsidiaries where applicable are deducted
from income tax loss carryforward from goodwill. The amounts are shown in the following schedule in thousands
of USD:

Tax benefits due to purchase Of QOOAWIIl ..........c.oierireiiiece s 16.568,6
Tax benefits due to 10SS Carry-fOrWard ..........coceiieieiicce e e 2.633,1
Tax adjustments due to unrealized intercompany gain in iNVENLONES..........covvereeinineneeese e 1.161,3
TAX TTBDIITIES .ttt b et et (742,6)

19.620,4

In the year 2000 Ossur bought all shares in an Californian based Company called Flex-foot Inc. The purchasing
price of the shares was considerable higher than book value of equity, identified as goodwill. The goodwill was
expensed in the income statement in the year 2000 but 3/4 of the tax benefits related to the buying of the goodwill
was capitalized.

According to US tax laws applying to the deal the goodwill is deductible from tax over a period of 15 years. Thus
the subsidiary Ossur Holdings Inc. will have a tax deduction over the next 13 years on profits amounting to USD
53,443.4 thousand. The Company estimates sufficient annual profits to utilize the tax benefits. The amount will be
charged to income tax expense in the Income Statement over the next 13 years. Accordingly, USD 994.1 thousand
was charged to income tax expense in the Income Statement during the period. The remaining balance amounts to
USD 16,568.6 thousand.

At the end of the period the consolidated companies had an income tax loss carryforward, which can be used in
following years. The Income tax loss carryforward, USD 2,633.1 thousand, has been capitalized. Thisis offset by
the tax liabilities of the consolidated companies, which are estimated to be paid over the next few years; deferred
income tax liabilities amounting to USD 742.6 thousand are deducted from the income tax loss carryforward.

In the preparation of the Consolidated Financial Statements, accumulated gains in inventories from intercompany
transactions amounting to USD 4,532.8 thousand were eliminated. This has an effect on the income tax expenses
of the consolidated companies, and an adjustment of USD 1,161.3 thousand is made in the Consolidated Financial
Statements to reduce income tax expense to account for this. Income tax expense is calculated in accordance with
tax rates in the countries where the inventories are produced.

11



Notes to the Financial Statements

5.

Other intangible assets consist of capitalized research and development expenses from previous years and the cost
of obtaining patents for the products manufactured by the Company. These assets are amortized by 4-20%
annually. In the 3rd quarter 2002 production know-how and technica solutions were purchased from Capot
Systems A.B. in Sweden. All research and development costs incurred during the period are expensed.

Development cost and other intangible assets are further specified as follows in thousands of USD:

COSE 8L JANUBIY L. ..ottt sttt et e et e e s h bt e bt e et e e e be e sabe e sseeeabe e e abeesabeesnbeennneenees 707,3
Previously @amOItiZEU ..........ooeiii i e e et re e ere e (405,8)
BOOK VEIUE 81 JANUAIY L. ... oottt sttt e e tesreeseeeneesneeseesneesseesaeeneesneensenneens 301,5
Exchange rate difference during the PEMOU..........ceoie e e 50
Additions during the PEriod, COSE .........riieiriee et ee e ee s e eeeneesneenes 511,0
Amortized during the PEITOU...........ccui et sre e s reenesaees (54,7
Book value at SEptemMBDEr 30. ......ocvoiieieeeee e s nae e e 762,8

The amortization of other intangible assets, classified by operational category, are specified as follows in thousands
of USD:

Research and devel OpMENT EXPENSES.......c.uirirerer ettt s e e e eneas 232
General and admiNiStratiVe EXPENSES.......c.ciuiiveiieeeseee e e e e e ee e e ee s e e aesaeestesae e bessaebesaaeteeneenes 31,5
54,7

Fixed Assets and Depreciation

6.

Depreciation of fixed assetsis calculated on a straight-line basis. The following rates are used:

BUITAINGS. .t b e e e e et bbb bt eh e e n e nnenns 2%
F N U101 070] 11 13U 5-20%
Machinery and EQUIPMENT .......cviieieieiere et sr e e b e sr b e sn e rennenn e ne s 3-20%
Fixtures and offiCe @QUIPIMENT ........cooui et re b e re e b e e n e s aeeneenes 6-33%

Fixed assets, exchange rate differences and depreciation are specified as follows in thousands of USD:

Buildings Machinery  Fixtures & office

and sites Automobiles & equipment equipment Tota
Tota vaue January 1. ............... 3.364,2 273,8 7.332,4 4.167,9 15.138,3
Previously depreciated .............. (420,9) (56,0) (3.807,9) (2.044,5) (6.329,3)
Book value January 1. ............... 2.943,3 217,8 3.524,5 21234 8.809,0
Exchange rate difference
during the period..........cccccvvuennen. 12,4 0,7 477 15,6 76,4
Purchases during the period....... 192,6 0,0 2.298,5 1.189,4 3.680,5
Sales during the period............... 0,0 (69,3) (36,1) 0,0 (105,4)
Depr. during the period.............. (149,6) (23,2 (966,6) (710,6) (1.850,0)
Net book value June 30.............. 2.998,7 126,0 4.868,0 2.617,8 10.610,5

Purchase of fixed assets financed by |ease agreements are capitalized and the related liability recorded among debts
in the Balance Sheets.

12



Notes to the Financial Statements

7. Depreciation is calculated as a fixed annual percentage of historical cost, based on the period of ownership during
the period. Depreciation, classified by operational category, is shown in the following schedule in thousands of
USD:

(@01 o) 0 000 -SJ1"o o PR S 770,6
Sales and Marketing EXPENSES ........couiiiiieerie e s e s be et esre e beeaeesre e s e saeanseennesreennas 59,9
Research and develOpMENT EXPENSES.......c.uiiirereerei ettt sr e s se e ese e enea 237,7
Genera and admiNiStratiVe EXPENSES ......c.ciuieiieiieee ettt e e e e st e ee e e aesaeestesre e tesre e besreebeeneenes 781,8
1.850,0

Investments

8. Long-term investments consist mostly of securities which are intended to be held for the forseeable future. Long-
term investments are valued at the lower of cost or market.

Inventories

9. Inventories are valued at the lower, cost or market value, after taking obsolete and defective goods into
consideration.

Inventories in finished goods have been lowered in the Consolidated Financial Statements by unrealized gain from
intercompany transactions.

Short-term Receivables

10. Accounts receivable are valued at homina value with interest and exchange rate gains added, less an alowance
amounting to USD 1,299.3 thousand. The alowance relates to doubtful receivables USD 747.3 thousand and sales
returns 552.0 thousand. The allowance is deducted from accounts receivable in the Balance Sheet and does not
represent a final write-off. The increase in the allowance during the period USD 79.6 thousand is entered in the
Income Statement.

Marketable Securities

11. Marketable securities consist of mutual fund shares and are valued at the period-end market price. No restrictions
apply to the securities™ liquidation.

Stockholders' equity

12. Common stock is as follows in millions of shares and USD thousands:

Shares Ratio Nomina value
Total common stock at the end of the period.........cccccecevevvvienee. 322,2 98,1% 3.122,8
Treasury stock at the end of the period..........ccccoveveeeeeeve s, 6,2 1,9% 59,8
3284 100% 3.182,6

Shares issued and outstanding at year-end numbered a total of 328,441,000. The nominal value of each shareis 1
Icelandic krona. A shareholders meeting has passed a resolution, effective June 6, 2002 changing The articles of
Association which changes the par value of Shares from Icelandic currency to being denominated in USD.
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13. Changesin stockholders' equity are as follows:

Additional Statutory Other

Common stock paid-in capital reserve Equity Total
Stockholders' equity as of
January 1, 2002........ccccocvvrnenne. 3.141,7 27.258,9 146,9 0,0 30.547,5
Purchases of treasury stock ......... (55,2) (2.905,4) (2.960,6)
Sales of treasury stock ............... 29,1 1.560,3 1.589,4
Exercised share options.............. 19 49,8 51,7
Allocation of treasury stock
to sellers of subsidiaries .............. 53 204,0 209,3
Trang ation difference of
sharesin foreign companies....... 259,9 259,9
Net income for the period........... 7.269,4 7.269,4
Transferred to statutory
FESEIVE.....ueeiveeiecteeteeie st te s 449,2 (449,2) 0,0

3.122,8 26.167,6 596,1 7.080,1 36.966,6

Long-term Debts

14. Long-term debts, in other currencies than US dollars, are recorded at the exchange rate at the end of the period.
Long-term debts, classified by currency, are shown in the following schedule in USD thousands:

Remaining balance
Long-term debts in foreign currencies:

(0= 10 T o L 1 L 14.944.4
(0= g T {0 SRR 6.026,0
[0 T= g T g T S 161,2

21.131,6
CUITENE MBEUITTIES. ...ttt se e e r b bt r e bbb st s e es e e e e e e e e e e nn e ne s (5.162,9)
Long-term debts at SEpteMBEr 30........cccueiieieiiece e e sre e r e ae e 15.968,7

Aggregated annual maturities are as follows:

IN 1.10 2002 - 30.9 2003........cceiieriiirisieiieiis e s e s 5.162,9
IN 1.10 2003 - 30.9 2004........cceeeeeereereeee ettt e e e e n e e n e e e 9.959,6
1N 1.10 2004 - 30.9 2005........cceieiuiiririiniieiieee et s 1.375,5
IN 1.10 2005 - 30.9 20086..........eereereerereesreererre s ere e sre e sre e sresnesreesreenn e e sreenre e e nne e s 1.043,6
= = PP 3.590,0
211316
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Taxation

15. Income taxes on the consolidated profits during the period have been calculated and entered in the Consolidated
Financial Statements. Income tax expense in the Income Statement is shown in the following schedule in USD

thousands:
YTD 2002
Income tax payable fOr the PEITO..........cccviiriiiee e 1.052,0
Amortized tax benefits due to purchase of goodWill............ccvcceiiiie i 994,1
Income tax adjustments due to elimination of unrealized profit in INVENtOry.........ccocvvveveeinencenne, (735,7)
Changesin calculated tax benefits/ tax liabilities during the period............cccoovvevece e, 546,2
1.856,6
Other Issues
16. Net salesis specified as follows according to markets and product lines:
YTD 2002
N o g AN 4= v SRS 57%
T o o OO 38%
(@107 g 40P £SO 5%
100%
YTD 2002
PEOSINELICS. ..ottt bttt et e et b e et b e bbbt et n e et et et e e b e b nas 94%
(01070 o5 5%
(@1 97C g 070 L1 £ OSSR 1%
100%
17. Financia income and (financial expenses) are specified as followsin USD thousands:
YTD 2002
INEEIESE INMCOIME ...ttt e e s e e e s e e e b e b e sbe e bt e b e e bt ebeeaeeneene e e et eneesneneas 72,8
72,8
I NEEIESE EXPENSES. ... veeveeeeecteeteete et e s e e e et e e te e s te e beeseesteesteestesseesteentesaeesteesteessesseesteenteeseesreestennsesneesrens (800,3)
EXChange rate QiffErENCE. ... ...eeeeeeeeee et et ae e e e e saeeneenneeneas 591,7
(135,8)

Cash flow

18. The Consolidated Statements of Cash Flows shows the effects of foreign exchange adjustment of the cash flows
statements of foreign subsidiaries, reporting in other currencies than US dollars, as a separate reconciliation item, in
accordance with IAS 7.

Taxes paid during the period amounted to USD 31.8 thousand. Interest expenses in excess of interest income
amounted to USD 590.7 thousand during the period.

Fixed assets in the amount of USD 1,043.2 thousand were purchased during the period, financed in full by lease
agreements. These purchases do not affect cash, and are therefore not included in the Statements of Cash Flows.
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