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	Consolidated balance sheet



	(in thousands of NOK)
	
	

	
	
	As at 31 December

	
	Note
	2005
	2004

	ASSETS
	
	
	

	Non-current assets
	
	
	

	Property, plant and equipment
	6
	32,768
	16,397

	Intangible assets
	7
	28,731
	8,945

	Deferred income tax assets
	14
	5,015
	2,568



	
	
	66,514
	27,910

	Current assets
	
	
	

	Trade and other receivables
	9,16
	55,695
	14,009

	Cash and cash equivalents
	10
	32,124
	5,987

	
	
	87,819
	19,996

	Total assets
	
	154,333
	47,906

	
	
	
	

	EQUITY
	
	
	

	Capital and reserves attributable to equity holders of the Company
	

	Share capital
	11
	179
	170

	Other reserves
	11
	48,835
	31,206

	Retained earnings


	11
	      (7,559)

7559 )   7559
	(10,715)

	Total equity before minority interest
	
	41,455
	20,661

	Minority interest
	11
	21
	

	Total equity
	
	41,476
	20,661

	
	
	
	

	LIABILITIES


	
	
	

	Non-current liabilities
	
	
	

	Borrowings
	13
	8,474
	2,295

	Deferred income tax liabilities
	14
	             52     
	92

	
	
	8,526
	2,387

	Current liabilities
	
	
	

	Trade and other payables
	12,16
	48,403
	10,818

	Current income tax liabilities
	14
	2,960
	313

	Borrowings
	13
	8,349
	1,253

	Deferred income
	15
	44,619
	12,474

	
	
	104,331
	24,858

	Total liabilities
	
	112,857
	27,245

	Total equity and liabilities
	
	154,333
	47,906

	
	
	
	

	The notes on pages 7 to 40 are an integral part of these consolidated financial statements.
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	Consolidated income statement

	(in thousands of NOK)
	

	
	Year ended 31 December

	
	Note
	2005
	2004

	
	
	
	

	Sales
	5
	152,067
	28,120

	Other revenues
	17
	10,059
	825

	Total revenue
	
	162,126
	26,945

	Cost of connections and traffic charges
	
	(70,242)
	(14,614)

	Salaries and personnel costs
	18
	(27,896)
	(8,857)

	Selling and marketing costs
	
	(15,215)
	(1,499)

	Other expenses 
	19
	(33,125)
	(12,409)

	Depreciation and amortisation

	6,7
	(11,791)
	(2,673)

	Operating profit
	
	3,857
	(11,107)

	Finance costs

	20,21
	(456)
	(511)

	Profit before income tax 

	
	3,401
	(11,618)

	Income tax expense

	14
	(224)
	2,182

	Profit  for the year
	
	3,177
	(9,436)

	AtProfit after taxtributable to:


	AtProfit after taxtributable to:


	AtProfit after taxtributable to:


	AtProfit after taxtributable to:



	AtProfit after taxtributable to:
	
	
	

	Attributable to :
	
	
	

	Equity holders of the Company
	
	3,156
	(9,436)

	Minority interest
	
	21
	-

	
	
	
	

	Earnings per share for profit attributable to the equity holders of the Company during the year (expressed in NOK per share)
	
	
	

	– basic

	22
	0.18
	(0.63)

	– diluted

	  22
	0.16
	(0.63)

	
	
	
	

	
	
	
	

	The notes on pages 7 to 40 are an integral part of these consolidated financial statements.


	Consolidated statement of changes in equity

	(in thousands of NOK)
	
	
	
	

	
	Note
	Attributable to equity holders of the Company
	Minority interest
	Total

equity

	
	
	Share capital
	Other reserves
	Retained earnings
	
	

	Balance at 1 January 2004
	
	140
	3,965
	(1,279)
	-
	2,826

	Currency translation differences
	11
	-
	48
	-
	-
	48

	Profit for the year
	
	-
	-
	(9,436)
	-
	(9,436)

	Total recognised income for 2004
	
	-
	48
	(9,436)
	-
	(9,388)

	Share issue after transaction cost
	11
	27
	24,947
	-
	-
	24,974

	
	
	
	
	
	
	

	Employees share option scheme:
	
	
	
	
	
	

	– value of employee services
	11
	-
	1,511
	-
	-
	1,511

	– proceeds from shares issued
	11
	3
	735
	-
	-
	738

	
	
	30
	27,193
	-
	-
	27,223

	Balance at 31 December 2004
	
	170
	31,206
	(10,715)
	-
	20,661

	
	
	
	
	
	
	

	Balance at 1 January 2005
	
	170
	31,206
	(10,715)
	-
	20,661

	Currency translation differences
	11
	-
	82
	-
	-
	82

	Profit for the year
	
	-
	-
	3,156
	21
	3,177

	Total recognised income for 2005
	
	-
	82
	3,156
	21
	3,259

	
	
	
	
	
	
	

	Share issue after the transaction cost
	11
	7
	14,505
	-
	-
	14,512

	
	
	
	
	
	
	

	Employee share option scheme:
	
	
	
	
	
	

	– value of employee services
	11
	-
	2,762
	-
	-
	2,762

	– proceeds from shares issued
	11
	2
	1,220
	-
	-
	1,222

	Purchase of treasury shares
	11
	0
	(940)
	-
	-
	(940)

	
	
	9
	17,547
	-
	-
	17,556

	Balance at 31 December 2005
	
	179
	48,835
	(7,559)
	21
	41,476

	
	
	
	
	
	
	

	The notes on pages 7 to 40 are an integral part of these consolidated financial statements.


	Consolidated cash flow statement

	(in thousands of NOK)
	
	

	
	
	Year ended 31 December

	
	Note
	2005
	2004

	Cash flows from operating activities


	
	
	

	Profit for the period
	
	3,177
	(9,436)

	Adjustments for:
	
	
	

	–
Tax
	14
	224
	(2,182)

	–
Depreciation
	6
	7,814
	2,128

	– 
Amortisation 
	7
	4,338
	545

	– 
Non cash transaction  related to cost of share options
	11
	2,762
	1,511

	Changes in working capital (excluding the effects of exchange differences on consolidation):
	
	
	

	– 
Trade and other receivables
	9
	(41,680)
	(13,173)

	– 
Trade and other payables
	12,13,16
	76,824
	
24,205

	Cash generated from operations
	
	53,459
	3,598

	Interest paid
	20
	(355)
	(118)



	Net cash generated from operating activities
	
	53,104
	3,480

	
	
	
	

	Cash flows from investing activities
	
	
	

	Purchases of property, plant and equipment (PPE)
	6
	(24,204)
	(17,878)

	Purchases of intangible assets
	7
	(24,124)
	(9,490)

	Loans granted to related parties
	25
	-
	(184)



	Interest received
	
	211
	121

	Net cash used in investing activities
	
	(48,117)
	(27,431)

	 
	
	
	

	Cash flows from financing activities
	
	
	

	Proceeds from issuance of ordinary shares
	11
	15,735
	25,712

	Purchase of treasury shares
	11
	(940)
	

	Proceeds from borrowings
	13
	9,604
	2,473

	Repayments of borrowings
	13
	(3,425)
	(178)

	Net cash used in financing activities
	
	20,974
	28,007

	
	
	
	

	Net (decrease)/increase in cash, cash equivalents  and bank overdrafts
	
	25,961
	4,056

	Cash, cash equivalents and bank overdrafts at beginning of the year
	10
	5,987
	1,651

	Translation adjustments cash,  cash equivalents and bank overdraft
	
	176
	280

	Cash, cash equivalents and bank overdrafts at end of the year
	
	32,124
	5,987

	
	
	
	

	The notes on pages 7 to 40 are an integral part of these consolidated financial statements.


	1. General information

	Telio Holding AS (‘the Company’) and its subsidiaries (together ‘the Group’) provides VoIP (Voice over IP) services to end consumers under the Telio brand. Further, the Group offers the use of the self developed technology platform to partners who sell the VoIP service under their own name (“ASP”). In 2005 over 90% of the Groups revenues came from sales of VoIP services under the Telio brand. 

	The Company is a limited liability company incorporated and domiciled in Norway. The address of its registered office is Støperigaten 2, N-0250 Oslo.

	The consolidated financial statements for 2005, closing December 31, includes the company and its subsidiaries as stated in note 2.2 below. These consolidated financial statements have been approved for issue by the Board of Directors on 29 March 2006. 

	
2. Summary of significant accounting policies


	The principal accounting policies applied in the preparation of these consolidated financial statements are set out below. These policies have been consistently applied to all the years presented, unless otherwise stated.

	2.1 Basis of preparation

	The consolidated financial statements of the Company have been prepared in accordance with International Financial Reporting Standards (IFRS), which has been determined by European Union and corresponds with the interpretation of International Standards Board. This is the company’s first IFRS consolidated account, and IFRS 1 has been implemented. In the note 27 it appears that the transition from IFRS has impacted the balance sheet, income statement and cash flow. 

The consolidated financial statement is presented in Norwegian currency and is rounded up to thousands (1,000).  The consolidated financial statements have been prepared under the historical cost convention, as modified by the revaluation of land and buildings, available-for-sale financial assets, and financial assets and financial liabilities (including derivative instruments) at fair value through profit or loss.

	The preparation of financial statements in conformity with IFRS requires the use of certain critical accounting estimates. It also requires management to exercise its judgment in the process of applying the Company’s accounting policies. The areas involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the consolidated financial statements, are disclosed in Note 4.


	Interpretations and amendments to published standards effective in 2005
The following amendments and interpretations to standards are mandatory for the Group’s accounting periods beginning on or after 1 September 2004: 

· IFRIC 2, Members’ Shares in Co-operative Entities and Similar Instruments (effective from 1 January 2005);
· SIC 12 (Amendment), Consolidation - Special Purpose Entities (effective from 1 January 2005); and
· IAS 39 (Amendment), Transition and Initial Recognition of Financial Assets and Financial Liabilities (effective from 1 January 2005). 
Management assessed the relevance of these amendments and interpretations with respect to the Group’s operations and concluded that they are not relevant to the Group. 

	Standards, interpretations and amendments to published standards that are not yet effective 
Certain new standards, amendments and interpretations to existing standards have been published that are mandatory for the Group’s accounting periods beginning on or after 1 January 2006 or later periods but  which the Group has not early adopted,  as follows: 

	· IAS 19 (Amendment), Employee Benefits (effective from 1 January 2006). This amendment introduces the option of an alternative recognition approach for actuarial gains and losses. It may impose additional recognition requirements for multi-employer plans where insufficient information is available to apply defined benefit accounting. It also adds new disclosure requirements. These amendments are not relevant to the Group’s operations, as the Group does not operate any pension schemes. 


	· IAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intragroup Transactions (effective from 1 January 2006). The amendment allows the foreign currency risk of a highly probable forecast intragroup transaction to qualify as a hedged item in the consolidated financial statements, provided that: (a) the transaction is denominated in a currency other than the functional currency of the entity entering into that transaction; and (b) the foreign currency risk will affect consolidated profit or loss. This amendment is not relevant to the Group’s operations, as the Group has not entered into any intragroup transactions that would qualify as a hedged item in the consolidated financial statements as of 31 December 2005 and 2004.



	· IAS 39 (Amendment), The Fair Value Option (effective from 1 January 2006). This amendment changes the definition of financial instruments classified at fair value through profit or loss and restricts the ability to designate financial instruments as part of this category. The Group believes that this amendment is not applicable as the Group does has not entered into any such financial instruments. 


	· IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts (effective from 1 January 2006).    This amendment requires issued financial guarantees, other than those previously asserted by the entity to be insurance contracts, to be initially recognised at their fair value, and subsequently measured at the higher of (a) the unamortised balance of the related fees received and deferred, and (b) the expenditure required to settle the commitment at the balance sheet date. Management has considered this amendment to IAS 39 and IFRS 4 (Amendment) and has concluded that the amendments are not currently relevant to the Group. 



	· IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards and IFRS 6 (Amendment), Exploration for and Evaluation of Mineral Resources (effective from 1 January 2006). These amendments are not relevant to the Group’s operations, as the Group does not carry out exploration for and evaluation of mineral resources. 


	· IFRS 6, Exploration for and Evaluation of Mineral Resources (effective from 1 January 2006). IFRS 6 is not relevant to the Group’s operations. 



	· IFRS 7, Financial Instruments: Disclosures, and a complementary Amendment to IAS 1, Presentation of Financial Statements - Capital Disclosures (effective from 1 January 2007). IFRS 7 introduces new disclosures to improve the information about financial instruments. It requires the disclosure of qualitative and quantitative information about exposure to risks arising from financial instruments, including specified minimum disclosures about credit risk, liquidity risk and market risk, including sensitivity analysis to market risk. It replaces IAS 30, Disclosures in the Financial Statements of Banks and Similar Financial Institutions, and disclosure requirements in IAS 32, Financial Instruments: Disclosure and Presentation. It is applicable to all entities that report under IFRS. The amendment to IAS 1 introduces disclosures about the level of an entity’s capital and how it manages capital. The Group assessed the impact of IFRS 7 and the amendment to IAS 1 and concluded that neither IFRS 7, nor the amendment to IFRS 1, is currently relevant for the Group’s financial statements.    


	· IFRIC 4, Determining whether an Arrangement contains a Lease (effective from 1 January 2006).    IFRIC 4 requires the determination of whether an arrangement contains a lease to be based on the substance of the arrangement. It requires an assessment of whether: (a) fulfilment of the arrangement is dependent on the use of a specific asset or assets (the asset); and (b) the arrangement conveys a right to use the asset. Management has assessed the impact of IFRIC 4 on the Group’s operations and concluded that it is currently not relevant.


	· IFRIC 5, Rights to Interests arising from Decommissioning, Restoration and Environmental Rehabilitation Funds (effective from 1 January 2006). IFRIC 5 is currently not relevant to the Group’s operations.


	· IFRIC 6, Liabilities arising from Participating in a Specific Market – Waste Electrical and Electronic Equipment (effective from 1 December 2005). Telio is obliged to receive the adapters when the customer returns them, and thereby responsible for the disposal. In Norway there is a voluntary scheme for disposal of electrical/ electronic equipment. This scheme is financed on a voluntary basis, which means that Telio can dispose the adapters free of charge. Per date the management considers IFRIC 6 currently not relevant to the Group’s operations.


	2.2 Consolidation

	(a) Subsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power to govern the financial and operating policies generally accompanying a shareholding of more than one half of the voting rights. The existence and effect of potential voting rights that are currently exercisable or convertible are considered when assessing whether the Group controls another entity. Subsidiaries are fully consolidated from the date on which control is transferred to the Group. They are de-consolidated from the date that control ceases.

	The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an acquisition is measured as the fair value of the assets given, equity instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly attributable to the acquisition. Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

	Inter-company transactions, balances and unrealised gains on transactions between group companies are eliminated. Unrealised losses are also eliminated but considered an impairment indicator of the asset transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency with the policies adopted by the Group.


Consolidated subsidiaries:

	Subsidiaries
	The business address
	Shareholding and voting rights

	
	
	

	Telio Telecom AS
	Oslo
	100%

	Telio APS
	Copenhagen
	100%

	Telio Mobil AS 
	Oslo
	100%

	Teliofoni AB
	Stockholm
	92%

	Telio SA
	Fribourg
	100%

	Telio Netherland BV
	Amsterdam
	91%


	(b) Transactions and minority interests

The Group applies a policy of treating transactions with minority interests as transactions with parties external to the Group. Disposals to minority interests result in gains and losses for the Group that are recorded in the income statement. Purchases from minority interests result in goodwill, being the difference between any consideration paid and the relevant share acquired of the carrying value of net assets of the subsidiary.

	

	2.3 Segment reporting

	A business segment is a group of assets and operations engaged in providing products or services that are subject to risks and returns that are different from those of other business segments. A geographical segment is engaged in providing products or services within particular economic environments that are subject to risks and returns that are different from those of segments operating in other economic environments.

The Group has operating companies located in five countries; Norway, Switzerland, Denmark, Netherlands, and Sweden. The Norway, Switzerland, and Denmark operations offer services under the Telio brand (including Musimi, a Telio owned brand in Denmark), while Netherlands and Sweden offer ASP agreements.

The Group has concluded that business segments constitute the primary reporting segment, represented by the total business, i.e. Telio brand and ASP services. The secondary reporting segment is geographical represented by Norway and Europe

	

	2.4 Foreign currency translation

	(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using 
the currency of the primary economic environment in which the entity operates (‘the functional currency’). The consolidated financial statements are presented in Norwegian kroner, which is the Company’s functional and presentation currency.


	(b) Transactions and balances 

	Foreign currency transactions are translated into the functional currency using the exchange 
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the income
statement.


	(c) Group companies

	The results and financial position of all the group entities (none of which has the currency of a hyperinflationary economy) that have a functional currency different from the presentation currency are translated into the presentation currency as follows:

(i)   assets and liabilities for each balance sheet presented are translated at the closing rate at the date of that balance sheet;
(ii) income and expenses for each income statement are translated at average exchange rates (unless this average is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction dates, in which case income and expenses are translated at the dates of the transactions); and
(iii) all resulting exchange differences from operations are recognised as a separate component of equity.

On consolidation, exchange differences arising from the translation of the net investment in foreign operations, are taken to shareholders’ equity. Exchange differences of intercompany receivables/ payables are taken as a transaction effect in the income statement. 

	

	2.5 Property, plant and equipment

	Property, plant and equipment is stated at historical cost less depreciation. Historical cost includes expenditure that is directly attributable to the acquisition of the items. 
Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as appropriate, only when it is probable that future economic benefits associated with the item will flow to the Group and the cost of the item can be measured reliably. All other repairs and maintenance are charged to the income statement during the financial period in which they are incurred.

	Depreciation on other assets is calculated using the straight-line method
to allocate their cost to their residual values over their estimated useful lives, as follows:

–
Adapters
2-4 years

–
Furniture and equipment
3-5 years

	The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at each balance sheet date.

	An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying amount is greater than its estimated recoverable amount (Note 2.8).

Gains and losses on disposals are determined by comparing proceeds with carrying amount.

These are included in the income statement. When re-valued assets are sold, the amounts included in other reserves are transferred to retained earnings.

	

	2.6 Capitalized customer acquisition and connection expenses

	Directly attributable external costs related to customer acquisition and connection are being capitalized and amortized over the average expected duration of a customer relationship (see section 2.15 below). Such costs are capitalized when they qualify as an asset and when the costs can be identified separately and provided that the following criteria’s are met:
(a) the entity controls future economic benefits as a result of the costs incurred;

(b) it is probable that those future economic benefits will flow to the entity; and

(c) the costs can be measured reliably.

The company has concluded that such costs should be capitalized only to the extent as to the related deferred connection fees revenues. Other costs related to customer acquisition and connection activities are recognised as expense as incurred. 

	

	2.7 Development

	Expenses that are directly associated with the production of identifiable and unique software products controlled by the Group, and that will probably generate economic benefits exceeding costs beyond one year, are recognised as intangible assets. Direct costs include the software development employee costs and an appropriate portion of relevant overheads. Computer software development costs recognised as assets are amortised over their estimated useful lives (three to five years). Other costs associated with developing or maintaining computer software programmes are recognized as an expense as incurred. Development costs previously recognised as an expense are not recognised as an asset in a subsequent period. 

Development assets are tested for impairment annually, in accordance with IAS 36.

	

	2.8 Impairment of non-financial assets

	Assets that are subject to amortisation are reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs to sell and value in use. For the purposes of assessing impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows (cash-generating units). Non-financial assets that suffered impairment are reviewed for possible reversal of the impairment at each reporting date.

	

	2.9 Trade receivables

	Trade receivables are recognised initially at fair value less provision for impairment. A provision for impairment of trade receivables is established when there is objective evidence that the Group will not be able to collect all amounts due according to the original terms of receivables. Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency in payments are considered as indicators that the trade receivable is impaired. The amount of the provision is the difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the effective interest rate. 

	

	2.10 Cash and cash equivalents

	Cash and cash equivalents includes cash in hand, deposits held at call with banks, other short-term highly liquid investments with original maturities of three months or less, and bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities on the balance sheet.

	

	2.11 Share capital

	Ordinary shares are classified as equity. 

	Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of tax, from the proceeds.

	Where any Group company purchases the Company’s equity share capital (treasury shares), the consideration paid, including any directly attributable incremental costs (net of income taxes) is deducted from equity attributable to the Company’s equity holders until the shares are cancelled, reissued or disposed of. Where such shares are subsequently sold or reissued, any consideration received, net of any directly attributable incremental transaction costs and the related income tax effects, is included in equity attributable to the Company’s equity holders.

	

	2.12 Deferred income tax

	Deferred income tax is provided in full, using the liability method, on temporary differences arising between the tax bases of assets and liabilities and their carrying amounts in the consolidated financial statements. However, the deferred income tax, if it is not accounted for, arises from initial recognition of an asset or liability in a transaction other than a business combination that at the time of the transaction affects neither accounting, nor taxable profit or loss. Deferred income tax is determined using tax rates (and laws) that have been enacted or substantially enacted by the balance sheet date and are expected to apply when the related deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be available against which the temporary differences can be utilised.

Deferred income tax is provided on temporary differences arising on investments in subsidiaries and associates, except where the timing of the reversal of the temporary difference is controlled by the Group and it is probable that the temporary difference will not reverse in the foreseeable future.

	2.13 Employee benefits

	(a) Pension obligations

	Group companies currently do not operate any pension schemes. Furthermore, no programs have existed prior to 2005, hence the company has no retirement benefit obligations for the reported periods.    

In Norway a new mandatory pension scheme, requiring all companies to implement a minimum defined contribution plan, will be effective as of July 1, 2006.  The company has not yet chosen a supplier for this services or what scheme to implement. The schemes are generally funded through payments to insurance companies or trustee-administered funds, determined by periodic actuarial calculations.
A defined contribution plan is a pension plan under which the Group pays fixed contributions into a separate entity. The Group has no legal or constructive obligations to pay further contributions if the fund does not hold sufficient assets to pay all employees the benefits relating to employee service in the current and prior periods. 
A defined benefit plan is a pension plan that is not a defined contribution plan. Typically, defined benefit plans define an amount of pension benefit that an employee will receive on retirement, usually dependent on one or more factors such as age, years of service and compensation. 
For defined contribution plans, the Group pays contributions to publicly or privately administered pension insurance plans on a mandatory, contractual or voluntary basis. The Group has no further payment obligations once the contributions have been paid. The contributions are recognised as employee benefit expense when they are due. Prepaid contributions are recognised as an asset to the extent that a cash refund or a reduction in the future payments is available.

	

	(b) Share-based compensation

	The Group operates an equity-settled, share-based compensation plan. The fair value of the
employee services received in exchange for the grant of the options is recognised as an expense. The total amount to be expensed over the vesting period is determined by reference to the fair value of the options granted. At each balance sheet date, the entity revises its estimates of the number of options that are expected to become exercisable. It recognises the impact of the revision of original estimates, if any, in the income statement, with a corresponding adjustment to equity.

The proceeds received net of any directly attributable transaction costs are credited to share capital (nominal value) and share premium when the options are exercised.

Social security taxes related to Share-based compensations are being recognized as a liability and an expense at the date of grant based on the fair value of the options issued.  Adjustments to the social security tax liability are being recognized as an expense or as a reduced expense in subsequent periods based on changes in fair value of the options issued.

	

	2.14 Provisions

	Provisions for environmental restoration, restructuring costs and legal claims are recognised when: The Group has a present legal or constructive obligation as a result of past events; it is more likely than not that an outflow of resources will be required to settle the obligation; and the amount has been reliably estimated. Restructuring provisions comprise lease termination penalties and employee termination payments. Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in settlement is determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of an outflow with respect to any one item included in the same class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation using a pre-tax rate that reflects current market assessments of the time value of money and the risks specific to the obligation. The increase in the provision due to passage of time is recognised as interest expense.

	

	2.15 Revenue 

	Revenue comprises the fair value of the consideration received or receivable for the sale of services in the ordinary course of the Group’s activities. Sales of services are recognised in the accounting period in which the services are rendered, by reference to completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the total services to be provided.

Revenue is shown net of value-added tax, returns, rebates and discounts and after eliminated sales within the Group. Revenue primarily consists of income from connection fees, subscriptions, traffic (originating and terminating), software licences and related revenues (“ASP”).  Revenue is recognised as follows:

	

	(a) Connection fee

	Connection fee revenues are recognized over a 5 year period, which represent the average expected duration of a customer relationship. Revenues are being recognized as from when the customer has entered into a subscription agreement, has paid the connection fee and has been connected to the network.  The connection fee includes the initial connection service, adapter delivery and porting (to technically transfer the unique telephone number from another telephone operator to the Company).The connection fee is non refundable and the subscription agreement has no lock-in period. 

Revenues generated from porting services (transfer of a telephone number from Telio to another telecom operator) are being recognized when the porting service has been delivered. 

	

	(b) Subscriptions

	Income from subscriptions is recognised on an accruals basis over the subscription period in accordance with the substance of the subscription agreement, starting as at the date of the activation of the subscription. 

	

	(c) Traffic (originating and terminating)

	Revenues from traffic originating from Telio subscribers are being recognized according to actual traffic during the period times contractual rates per traffic unit and type. 

Revenues from traffic terminating at Telio subscribers from external originators are being recognized according to the same principle.

	

	(d) Software lease agreements (“ASP”)

	Revenue from “ASP” software lease agreements is recognized on an accrual basis over the contract period in accordance with the substance of the lease agreement. 

	

	2.16 Other revenue

	Other revenues consist of collection fees, invoice fees and interest income from customers and banks. These revenues are recognized as incurred. 

	

	2.17 Cost of connections and traffic charges

Cost of leased connection capacity consists primarily of costs related to bandwidth, hosting etc. Such costs are recognized on an accrual basis according to the substance of the lease contracts.

Cost of traffic charges is recognized in the same period as the traffic activity has been registered, which correspond to the related traffic revenue.    

In 2005 our invoicing partner received a portion of the collection fees paid. These fees are recorded as other operating costs as of when the related revenues are being recorded.  

	

	2.18 Leases

	Leases in which a significant portion of the risks and rewards of ownership are retained
by the lessor are classified as operating leases. Payments made under operating leases (net of any incentives received from the lessor) are charged to the income statement on a straight-line basis over the period of the lease.

IAS 17 defines a lease as being an agreement whereby the lessor conveys to the lessee in return for a payment, or series of payments, the right to use an asset for an agreed period of time.
The Group leases certain property, plant and equipment. Leases of property, plant and equipment where the Group has substantially all the risks and rewards of ownership are classified as finance leases. Finance leases are capitalised at the lease’s commencement at the lower of the fair value of the leased property and the present value of the minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate on the finance balance outstanding. The corresponding rental obligations, net of finance charges, are included in other long-term payables. The interest element of the finance cost is charged to the income statement over the lease period so as to produce a constant periodic rate of interest on the remaining balance of the liability for each period. The property, plant and equipment acquired under finance leases is depreciated over the shorter of the useful life of the asset or the lease term.

	

	2.19 Government grants

	Grants from the government are recognized at their fair value where there is a reasonable assurance that the grant will be received and the group will comply with all the attached conditions. 

The company has utilized a tax scheme that is available to all Norwegian registered enterprises. Under the tax scheme the company qualify for a direct reduction in tax payable upon qualifying for and subsequently documenting certain qualifying R&D expenses (SkatteFUNN). 
The government grant, representing the deduction in tax payable, are included as a reduction of capitalized development costs and are credited to the income statement over the expected life of the related intangible asset as from when the intangible asset is ready for its intended use.  


	3. Financial risk factors


	The Group’s activities are exposed to certain financial risks: market risk, credit risk, and liquidity risk. The Group’s overall risk management programme focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the Group’s financial performance. Risk management is carried out by the CFO.

	

	(a) Market risk

	Foreign exchange risk

The Group operates internationally, but has limited foreign exchange risk in 2005 as the major part of revenues and costs (> 90%) are in Norwegian Kroner. 

	

	(b) Credit risk

	The company has no significant concentrations of credit risk as the customer base consists of many customers with relatively small balances. In 2005 no credit check is being made as most customers have been credit checked by the broadband supplier. The company is in the process of evaluating implementation of credit check in certain distribution channels. The company has prudent procedures to monitor high usage with potential fraud and disconnection of customers not settling their balances. Further, the company monitors aging balances.

	

	(c) Liquidity risk

	Prudent liquidity risk management implies maintaining sufficient cash to maintain and develop operations according to budget. Cash positions are monitored regularly, and an agreement has been made by a financing company concerning sales of receivables.

	


	4. Critical accounting estimates and judgements


	Estimates and judgements are continually evaluated, and are based on historical experience and other factors, including expectations of future events that are believed to be reasonable under the circumstances.

	

	4.1 Critical accounting estimates and assumptions

	The Group makes estimates and assumptions concerning the future. The resulting accounting estimates will, by definition, seldom equal the related actual results. The estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are discussed below.

	

	(a) Revenue recognition and cost deferral

	Connection revenues are being recognized over a 5 year period, which represent the average expected duration of a customer relationship. The average duration of a customer relationship is based on available statistical data and managements assumptions concerning the future. This estimate is evaluated on a quarterly basis and represents a significant uncertainty. The effect of changes with respect to the expected duration of a customer relationship is amortized over the remaining average expected duration of the customer relationships.

Directly attributable external costs related to customer acquisition and connection are being capitalized and amortized over the average expected duration of a customer relationship (see above). Such costs are capitalized when they qualify as an asset and when the costs can be identified separately. Based on the customer contracts, management has concluded that such costs should be capitalized only to the extent as to the related deferred connection fee revenue. 



	 (b) Income taxes

	The Group is subject to income taxes in numerous jurisdictions. Significant judgement is required in determining the worldwide provision for income taxes. There are many transactions and calculations for which the ultimate tax determination is uncertain during the ordinary course of business. The Group recognises liabilities for anticipated tax audit issues based on estimates of whether additional taxes will be due. Where the final tax outcome of these matters is different from the amounts that were initially recorded, such differences will impact the income tax and deferred tax provisions in the period in which such determination is made.

	

	(c) Lease arrangements

	Leases are classified as either financial leases or operating leases based on an assessment of the terms of the lease. Classification of leases involves the use of estimates or assumptions about fair values of leased assets, expected future values of assets and lessor’s rates of return as reflected by the implicit rate of return. We generally base our estimates of fair value on alternative cost of acquiring the assets as quoted by the lessor. Our estimates of expected future values of the assets are based on current fair values amortised in accordance with our standard depreciation policy for such assets. The classification of leases in our accounts as either financial leases or operating leases is sensitive to changes in these underlying estimates and assumptions.

The Group leases adapters and IT-equipment. The lease term covers the major part of the asset’s economic life and the present value of the minimum lease payments (MLP) at the beginning of the lease amounts to substantially all of the fair value of the asset. 

The lease liability is booked at the inception of the lease. Recognition of the leased asset and lease liability is the lesser of the fair value of the leased property and the present value of the MLP. The leasing contracts identify the total contract price that is capitalized as assets and leasing liabilities. The discount factor used to calculate the MLP's present value is the interest rate implicit in the lease contract. The contracts also identify the monthly payment, from which the implicit interest rates are calculated. Once a month, the leasing rent for all contracts is paid and booked as interest cost over the income statement, and a reduction of the leasing liability. 

	

	(d) Development costs, amortization and depreciation

	Development costs are either capitalized or expensed as incurred based on an assessment of the nature of the expenses. Expenses that are directly associated with the production of identifiable and unique software products controlled by the Group, and that will probably generate economic benefits exceeding costs beyond one year, are recognised as intangible assets. Direct costs include the software development employee costs and an appropriate portion of relevant overheads. Computer software development costs recognised as assets are amortised over their estimated useful lives (three to five years). Other costs associated with developing or maintaining computer software programmes are recognized as an expense as incurred. 

The Group’s management determines the estimated useful lives and related depreciation charges for capitalized assets. Management reviews the estimated useful lives of capitalized assets and applied depreciation method at least annually. The effect of any changes to the depreciation plans are amortized over the remaining useful life of the assets. Capitalized internally developed software systems are tested for impairment annually, in accordance with IAS 36, or more frequently if indications of impairment have surfaced. 

	

	(e) Provision for bad debt

	Typically, customer receivables include a large amount of balances with relatively small amounts. Due to this balance characteristics a minimal amount of losses are realised. The company has standard collection routines for all receivables that are not paid within the due date. The company makes provisions for bad debt based on monthly aging balances from the customer sub ledger. The provisions are reviewed periodically.  Any provisions for non consumer related receivables are based on an individual analysis.

	

	(f) Impairment testing of non-financial assets

	Non-financial assets are tested annually for any impairment in accordance with the accounting policy stated in note 2.8. 

Management has defined each subsidiary as an individual cash generating unit (CGU). The impairment test is conducted in accordance with generally accepted methods and IAS 36.


	5. Segment information

Primary reporting format - business segments

IAS 14 requires segmental reporting on both a primary and secondary basis. Business segments is primary reporting format for Telio, as products and services represent the predominant source and nature of risks and returns. Telio is a niche company specializing in development, marketing and sales of Voice over IP telecommunication and operates only in one business segment. 

Secondary reporting format - geographical segments
The Group operations are defined into two different segments; Norway and Europe. The risks and returns of an entity are influenced both by the geographical location of its operations and also by the location of its markets. Telio’s definition of geographical segments is based on the location of its markets and customers. Transactions within the two segments are eliminated.
Sales

 

 

 

 

 

 

2005

 

2004

 

(in thousands of NOK)

Norway

74,789
49%

22,161
79%

Europe outside Norway

77,278
51%

5,959
21%

 Total 

 

 

 

 

 

 

152,067
100%

28,120 

 100%

Sales are allocated based on the country in which the customer is has the contract with Telio ("sales by destination").
Total assets

 

 

 

 

 

2005

 

2004

 

(in thousands of NOK)

Norway

119,072
77%

43,228
90%

Europe outside Norway

35,261
23%

4,678
10%

 Total 

 

 

 

 

 

 

154,333
100%

47,906 

100%

Total assets are allocated based on where the assets are located.
Capital expenditure

 

 

 

 

 

2005

 

2004

 

(in thousands of NOK)
Norway

46,760
97%

26,887
98%

Europe outside Norway

1,568
3%

481
2%

 Total 

 

 

 

 

 

 

48,328
100%

27,368 

 100%

Capital expenditure includes both property, plant and equipment and intangible assets. Geographical allocation is based on where the assets are located.

Analysis of sales by category

 

 

 

 

2005

 

 

(in thousands of NOK)
Connection fees
5,415
4%
Subscriptions
77,429
51%
Traffic
67,345
44%
ASP 
1,878
1%
Total 
 

 

 

 

 

 

152,067
100%




6.
Fixed Assets

	(in thousands of NOK)
	Adapters
	Furniture and IT-Equipment
	Total

	At 1 January 2004
	
	
	

	Cost
	-
	698
	698

	Accumulated depreciation
	-
	(27)
	(27)

	Net book amount
	-
	671
	671

	
	
	
	

	Year ended 31 December 2004
	
	
	

	Opening net book amount
	-
	671
	671

	Exchange differences
	-
	(24)
	(24)

	Additions
	11,176
	6,702
	17,878

	Depreciation charge
	(1,390)
	(738)
	(2,128)

	Closing net book amount
	9,786
	6,611
	16,397

	At 31 December 2004
	
	
	

	Cost
	11,176
	7,376
	18,552

	Accumulated depreciation
	(1,390)
	(765)
	(2,155)

	Net book amount
	9,786
	6,611
	16,397

	
	
	
	

	Year ended 31 December 2005
	
	
	

	Opening net book amount
	9,786
	6,611
	16,397

	Exchange differences
	-
	(19)
	(19)

	Additions
	17,722
	6,482
	24,204

	Depreciation charge
	(5,030)
	(2,784)
	(7,814)

	Closing net book amount
	22,478
	10,290
	32,768

	At 31 December 2005
	
	
	

	Cost
	28,898
	13,839
	42,737

	Accumulated depreciation
	(6,420)
	(3,549)
	(9,969)

	Closing net book amount
	22,478
	10,290
	32,768

	
	
	
	


Depreciation expense of TNOK 362 (2004: TNOK 0) has been reallocated to the balance sheet as activated development costs.

Operational lease rentals amounting to TNOK 203 (2004: TNOK 52) relating to operational lease of IT-equipment are included in the income statement as other costs. Rights to the leased assets revert to the lessor in the event of default.
The carrying amount of leased adapters is TNOK 10,208 (2004: TNOK 0) and for furniture and IT-equipment TNOK 8,397 (2004: TNOK 5,551). Rights to the leased assets revert to the lessor in the event of default.

	7. Intangible assets



	(in thousands of NOK)
	IT-systems development cost
	Customer acquisition cost 
	Total

	At 1 January 2004
	-
	-
	-

	Cost
	-
	-
	-

	Accumulated amortisation
	-
	-
	-

	Net book amount
	-
	-
	-

	
	
	
	

	Year ended 31 December 2004
	-
	-
	-

	Opening net book amount
	-
	-
	-

	Additions
	5,229
	4,261
	9,490

	Amortisation charge
	(247)
	(298)
	(545)

	Closing net book amount
	4,982
	3,963
	8,945

	At 31 December 2004
	
	
	

	Cost
	5,229
	4,261
	9,490

	Accumulated amortisation
	(247)
	(298)
	(545)

	Net book amount
	4,982
	3,963
	8,945

	
	
	
	

	Year ended 31 December 2005
	
	
	

	Opening net book amount
	4,982
	3,963
	8,945

	Additions
	3,226
	20,898
	24,124

	Amortisation charge 
	(1,252)
	(3,086)
	(4,338)

	Closing net book amount
	6,956
	21,775
	28,731

	At 31 December 2005
	
	
	

	Cost
	8,455
	25,159
	33,614

	Accumulated amortisation
	(1,499)
	(3,384)
	(4,883)

	Net book amount
	6,956
	21,775
	28,731

	Amortisation of IT-systems development cost is included in ‘depreciation and amortisation’ in the income statement.
All development costs arose from internal development.
The carrying value of SkatteFUNN is TNOK 1,227 (2004: TNOK 760). SkatteFUNN is booked as a reduction of the capitalised development costs and implies indirectly a reduction of the yearly amortisation cost. Total SkatteFUNN granted is TNOK 800 (2004: TNOK 800). 


	8. Development expenditure

	The group has a development department consisting of 10 people in 2005. Besides working on projects to develop the platform, the development department is responsible for maintenance and reconditioning of the platform. The following amounts are the total costs regarding the development department, consisting of wages, social expenditures and other related costs. 

	
	

	     (in thousands of NOK)
	2005

	    Total development costs
	7,589


	
	
	
	
	
	

	9. Trade and other receivables


	(in thousands of NOK)
	
	
	2005 
	2004

	Trade receivables
	43,237
	9,016

	Provision for impairment of receivables
	(3,250)
	(494)

	Trade receivables – net
	39,987
	8,522

	Prepayments
	4,178
	2,982

	Loan to related parties (note 25)
	184
	184

	Other receivables
	11,346
	2.321

	Total trade and other receivables
	55,695
	14,009

	


	The Group has not recognised loss for the impairment of its trade receivables during the year ended 31 December 2005. The Group has not used any of the provision for impaired receivables during the year ended 31 December 2005 (2004: 494).

Loans to related parties are non interest bearing. 

Since the receivables are short-term, the fair value corresponds with the accounted value. 

	


	10. Cash and cash equivalents


	(in thousands of NOK)
	2005
	2004

	Cash at bank and in hand
	31,177
	5,341

	Restricted withholding tax account 
	947
	646

	Total cash at bank and in hand
	32,124
	5,987


	11. Equity, shareholders and options outstanding


	(in thousands of NOK)
	Number of Shares 
	Ordinary shares
	Tresury shares
	Share premium
	Other payed in capital
	Accumu-lated translation differences
	Retained earnings 
	Minority interest
	Total 

	At 1 January 2004
Issue of shares 

Cost issuance 

Employee share option scheme:
	14,000,000

2,750,000

-


	140

27

-
	-

-

-
	3,965

25,947

(1,000)
	-

-

-
	-

-

-


	(1,279)

-

-
	-

-

-


	2,826

25,974

(1,000)

	-     Value of employee service

-
Proceeds from shares issued
Translation differences

Loss for the year
	-

295,000
-

-
	-

3

-

-
	-

-

-

-
	-

735

-

-
	1,511

-

-

-
	-

-

48

-
	-

-

-

(9,436)
	-

-

-

-
	1,511

738

48

(9,436)

	At 31 December 2004
	17,045,000
	170
	-
	29,647
	1,511
	48
	(10,715)
	
	(20,661)

	Issue of shares 22. June

Cost of issuance 22. June

Fund issue

Employee share option scheme:
–    Value of employee service
	670,000

-
-

-
	7

-
-

-
	-
-
-

-
	15,403

(925)

-

-
	-

-
27

2,762
	-

-
-

-
	-

-
-

-
	-

-
-

-
	15,410

(925)

27

2,762

	– 
Proceeds from shares issued
	 242,500 
	2
	-
	1,220
	-
	-
	-
	 - 
	1,222

	Treasury shares purchased
Translation differences
Profit for the year
	(33,500)

-

-

-
	-

-

-

-
	-

-

-

-
	-

-

-

-
	(940)

-

-

-
	-

82

- 
- 
	 -

-

-

3,156 
	-

-

-

21
	(940)
82

-

3,1777

	At 31 December 2005
	17,924,000
	179
	-
	45,345
	3,360
	130
	(7,559)
	21
	41,476

	The total authorised number of ordinary shares is 17 957 500 shares (2004: 17 045 000 shares) with a par value of NOK 0.01 per share (2004: NOK 0,01 per share). All issued shares are fully paid. All shares have equal voting rights. 

The Company acquired 33,500 of its own shares through purchases over the counter in Norway (OTC). The total amount paid to acquire the shares, net of income tax, was TNOK 940, and has been deducted from shareholders’ equity. The shares are held as ‘treasury shares’, and are shown in the charter above. The face value is NOK 335, and the amount is presented in thousands NOK. The Company has the right to reissue these shares at a later date. All shares issued by the Company were fully paid.


	List of all major stockholders in Telio Holding as of Dec. 31.2005 

					Common shares
	
	Shareholder name

				Number of shares
	Percentage

	Xfile AS (Note 25)
	 

	 

	2,751,000

	15.3 %


	Lombard Odier Darier Hentsg & Cie (Note 25)
	2 510 000

	14.0 %


	Synesi AS (Note 25)
	 

	 

	2,276,667

	12.7 %


	Pershing LLC 

	 

	 

	1,168,181

	6.5 %


	EMA Telio Limited Partnership
	 

	607 319

	3,4,%


	Institusjonen Fritt Ord
	 

	 

	607,100

	3.4 %


	Gambak
	 

	 

	550,000

	3.1 %


	Creo Investments II AS  (Note 25)

	 

	 

	510,000

	2.8 %


	Lime Venture AS 

	 

	 

	505,334

	2.8 %


	Saamand AS 

	 

	 

	327,500

	1.8 %


	Veen A/S 

	 

	 

	300,000

	1.7 %


	Pulver 

	 

	 

	250,000

	1.4 %


	Ro Invest AS 

	 

	 

	227,500

	1.3 %


	Espen Fjogstad (Note 25)

	 

	 

	218,333

	1.2 %


	Pluton AS 

	 

	 

	210,000

	1.2 %


	Erik Osmundsen (se note 25)

	 

	 

	175,100

	1.0 %


	Cat Invest I
	 

	 

	172,500

	1.0 %


	Sirius AS 

	 

	 

	171,000

	1.0 %


	Violina AS 

	 

	 

	162,500

	0.9 %


	Sandnes Investering ASA 

	 

	142,500

	0,8,%


	Others*

			4,114,966

	22.9 %


	Totalt number of shares

	 

	 

	17,957,500

	100.0 %



	*Included in Others are 33,500 Treasury shares in Telio Holding AS
Share options

Share options are granted to directors and to selected employees. The company does not have a standardized option program. The exercise price of the granted options is equal to the market price of the shares on the date of the grant. Options are commonly conditional on the employee completing one to three year’s service (the vesting period), with some exceptions where the options are vested immediately.  Some options have an infinite period of exercitation. Others have to be exercised within one year from the date all the options are vested, or within other individually negotiated dates. Some options will have to be exercised within six months after resignation and one year after given notice. For further details see the options expiry dates given below.

The Group has no legal or constructive obligation to repurchase or settle the options in cash. The holder of the option contract is responsible for any additional local tax related to the exercise of the options.


	Movements in the number of share options outstanding and their related weighted average exercise prices are as follows:

	
	2005
	2004

	
	Average exercise price in NOK per share
	Options (thousands)
	Average exercise price in NOK per share
	Options (thousands)

	At 1 January
	14.86
	3,305
	2.50
	520

	Granted
	15.56
	610
	15.21
	3,215

	Forfeited
	10.00
	(104)
	2.50
	(135)

	Exercised
	5.04
	(243)
	2.50
	(295)

	Lapsed
	24.00
	(700)
	-
	-

	At 31 December
	13.77
	2,868
	14.86
	3,305

	

	Out of the 2,868 thousand outstanding options (2004: 3,305 thousand options), 1,821 thousand options (2004: 555 thousand) were exercisable. Options exercised in 2005 resulted in 243 thousand shares (2004: 295 thousand shares) being issued at NOK 5.04 each (2004: NOK 2.50 each). The related weighted average price at the time of exercise was NOK 15.06 (2004: NOK 3.54) per share. 


	Share options outstanding at the end of the year have the following expiry date and exercise prices:



	Expiry year. 


	1.1.1 Exercise price in NOK per share
	Shares

	
	
	2005
	2004

	2005
	24.00
	
	700

	2006
	2.50
	50
	0

	2006
	6.00
	125
	150

	2006
	10.00
	270
	270

	2006
	24.00
	         700 
	700

	2007
	2.50
	
	50

	2007
	10.00
	50
	100

	2008
	6.00
	75
	75

	2008
	10.00
	250
	0

	2008
	23.00
	40
	0

	2008
	27.00
	2
	0

	2009
	13.50
	300
	300

	2009
	20.00
	150
	0

	2009
	23.00
	35
	0

	2010
	19.00
	50
	0

	Infinite
	2.50
	125
	240

	Infinite
	6.00
	315
	375

	Infinite
	10.00
	282
	345

	Infinite
	13.00
	13
	

	Infinite
	13.50
	19
	

	Infinite
	23.00
	7
	

	Infinite
	24.00
	6
	

	Infinite
	28.00
	5
	

	Total
	
	2,868
	3,305

	The fair value of options granted during the period determined using the Black-Scholes valuation model was TNOK 2,962 (2004: TNOK 3,905). The significant inputs into the model were a weighted average share price of NOK 15.46  (2004: NOK 9.11) at the grant date, exercise price shown above, standard deviation of expected share price returns of 26% (2004: 28%), dividend yield of 0% (2004: 0%) option life from a set of assumptions and average risk-free interest rate of 2.69% (2004: 2.39%). The risk-free rate applied has the same duration as the granted options. The volatility measured at the standard deviation of expected share price returns is based on a historical average of three comparable companies. Assumptions made for exercise is that holders of more than 30,000 options on average exercise these within three months after vesting date. Holders of less than 30,000 options exercise these on average nine months after vesting date.  



	12. Trade and other payables



	(in thousands of NOK)
	
	
	2005 
	2004

	Trade payables
	22,943
	6,377

	Social security and other taxes
	3,536
	1,204

	Accrued expenses
	13,675
	2,229

	Other payables
	8,249
	1,008

	Total trade and other payables
	48,403
	10,818

	Social security tax on employee share options is included in the accrued expenses. Further details are disclosed in note 16.


	13. Borrowing

	

	(in thousands of NOK)
	2005
	2004

	Non-current
	
	

	Finance lease liabilities
	8,474
	2,295

	Total non-current
	          8,474
	2,295

	Current
	
	

	Finance lease liabilities
	8,349
	1,253

	Total current
	8,349
	1,253

	
	
	

	Total borrowings
	16,823
	3,548

	
Lease liabilities are effectively secured as the rights to the leased asset revert to the lessor in the event of default.



	
	2005
	2004

	Finance lease liabilities – minimum lease payments:
	
	

	No later than 1 year
	8,544
	1,260

	Later than 1 year and no later than 5 years
	9,084
	2,352

	Later than 5 years
	-
	-

	Minimum lease payments
	17,628
	3,612

	Future finance charges on finance leases
	(805)
	(64)

	Finance lease liabilities
	16,823
	3,548

	
	
	

	The present value of finance lease liabilities is as follows:
	
	

	No later than 1 year
	8,474
	1,253

	Later than 1 year and no later than 5 years
	8,349
	2,295

	Later than 5 years
	-
	-

	Present value of lease liabilities
	16,823
	3,548

	Payments due within one year are classified as current.

IBM equipment is leased using a Fair Market Value agreement (FMV). The contract assumes that  Telio returns the equipment after the lease period. Three months prior to contract termination, Telio has the option to by the assets at fair market value.
Non IBM equipment is leased using a Standard  Pay-out agreement (SPO). Telio buys the equipment at 2% of cost at the end of the leasing period. 




	14. Tax


	

	(in thousands of NOK)
	2005
	2004

	Total tax payable for the year
	(2,707)
	(296)

	Changes in deferred tax 
	2,483
	2,476

	Income tax expense
	(224)
	2,182

	
	
	


	The tax on the Group’s profit before tax differs from the theoretical amount that would arise using the nominal tax rates applicable to profits in jurisdictions where the Company has operations as follows:



	
	2005
	2004

	Pre tax profit
	3,402
	(11,618)

	Tax assessed at the tax rate in Norway (28% in 2005 and 28% in 2004) 
	(953)
	3,253

	Effect of different taxation rates in Norway and abroad
	1,215
	(132)

	Non-taxable income or costs
	(246)
	(409)

	Not recognised increase or decrease in deferred tax assets
	(448)
	(467)

	Other
	208
	(63)

	Income tax expense
	(224)
	2,182

	Effective tax rate
	7%
	19%


	Deferred tax and deferred tax assets:          Consolidated balance sheet      Consolidated income

                                                                                                                                statement                                    

	
	
	2005
	2004
	2005
	2004

	Deferred tax assets
	
	
	
	
	

	Accounts Receivables
	
	970
	-
	970
	-

	Current liabilities
	
	15,218
	5,762
	9,456
	5,762

	Tax loss carried forward
	
	215
	159
	56
	159

	Deferred tax assets - gross
	
	16,403
	5,921
	10,482
	5,921

	
	
	
	
	
	

	Deferred tax liabilities
	
	
	
	
	

	Property, plan and equipment
	
	10,834
	2,826
	(8,008)
	(2,826)

	Other
	
	606
	619
	9
	(619)

	Deferred tax liabilities - gross
	
	11,440
	3,445
	(7,999)
	(3,445)

	
	
	
	
	
	

	Net deferred tax assets
	
	4,963
	2,476
	2,483
	2,476

	
	
	
	
	
	

	Recognised deferred tax assets
	
	5,015
	2,568
	2,443
	2,568

	
	
	
	
	
	

	Recognised deferred tax liability
	
	(52)
	(92)
	40
	(92)

	The group has tax loss carry forward of TNOK 4,017 as at 31 December 2005 and TNOK 563 as at 31 December 2004. The total loss carried forward has no expiry date.

Deferred tax asset regarding tax loss carry forward in Sweden amounting to TNOK 910 as at 31 December 2005 have not been recognised due to lack of convincing evidence of future taxable income. 


15. Deferred revenues
	(in thousands of NOK)
	2005
	2004

	Deferred revenues connection fee
	30,081
	11,721

	Deferred revenues subscriptions 
	11,740
	-

	Deferred revenues ASP revenues
	2,798
	753

	Total deferred revenues
	44,619
	12,474


16. Contingent liabilities
	(in thousands of NOK)
	2005
	2004

	Contingent liabilities at 1. January 
	1,033
	-

	Charged as an expense during the year
	2,602
	1,033

	Payment during the year
	(263)
	-

	Total provision at 31. January
	3,372
	1,033

	Contingent liabilities relates to social security tax for the granted options. Some employees have the obligation to pay social security tax when the options are exercised. The numbers given above states the group’s net liabilities regarding social security tax for the options.

Gross contingent liabilities are part of the accounts payable and current liabilities, while the amounts covered by the group’s employees are stated as trade receivables and other receivables.


17. Other revenues
	(in thousands of NOK)
	2005
	2004

	Collection and billing fees
	9,584
	705

	Interest income customers
	264
	-

	Interest income bank and other
	211
	120

	Total other revenues
	10,059
	825


	18. Employee benefit expense


	(in thousands of NOK)
	2005
	2004

	Wages and salaries
	(21,269)
	(7,251)

	Social security costs
	(3,744)
	(1,011)

	Share options granted to directors and employees*
	(5,100)
	(2,544)

	Pension costs – defined contribution plans
	(41)
	-

	Capitalized personnel costs**
	3,555
	2,285

	Other personnel costs
	(1,297)
	(336)

	Total personnel expenses
	(27,896)
	(8,857)

	
	
	

	Average number of employees
	54
	37

	* included are payroll tax.

** See note 7 regarding intangible assets and note 8 regarding development costs



	19. Other expenses


	(in thousands of NOK)
	2005
	2004

	Temporary staff
	(4,103)
	(2,700)

	Professional fees (legal, audit and other)
	(10,628)
	(2,645)

	Travel and cars
	(2,688)
	(1,211)

	Office consumables, equipment and communication
	(3,494)
	(1,050)

	Collection and billing costs
	(5,898)
	(829)

	Facilities
	(2,679)
	(533)

	Loss on bad debt (change in provision)

Other
	(2,660)

(975)
	(735)

(2,706)

	Total other expenses
	(33,125)
	(12,409)

	
	
	

	20. Interest expense 


	(in thousands of NOK)
	2005
	2004

	Other financial income
	2
	-

	Interest expense
	(84)
	(54)

	Interest expense on financial lease
	(271)
	(64)

	Other financial expense
	(383)
	(54)

	Interest expense
	(736)
	(172)

	
	
	


	21. Net financial income and expense


	
	

	The exchange differences (charged)/credited to the income statement are included as follows:


	(in thousands of NOK)
	2005
	2004

	Foreign exchange (losses)/gains – net 
	280
	(339)

	Net interest cost  (Note 20)
	(736)
	(172)

	Net finance income/ (expense)
	(456)
	(511)

	
	

	22. Earnings per share

	

	Basic

	Basic earnings per share is calculated by dividing the profit attributable to equity holders of the Company by the weighted average number of ordinary shares in issue during the year, excluding ordinary shares purchased by the Company and held as treasury shares (Note 11).


	(in thousands of NOK)
	2005
	2004

	Profit attributable to equity holders of the Company
	3,156
	(9,436)

	Weighted average number of ordinary shares in issue (thousands)
	17,272
	15,029

	Basic earnings per share (NOK per share)
	0.18
	(0.63)

	

	Diluted

	Diluted earnings per share is calculated by adjusting the weighted average number of ordinary shares outstanding to assume conversion of all dilutive potential ordinary shares. The Company has one  category of dilutive potential ordinary shares: convertible debt and share options. The convertible debt is assumed to have been converted into ordinary shares and the net profit is adjusted to eliminate the interest expense less the tax effect. For the share options, a calculation is done to determine the number of shares that could have been acquired at fair value (determined as the average annual market share price of the Company’s shares) based on the monetary value of the subscription rights attached to outstanding share options. The number of shares calculated as above is compared with the number of shares that would have been issued assuming the exercise of the share options.


	
	2005
	2004

	Profit attributable to equity holders of the Company
	3,156
	(9,436)

	Weighted average number of ordinary shares in issue (thousands)
	17,272
	15,029

	Adjustments for – share options (thousands)
	2,868
	3,305

	Weighted average number of ordinary shares for diluted earnings per share (thousands)
	20,140
	18,334

	Diluted earnings per share (NOK per share)
	0.16
	(0.51)

	Adjustment due to negative result 
	
	(0.12)

	Diluted earnings per share (NOK per share)
	0.16
	(0.63)


	
23. Contingencies


	Telio is involved in at legal dispute with Lab2/ Port IT. The dispute relates to a split of termination revenues generated in late 2004/early 2005, when the traffic was routed through Lab2/ Port IT. In the financial statement of 2005, the Group has recognised an income based on Telios interpretation of the contract. This is done by offsetting the discrepancy of what Telio claims to be the correct figure and the figure Lab 2 claims to be correct against subsequent invoices from Lab2/Port IT.

Lab2/Port IT has through Aktiv Kapital AS forwarded a legal claim against Telio Group totalling MNOK 7.57, including interests. Management has concluded that the maximum exposure is approximately MNOK 5. Management has concluded that the chance of the claim being realised is not likely, and therefore no provisions have been recognised as of December 31, 2005. 

	
	
	


	24. Commitments

	

	Operating lease commitments – where a Group Company is the lessee

	The Group rent office facilities at headquarter in Oslo.

	

	(in thousands of NOK)
	2005
	2004

	No later than 1 year
	2,601
	932

	Later than 1 year and no later than 5 years
	8,670
	3,317

	Later than 5 years
	-
	-

	Total operating lease commitments
	11,271
	4,249

	
	
	


The Group entered a five year leasing contract in May 2005 and the contract is due at the end of April 2010. Yearly minimum lease payment is TNOK 2,601. The rent can be adjusted annually according to SSB CPI.  
	25. Related-party transactions

	
	
	

	Espen Fjogstad and Aril Resen are though the companies Synesi AS and Xfiles AS among the largest shareholders of the company.  Mr. Resen is chairman of the board and Mr. Fjogstad is board member.  In 2004 the company entered into consulting agreements with Synesi AS and Xfiles AS. 

	
	
	

	The following transactions were carried out with related parties:
	
	

	

	i) Purchases of services

	(in thousands of NOK)
	2005
	2004

	Purchases of services:
	
	

	– 
Synesi AS
	600
	495

	– 
Xfiles AS
	450
	645

	Total purchase of services
	1,050
	1,140

	
Services are negotiated with related parties on a commercial basis.

	

	ii) Key management compensation

	In 2004, and until August 15 2005, the CEO role was handled by Mr. Espen Fjogstad  through a related party agreement with Synesi AS. There are no obligations to pay the general manager or chairman of the board of Directors extraordinary remunerations in the event of termination or change of employment or office. There are no bonus agreement, profit sharing or similar except for the option plan.

	
	
	

	
	2005
	2004

	Salaries and other short-term employee benefits
	356
	-

	Other long-term benefits
	                3
	-

	Total key management compensation
	359
	-

	Compensation to board of directors
	-
	-


	There is no remuneration other than remuneration granted though option plans. 

iii) Shares in the company owned by the general manager and members of the board.

Name 

Position

 

Number of shares

Number of options

Strike price

Aril Resen*

Chairman

2,751,000

-

 -

Terje Hamre

Board member 

-

-

 -

Espen Fjogstad**

Board member

2,495,000

-

 -

Christian Rynning-Tønnesen

Board member

-

40,000

 23

Erik Osmundsen ***

Board member 

685,100

-

-

Arild Nilsen

CEO

-

50,000

2.5

Arild Nilsen

CEO

-

300,000

13.5

Kyrre Grinde-Andersen
CFO
-
150,000
20
Alan Duric****

CTO

2,510,000

-

-

Jens Hetland

Commercial leader
-

50,000

19

Jimmie Wiklund

Sales director

-

85,000

10

Rune Strømmen

Manager

120,000

50,000

2.5

* Indirectly owned through Xfiles AS, a 100% owned company.

** 2,276,667 shares indirectly owned through Synesi AS a 100% owned company and 218,333 owned directly.
*** Indirectly owned through Creo Investments, where Erik Osmundsen has economic interests.

****Owned through Lombard Odier Darier Hentsch & Cie.
iv) Audit services provided 

	(in thousands of NOK)
	2005
	2004

	Statutory audit
	537
	29

	Authorisation services

Tax

Other services 
	142

265

468
	68

193

185

	Total audit services provided
	1,412
	475

	The service provided above includes services from the auditor’s coadjutant law firm. Required by the law auditing includes accounts assistance. The amount mentioned is exclusive VAT.

	v) Loans to related parties
	
	

	(in thousands of NOK)
	2005
	2004

	Loans to directors and key management of the Company (and their families):
	
	

	Beginning of the year
	184
	-

	Loans advanced during year
	-
	184

	Loan repayments received
	-
	-

	End of the year
	184
	184

	In 2004 Jimmy Wicklund (CEO Telio SA) and Thomas Vasen (International development) were granted loans TSEK 100 each on date of employment. According to contract the loans are not interest bearing. 

vi) Guaranties for related parties

A guarantee has been issued to ensure positive equity in the subsidiary Glocalnet AB.



	

	
26. Events after the balance sheet date


	In January 2006 the company entered into an agreement with Svea Finans concerning sales of receivables. Telio Telecom AS and Telio SA have agreed to sell all invoices related to subscriptions and traffic at the date of invoicing. Svea pays face value incl. vat for all invoices. For any later credits approved by the company a regress will be claimed by Svea.  As a part of the agreement a factoring pledge has been initiated for the receivables of the two companies.

In January 2006 Handelsbanken as issued a guarantee of 12 MNOK relating to the interconnect agreement between Telio Telecom AS and Telenor Telecom Solutions AS. Transaction costs relating to the guarantee are based on commercial term and the agreement includes a covenance of 35% equity share.

In January 2006, Telio Holding AS acquired assets equal to NOK 3,5 million from Just IP. The assets related primarily to a media agreement with TV2 and a commercial agreement with TV2 Nettavisen.  

In March 2006 the contract with Glocalnet AB was terminated as a result of Glocalnet being acquired by Telenor.

	


	27. Transition to IFRS

	Introduction

From 1 January 2005, the consolidated accounts of Telio will comply with International Financial Reporting Standards (IFRS). The consolidated group financial statements for 2004 have been prepared in accordance with the Norwegian Accounting Act and generally accepted accounting principles in Norway (NGAAP). Telio has analyzed the differences between NGAAP and IFRS for those areas that affect the consolidated financial statements.

The identified differences are calculated and presented in the tables below. 
The reconciliations give comparable information of the consolidated statement of 1 of January 2004 and of 31 December 2004.

Highlights

· 2004 revenues reduced by TNOK 13,857 to TNOK 28,945 due to deferral of revenues

· 2004 net operating expenses remains at the same level as under NGAAP

· 2004 operating result reduced by TNOK 13,934 to TNOK (11,107)

· 2004 result reduced from TNOK 1,880 to TNOK (9,436)

· Total assets as of 31 December 2005 increased by TNOK 3,659 to TNOK 47,906

· Consolidated equity as of 31 December 2004 reduced from TNOK 30,466 to TNOK 20,661.

The standards giving rise to most significant changes to the financial information of the Group on transition from NGAAP to IFRS were:

· IFRS 2 Share-based Payments, regarding expenses related to recognition of fair value of options granted to employees

· IAS 18 Revenue, regarding recognition of revenues from ASP contracts and connection fees

· IAS 38 Intangible assets, regarding capitalisation of customer acquisition cost 

Basis of preparation

IFRS 1 First Time Adoption of International Financial Reporting Standards, permits those companies adopting IFRS for the first time to take certain exemptions from the full requirements of IFRS in the transition period. However, since Telio was incorporated in 2003 and has a simple financial structure, no such exemptions have been adopted, except for resetting cumulative translation differences to zero at the transition date. Telio has chosen not to adopt the exemption to restate items of property, plant and equipment to fair value at the transition date. Such items have been maintained at historical cost.

IAS 1 sets out overall requirements for the presentation of financial statements, guidelines for their structure and minimum requirements for content. A set of financial statements comprises:

· Balance sheet

· Income statement

· Statement of changes in equity/statement of recognized income and expense

· Cash flow statement

· Notes including a summary of significant accounting policies.

Expenses can be presented either by the nature of expenses or by their function. The format that will give the fairest presentation of the entity’s performance should be chosen. Telio has chosen to present expenses by their nature. 

Explanation of IFRS adjustments to the income statement and the balance sheet

A summary of the principal differences between NGAAP and IFRS as applicable to Telio and impact on 2004 financial statements are as follows:

A) ASP Agreements 

Principal difference

Non-refundable set-up fees under ASP contracts were recognised as revenue upon customer acceptance under N GAAP. Under IFRS, such revenues are deferred over a period equal to the contract length, including optional prolongation (IAS 18).

Impact on the income statement

As a consequence, 2004 revenues are reduced by TNOK 753 million compared by NGAAP. The adjustment implies a negative tax expense of TNOK 211.
Balance sheet impact

Due to the adoption of the new accounting principle, deferred revenue amounting to TNOK 753 is recognized as a current liability, equity as of 31 December 2004 is reduced by TNOK 542 and deferred tax asset is increased by TNOK 211

B)   Revenues recognition - connection fees 
Principal difference

Telio has recognised connection fees as revenue upon billing of customer under NGAAP. The Company’s interpretation of IAS 18 Revenue, implies that connection fees are recognized as revenue linearly over the average expected duration of a customer relationship, which is estimated to be a 5 year period. The revenue recognition is conditional upon subscription agreement, payment of connection fee and connection to the network.

Impact on the income statement

Compared with N GAAP, 2004 revenues are reduced by TNOK 13,223 under IFRS. Other expenses are reduced by TNOK 296 due to a reclassification of loss on connection fees receivable. The adjustment implies a reduction of the tax expense of TNOK 2,809.

Balance sheet impact

Financial position as of 31 December 2004 is adjusted as follows: Deferred revenue is increase by TNOK 11,721. Deferred tax asset is increased by NOK 2,809 and trade receivable is reduced by TNOK 1,207 and equity is reduced by TNOK 10,118.
C) Intangible assets 

Principal difference

While telephone numbers ported from other operator were capitalised and remaining costs related to customer acquisitions were expensed as incurred under NGAAP, Telio is capitalizing directly attributable external costs related to customer acquisition and connection when the criteria in section 2.6 are fulfilled under IFRS. Telio has decided to capitalize customer acquisition cost only to the extent that such expenses are covered by deferred connection fees in the balance sheet. Capitalised customer acquisition cost is amortized over the estimated duration of the customer relationship, ref. B) above.

Impact on the income statement

2004 other operating expenses are reduced by TNOK 2,470 due to capitalisation of customer acquisition costs complying with the criteria set out above. Amortization of capitalised customer acquisition cost amounts to TNOK 298 for 2004. The adjustment implies an increase in tax expense of TNOK 608.

Balance sheet impact

The new principle for accounting of customer acquisition cost implies an increase of intangible assets of TNOK 2,170, a reduction of deferred tax asset of TNOK 778, and deferred tax liability is reduced by TNOK 170 and an increase in equity of TNOK 1,562.
D)    Share based payment 

Principal difference

Vested options to employees are expensed according to IFRS 2. The market values of options granted to employees are assessed based on a Black-Scholes calculation. Equivalent, Telio has provided for social security tax on options and takes into account the effect employees’ payment of social security tax.

Impact on the income statement

Personnel expenses are increased by TNOK 2,544 million, of which TNOK 1,511 is option cost and TNOK 1,033 is social security tax. The tax expense is reduced by TNOK 326.

Balance sheet impact

The recognition of share-based payments implies a reclassification between equity reserves equity and retained earnings (TNOK 1,511). The provision for social security tax implies an increase in trade and other payables of TNOK 1,161. Social security tax to be paid by employees result in an increase of trade and other receivable by TNOK 128. Correspondingly, net equity is reduced by TNOK 707.

E)   Reclassification 

The following reclassifications have been made due to the IFRS transition:

· Interest income is reclassified from finance cots to other revenues (TNOK 120)

· Costs regarding outsourcing of the billing and collection process is reclassified from traffic cost to other operating expenses (TNOK 829)

· 2003 loss is reclassified from other reserves to retained earnings (TNOK 1,279). The translation difference is reclassified from retained earnings to other pay in capital (TNOK 48). The total amount reclassified from retained earnings to other pay in capital is TNOK 1,327.
· First year instalment of borrowings (leasing debt) is reclassified from non-current to current liability (TNOK 1,253 million).



	IFRS consolidated opening balance sheet 1. January 2004


	(in thousands of NOK)
	
	
	
	

	
	
	
	As of 1 January 2004

	Impact of conversion to IFRS
	
	
	NGAAP

         
	Transition to IFRS (E)


	IFRS 



	ASSETS
	
	
	
	
	

	Non-current assets
	
	
	
	
	

	Property, plant and equipment
	
	
	671
	-
	671

	
	
	
	671
	-
	671

	Current assets
	
	
	
	
	

	Trade and other receivables
	
	
	836
	-
	836

	Cash and cash equivalents
	
	
	651
	-
	651

	
	
	
	1,681
	-
	1,681

	Total assets
	
	
	3,168
	-
	3,168

	
	
	
	
	
	

	EQUITY
	
	
	
	
	

	Capital and reserves attributable to equity holders of the Company
	
	
	
	

	Share capital
	
	
	140
	-
	140

	Other reserves
	
	
	2,686
	1,279
	3,965

	Retained earnings
	
	
	-
	(1,279)
	(1,279)

	Total equity
	
	
	2,826
	(12,544)
	2,826

	
	
	
	
	
	

	LIABILITIES


	
	
	
	
	

	Trade and other payables
	
	
	342
	-
	342

	Total liabilities
	
	
	342
	-
	342

	Total equity and liabilities
	
	
	3,168
	-
	3,168

	
	
	
	
	
	


	Consolidated balance sheet 31. December 2004


	(in thousands of NOK)
	

	
	
	Transition to IFRS
	

	Impact of conversion to IFRS 
	NGAAP

         
	A


	B
	C
	D
	E


	IFRS 



	ASSETS
	
	
	
	
	
	
	

	Non-current assets
	
	
	
	
	
	
	

	Property, plant and equipment
	16,397
	-
	-
	-
	-
	-
	16,397

	Intangible assets
	6,775
	-
	-
	2,170
	
	-
	8,945

	Deferred income tax
	-
	211
	2,809
	(778)
	326
	-
	2,568

	
	23,172
	211 
	2,809
	1,392
	326
	-
	27,910

	Current assets
	
	
	
	
	
	
	

	Trade and other receivables
	15,088
	-
	(1,207)
	-
	128
	-
	14,009

	Cash and cash equivalents
	5,987
	-
	-
	-
	
	-
	5,987

	
	     21,075
	-
	(1,207) 
	-
	128
	-
	19,996

	Total assets
	     44,247
	211 
	1,602
	1,392
	454
	-
	47,906

	
	
	
	
	
	
	
	

	EQUITY
	
	
	
	
	
	
	

	Share capital
	170
	-
	-
	-
	-
	-
	170

	Other reserves
	28,368
	-
	-
	-
	1,511
	1,327
	31,206

	Retained earnings
	1,928
	(542)
	(10.118)
	1,562
	(2,218)
	(1,327)
	(10,715)

	Total equity
	30,466
	(542) 
	(10.118) 
	1,562 
	(707)
	-
	20,661

	Minority interest
	-
	-
	-
	-
	-
	-
	-

	Total equity
	30,466
	(542)
	(10.118)
	1,562
	(707)
	-
	20,661

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	LIABILITIES


	
	
	
	
	
	
	

	Non-current liabilities
	
	
	
	
	
	
	

	Borrowings
	3,548
	-
	-
	-
	-
	(1,253)
	2,295

	Deferred income tax liabilities
	262
	-
	-
	(170)
	-
	-
	92

	
	     3,810
	-
	-
	(170)
	-
	(1,253)
	2,387

	Current liabilities
	
	
	
	
	
	
	

	Trade and other payables
	9,658
	-
	-
	-
	1,161
	-
	10,818

	Current income tax liabilities
	313
	-
	-
	-
	-
	-
	313

	Borrowings
	-
	-
	-
	-
	-
	1,253
	1,253

	Deferred income


	             -
	753
	11,721
	-
	-
	-
	12,474

	
	      9,971
	753
	11,721
	-
	1,161
	1,253
	24,858

	Total liabilities
	   13,781
	753
	11,721
	(170)
	1,161
	-
	27,245

	Total equity and liabilities
	   44,247
	211
	    1,602
	1,392
	454
	-
	47,906


	Consolidated income statement 2004

	(in thousands of NOK)
	
	
	
	
	
	

	
	

	
	
	Transition ti IFRS
	

	Impact of conversion to IFRS
	NGAAP

         
	A


	B
	C
	D
	E


	IFRS 



	Sales
	42,096
	(753)
	(13,223)
	-
	-
	-
	28,120

	Other revenues
	705
	-
	-
	-
	-
	120
	825

	Total revenues

	42,801
	(753)
	(13,223)
	-
	-
	120
	28,945

	Cost of services – traffic cost
	(15,443)
	-
	-
	-
	-
	829
	(14,614)

	Personnel expenses
	(6,313)
	-
	-
	-
	(2,544)
	-
	(8,857)

	Selling and marketing costs
	(2,171)
	-
	-
	672
	-
	-
	(1,499)

	Other expenses
	(13,672)         (13,672)
	-
	296
	1,796
	-
	(829)
	(12,409)

	Depreciation and amortisation
	(2,375)
	-
	-
	(298)
	-
	-
	(2,673)

	Operating profit

	2,827
	(753) 
	(12,927)
	2,170
	(2,544)
	120 
	(11,107)

	Finance costs

	(391)
	-
	-
	-
	-
	(120)
	(511)

	Profit before income tax 

	2,436
	(753) 
	(12,927) 
	2,170 
	(2,544)
	-
	(11,618)

	Income tax expense

	(556)
	211
	2,809
	(608)
	326
	-
	2,182

	Profit for the year
	1,880
	(542)
	(10,118)
	1,562
	(2,218)
	-
	(9,436)

	
	
	
	
	
	
	
	


	Consolidated cash flow statement 2004
	

	(in thousands of NOK)
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	Impact of conversion to IFRS
	
	Transition to IFRS
As at 31 December 2004

	
	NGAAP
         
	A

	B
	C
	D
	E

	IFRS 


	Cash flows from operating activities


	
	
	
	
	
	
	

	Profit for the period
	1,880
	(542)
	(10,118)
	1,562
	(2,218)
	-
	(9,436)

	Adjustments for:
	
	
	
	
	
	
	

	–
Tax
	556
	(211)
	(2,809)
	608
	(326)
	-
	(2,182)

	–
Depreciation and amortisation
	2,375
	-
	-
	298
	-
	-
	2,673

	– 
Non cash transaction  related to cost of share options Amortisation 
	-
	-
	-
	-
	1,511
	-
	1,511

	Changes in working capital (excluding the effects of exchange differences on consolidation):
	
	
	
	
	
	
	

	– 
Trade and other receivables
	(14,252)14.252)
	-
	1,207
	-
	(128)
	-
	(13,173)

	– 
Trade and other payables
	9,318         (13.672)
	753
	-
	-
	1,161
	-
	11,232

	– 
Deferred revenue
	
	-
	11,721
	-
	-
	-
	11,721

	Cash generated from operations
	(123)         (13.672)
	-
	-
	2,468
	-
	-
	2,346

	Interest paid
	(118)
	-
	-
	-
	-
	-
	(118)

	Net cash generated from operating activities
	(241)
	-
	-
	2,468
	-
	-
	2,227

	
	
	
	
	
	
	
	

	Cash flows from investing activities
	
	
	
	
	
	
	

	Purchases of property, plant and equipment (PPE)
	(17,878)
	-
	-
	-
	-
	-
	(17,878)

	Purchases of intangible assets
	(7,022)
	-
	-
	(2,468)
	-
	-
	(9,490)

	Loans granted to related parties
	(184)
	-
	-
	-
	-
	-
	(184)

	Interest received
	121
	-
	-
	-
	-
	-
	121

	Net cash used in investing activities
	(24,963)
	-
	-
	(2,468)
	-
	-
	(27,431)

	
	
	
	
	
	
	
	

	Cash flows from financing activities
	
	
	
	
	
	
	

	Proceeds from issuance of ordinary shares
	25,712
	-
	-
	-
	-
	-
	25,712

	Proceeds from borrowings
	3,726
	-
	-
	-
	-
	-
	3,726

	Repayments of borrowings
	(178)
	-
	-
	-
	-
	-
	(178)

	Net cash used in financing activities
	29,260
	-
	-
	-
	-
	-
	29,260

	
	
	
	
	
	
	
	

	Net (decrease)/increase in cash, cash equivalents  and bank overdrafts
	4,056
	-
	-
	-
	-
	-
	4,056

	Cash, cash equivalents and bank overdrafts at beginning of the year
	1,651
	-
	-
	-
	-
	-
	1,651

	Translation adjustments cash, cash equivalents and bank overdraft
	280
	-
	-
	-
	-
	-
	280

	Cash, cash equivalents and bank overdrafts at end of the year
	5,987
	-
	-
	-
	-
	-
	5,987


	Consolidated equity statement 31. December 2004

	
	
	
	

	(in thousands of NOK)
	
	
	
	
	

	Impact of conversion to IFRS
	
	Ordinary share
	Other reserves
	Retained earnings
	Equity                       

	NGAAP
	
	170
	28,368
	1,928
	30,466

	A) ASP deals
	
	-
	
-
	(542)
	(542)

	B) Revenues from connection fees


	
	-
	-
	(10,118)
	(10,118)

	C) Intangible assets 
	
	-
	-
	1,562
	1,562 

	D) Share based payment
	
	-
	1,511
	(2,218)
	(707)

	E) Reclassification
	
	-
	1,327
	(1,327)
	-

	IFRS

	
	170
	31,206
	(10,715)
	20,661


10
1

